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“USAID

FROM THE AMERICAN PEOPLE

Office of Inspector General

March 14, 2005
MEMORANDUM FOR REGIONAL DIRECTOR, USAID/RCSA, Gerald Cashion
FROM: Regional Inspector General/Pretoria, Jay Rollins / .

SUBJECT:  Agreed-Upon-Procedures Review of USAID Resources Managed by the Southern
Africa Enterprise Development Fund, USAID Grant No. AOT-0514-G-00-5086-
00 (Originally Grant No. AOT-G-00-95-00086-00) for the Period November 1,
1995 to September 30, 2003 (Report No. 4-690-05-005-N)

This memorandum transmits the subject report prepared by Agency-contracted auditor, KPMG
Services (Proprietary) Limited (Johannesburg, South Africa).

The review was performed in accordance with U.S. Comptroller General’s Government Auditing
Standards. The review had scope limitations that KPMG does not have continuing education and
external quality control review programs that fully satisfy the requirements set forth in U.S.
Government Auditing Standards. In addition, the general ledger was not available for the period
prior to October 1, 1997, the audit trail from the general ledger to supporting documentation was
not always clear, and most of the staff that maintained and filed the records in that time frame
have left the organization.

On April 3, 1995, the U.S. Agency for International Development entered into Grant Agreement
No. AOT-G-00-95-00086-00 (later changed to AOT-0514-G-00-5086-00) with the Southern
Africa Enterprise Development Fund (SAEDF) for the purpose of encouraging the creation and
expansion of indigenous small and medium sized enterprises in the Southern Africa region. The
specific countries covered in the agreement were Angola, Botswana, Lesotho, Malawi,
Mozambique, Namibia, South Africa, Swaziland, Tanzania, Zambia and Zimbabwe. As of
September 30, 2003, USAID had provided $87.6 million in grant funds of a total life of project
estimated amount of $108 million.

Because of allegations of funds misuse by the Chief Executive Officer and the lack of acceptable
Office of Management and Budget (OMB) Circular A-133 audits for the 2001 and 2002 fiscal
years, USAID/RCSA contracted KPMG to perform an agreed-upon-procedures-review for the
period November 1, 1995 to September 30, 2003. The review covered $63.9 million in
expenditures of USAID funds. The specific objectives of the review included:

e Perform an Agreed-Upon-Procedures Review of the Fund Accountability Statements and report
on factual findings related to program revenues received, costs incurred, and
commodities/technical assistance directly procured by USAID for the period reviewed.

U.S. Agency for Intemational Development
100 Totius Street

Groenkloof X5

Pretoria 0181, South Africa
www.usaid.gov



Evaluate and obtain a sufficient understanding of the recipient’s internal controls related to the
USAID-funded programs, assess control risk, and identify reportable conditions, including
material internal control weaknesses. This understanding should include a consideration of the
methods an entity uses to process accounting information because such methods influence the
design of internal controls.

Perform detailed tests to determine whether the recipient complied, in all material respects, with
agreement terms and applicable laws and regulations related to USAID-funded programs. All
aterial instances of non-compliance and all indications of illegal acts should be identified.
Special emphasis should be placed on the investment portfolio. Any investments that do not
comply with agreement terms should be reported as findings n the report and shown as
questioned costs.

Determine if the recipient has taken adequate corrective action on prior audit report
recommendations.

The work conducted by KPMG constituted an agreed-upon procedures review rather than an
audit. Consequenity, KPMG did net express an opinion on SAEDF’s Fund Accountability
Statements. However, the review disclosed the following findings:

Total questioned costs of $9.6 million ($1.2 million ineligible and $8.4 million
uasupported).

Operating and investing expenditures were questioned because the auditors deemed them to
be unallowable or unreasonably excessive. Unsupported costs consisted principally of
employee compensation and benefits, business, administrative, professional, and
restructuring costs that lacked supporting documentation or authorization.

Although not included as questioned costs in Recommendation No. 2 of this memorandum
due to a lack of clarity in the grant agreement regarding the requirements for initiating and
monitoring mvestments, KPMG’s report questioned $22.4 million of investments for not
complying with the USAID grant agreement and/or SAEDF’s policies. As reported by
KPMG, these questioned amounts were mainly attributable to investments exceeding the
credit imits or meffective monitoring of investments. In addition, certain investments were
questioned for lack of, or poor, due diligence. As a result, large sums of money have been
lost to SAEDF, and it has not achieved the objectives for which it was set up. For example,
during the period audited SAEDF invested $44.2 million of USAID funds into various
enterprises in southern Africa. As of September 30, 2003, afier write-offs and provisions on
remaining imvestments, the value of SAEDF s entire investment portfolio was only $15.7
million, reflecting a loss of at least $28.5 million. According to paragraph G of Modification
No. 06 to the USAID grant agreement, the success of the Fund was to be judged on the extent
to which the Fund, over the long term, was able to develop an investment portfolio whose
value was at least equal o the amount of funding provided to SAEDF for investment
purposes. This objective has clearly not been met.



Twenty-six repertable internal control weaknesses, fourteen of which were material.

The fourteen material weaknesses included:

)
2)
3)

4)

5)
0)
7

8)

9)

Arbitrary appointment of employees.
Poor operation of travel policies and procedures.
Incomplete policies and procedures regarding human resources.

Faxes sent o the Bank instructing the transfer of funds, without requiring the Bank to
confirm with a senior SAEDF official.

No disaster recovery plan, and backups of computer data not stored off-site.
Incomplete personnel documentation.
Improper method of accounting for investments.

Lack of adherence to existing policies and procedures with regard to procurement and
authorization of expenditures in general.

Deficiencies in performing bank reconciliations.

101 Conflicts of interest.

11) Lack of adequate maintenance of investment records.

12) Lack of adequate due diligence processes.

13) Lack of effective monitoring of investments.

14) Disbursements exceeding investment limilts.

Thirty instances of material noncompliance.

1)

Non-compliance with OMB Circular A-122 relating to properly authorized timekeeping
records.

Non-compliance with SAEDF peolicies and procedures relating to salary increases and
bonuses not linked to performance.

Non-compliance with the Grant Agreement and OMB Circular A-122 relating to CEO
benefits.



4) Non-compliance with Section B, point 3.2 of the approved SAEDF human resource (HR)
policy manual relating to performance appraisals and bonuses.

5) Non-comphliance with the SAEDF policies and procedures manual for the completion of
purchasc orders.

6) Non-compliance with the SAEDF policies and procedures manual for the procurement
process, namely approval limits and the quotation process.

7) Non-compliance with the Grant Agreement regarding conflict of interest experienced by
directors of the grantee.

&) Non-compliance with paragraph 10 (travel expenses) of the SAEDF policies and procedures
manual,

9) Non-compliance with paragraph 11 (meals and entertainment) of the SAEDF policies and
procedures manual, paragraph 12 (Changes in Corporate Structure and Policies) of the Grant
Agreement and Modification No. 4 of the Grant Agreement relating to unallowable
expenditure.

10} Non-compliance with the Grant Agreement in that all necessary documentation could not be
presented by SAEDF management and there was not an adequate andit trail.

11) Non-comphance with the SAEDF HR policy manual with regard to the termination of
employees.

12) Non-compliance with the Grant Agreement as the Annual Financial Statements were not
issued by January 31 of the following year.

13) Non-compliance with the SAEDF HR policy manual as a performance management process
was not in place.

14) Non-compliance with the SAEDF policies and procedures manual regarding the
authorization of expenditures.

13) Non-compliance with SAEDF’s accounting manual regarding bank reconciliations.

16) Non-compliance with OMB Circular A-122 requiring costs to be reasonable and kept to the
minimum relating to telephone and security costs.

17} Non-compliance with OMB Circular A-122 relating to a prohibition on promotional and
adverfising costs.

18) Non-compliarice with the Grant Agreement relating to submitting SF-272 “Federal Cash
Transactions Reports™,

19) Non-compliance with OMB Circular A-122 relating to reasonable recruitment costs.



20) Non-compliance with OMB Circular A-122 relating to training costs.
21)Non-compliance with the Grant Agreement regarding program income.

22) Non-compliance with the Grant Agreement relating to approval of investments.
23) Non-compliance with the Grant Agreement relating to investments limits.

24 Non-compliance with the Grant Agreement relating to inappropriate target groups.

25) Non-compliance with the Grant Agreement relating to the maintenance of records.

26) Non-compliance with the Grant Agreement relating to performarnce of due diligence.

27) Non-compliance with the Grant Agreement relating to effective monitoring of investments.
28) Non-compliance with the Grant Agreement relating to redemption of shares.

29) Non-compliance with the Grant Agreement relating to the spirit of the Grant Agreement.

30) Non-compliance with the Grant Agreement relating to an investment outside the target area.

Therefore, we are making the {ollowing recommendations:

Recommendation No. 1: We recommend that USAID/RCSA determine the allowability of
$9,338,035 in questioned operating activities costs (944,669 ineligible and $8,393,366
unsupported) detailed in Appendix 1, except for the costs detailed in finding 1.24 in
appendix 3 on pages 64-66, of the KPMG report, and recover from the Southern Africa
Enterprisc Development Fund any amounts determined to be unaliowable.

Recommendation No. 2: We recommend that USAID/RCSA determine the allowability of
$248.503 in questioned ineligible investing activities costs detailed on pages 77 and 121-122
in Appendix 3 of the KPMG report, and recover from the Southern Africa Enterprise
Development Fund any amounts determined to be unallowable.

Recommendation No. 3: We recommend that USAID/RCSA ensure that the Southern
Africa Enterprise Development Fund corrects the twenty-six reportable internal control
weaknesses detailed in Appendix 2 of the KPMG report.

Recommendation No. 4: We recommend that USATD/RCSA ensure that the Southern
Africa Enterprise Development Fund corrects the thirty instances of material
noncompliance detailed in Appendix 3 of the KPMG report.




Recommendation No. 5: We recommend that USAID/RCSA not release the remaining Life-
of-Grant funds of $20,436,288 to the Southern Africa Enterprise Development Fund until
all the internal control and compliance issues detailed in Appendices 2 and 3 of the KPMG
report are corrected.

In accordance with Automated Directives System (ADS) 595.3.1.1.a and 595.3.1.5.a, an audit
recommendation without management decision may be elevated three months afier issuance.
Contract, Grant, or Agreement Officers make management decisions on questioned costs and
procedural audit recommendations resulting from Office of Inspector General (OIG) desk
reviews of financial audits of contractors and grantees. Mission Directors make management
decisions for audit recommendations pertaining to Strategic Objective Grant Agreements that
he/she signs. Please have the respounsible official provide RIG/Pretoria with management
decisions for the recommendation(s) presented in this memorandum within three months.



Report on agreed upon procedures.

~ engagement of Southern Africa”

" Enterprise Development Fund for

the period November 1995 to
September 30, 2003

F ebruar_y 2005



kPG

Contents
i Introduction
1.1 Background section
1.1.1 Introduction to Southern Africa Enterprise Development Fund
(SAEDF)
1.1.2 Description of USAID program
1.1.3 Program objectives
1.1.4 Period covered
127 ¢ The agreed upon procedures engagement
1.2.1 - Termsof reference . -~ ...
22 Agreed-upon procedures engagement objectwes and scope
123 + Agreed-upon. procedures performed
.24 Scope hmltatlons D
2 Summary of agreed-upon procedures results
2.1 Fund accountability statement and questioned costs
22 Internal control structure
23 Compliance with agreement terms and applicable laws and regulations
24 Program income
2.5 Status of prior year audit recommendations
2.6 Matters raised in the first KPMG report issued in January 2003
2.7 Comments from management
3 Fund Accountability Statement
3.1 Independent Auditor’s Report
4 Internal Controls
4.1 Independent Auditor’s Report
5 Compliance
5.1 Independent Auditor’s report on compliance
6 Program Income
6.1 Independent Auditor’s report on program income
7 Status of prior year audit recommendations
7.1 Independent Auditor’s Report

W W

=R B = i RV

11
11
12
13
15
15
15
15

16
16

20
20

24
24

28
28

30
30



Appendix 1 Consolidated Fund Accountability Statement
Appendix 2 Summary of findings - Internal control issues

Appendix 3 Summary of findings — Compliance with agreement,
_laws and regulations

Appendix 4 Status of prior year audit recommendations

Appendix 5 SAEDF Management responses



1.1

1.1.

-y
.
i

£

1

KPME

Introduction

Background section:

SAEDF is a U.S, not-for-profit corporation organized and existing under the laws of
the State of Delaware and operating in Gauteng, South Africa, funded completely by
USAID. Revenues generated by the Fund are to be utilized to pay the expenses of the
Fund and for reinvestment in new projects and activities in Southern Africa,

Payments to the Fund are made by the USAID Office of Financial Management,
Cash Management and Payment Division (M/FM/CMPD), Washington, DC 20523-
0209, under a Letter of Credit (LOC) in accordance with the terms and conditions of
the LOC and any instructions issued by M/FM/CMPD. Grant funds are available for
draw down by the Fund based on estimates set forth in monthly forecasts of cash
needs for the following month. SAEDF may hold funds disbursed to it by USAID in
interest-bearing accounts prior to the expenditure of such funds for program
purposes, and may retain for program purposes any interest earned on such deposits
without returning such interest to the Treasury of the United States.

SAEDF activities include transactions to provide financial resources and services
through the investment of risk capital in profitable opportunities throughout Southern
Africa. The target group is indigenous emerging enterprises, including small and.
medium firms, which are located and operating in the region. “Emerging” enterprises
are those which are pursuing new business ventures or the expansion of existing
businesses and which are disadvantaged by their inability to attract long-term capitat
investment from existing commercial sources in amounts adequate to meet their
needs, due to their size, experience or other factors. SAEDF is to invest only in
indigenous firms, in which one or more individual citizens of a country in the region
both have significant ownership interests and influence over strategic direction and
operational control. As a long-term objective, SAEDF will seek to hold minority
ownership positions in the firms in which it invests. However, SAEDF may take
majority ownership positions in such firms if, in the exercise of its business
judgment, it determines that it would be prudent to do so.

Description of USAID program

On April 3, 1995, the U.S. Agency for International Development (USAID) entered
into a Grant agreement (AOT-0514-G-00-5086-00, originally AOT-G-00-95-00086-
00) with the Southern Africa Enterprise Development Fund (SAEDF), for the
purpose of encouraging the creation and expansion of indigenous small and medium-
sized enterprises in the Southern Africa region, specifically, Angola, Botswana,
Lesotho, Malawi, Mozambique, Namibia, South Africa, Swaziland, Tanzania,
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were allowed to-be reimbursed under the Grant. As at September 30, 2003 USAID
has committed $87,563,712 in grant funds of 4 total life of project-estimated amount
of $108,000,000.

The draw down for the period October 1, 1997 to September 30, 2003 was
$59.751,974.

Investments | Operational Total

| October 1, 1997

2003

Total draw- | $54,121,436 | $5,630,538 $59,751,974
downs from

to September 30, |

Certain of the investments have been sold and 'app:r:ok:ihiately 40% of the investments
have been written off or provided for. The following write-offs and provisions were
made: _ T T

= Capital losses on eqixify written-off;
n Captial fosses ondoans written off; and
w Provision on investment and market value adjustments.

The value of these investments as at September 30, 2003, according to management’s best
estimate after write-offs and provisions on remaining investiients, is $15,660,085.

Program objectives
These funds were to have been utilised for:

m  The investment of risk capital in profitable opportunities throughout Southern
Affica,

m  Technical assistance to directly support SAEDF investments and potential
investments.

®  Policy reform.

Modification No. 06 dated October 16, 1998 to the Grant Agreement states “The
revenues generated by the Fund will be utilized to pay the expenses of the Fund and
for reinvestment in new projects and activities in Southern Africa”. This same
modification also states that the success of the Fund will be judged based on the
extent to which the Fund (inter alia): ‘
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Is able £ meet it’s annual operating expenses from investment reflows and non-
US:Goverament sources of income by the esnmated completlon date of this
agreement, _ .

Over the long term is able to develop an investment portfolio whose inflation-
adjusted value is at least equal to the amount of funding provided to the Fund for
investment under this agreement.

Period covered

Qur review covers the following periods in the relevant areas:

.1999, 2000, 2001, 2002 and 2003.

Fund accountability statement. — years ended September 30 1998 1999, 2000,
2001, 2002 and 2003,

Internal control structure ~ years ended September 30, 1998, 1999, 2000, 2001,
2002 and 2003. I

Compliance with Grant agreement terms and applicable laws and regulations -
years ended September 30, 1998, 1999, 2000, 2001, 2002 and 2003.

Program income (as a separate review) — Frrom inception of Fund to September

30, 1997.

Follow-up of first KPMG internal audit report — period ended September 30,
2003. .
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KPMG South Afrlca has been contracted by USAID (Contract No 690-C-00-03-
00263) to- conduct an. agreed upon. procedures engagement of USAID resources
managed by SAEDF under Grant No. AOT-0514-G-00-5086-00 {originally AOT-G-
00-95-00086-00). The engagement has been performed in accordance with US
Government Auditing Standards and includes such tests of accounting records as
specified in the contract.

_Agréed-_up_on procedurés engagement objectives and scope

Agreed Upon Procedures of USAID Funds

An agreed—upon procedures engagement of the funds provzded by USAID shall be
performed in accordance with U.S. Government Auditing Standards and the
Guidelines for Financial Audits Contracted by Foreign Recipients, and accordingly
include such tests of the accounting records as deemed necessary under the
circumstances: The specific objectives of the engagement on the USAID funds are
to:

m Carry out an Agreed-upon Procedures engagement of the Fund Accountability
Statements and teport on factual findings related to program revenues received,
costs incurred, and COmmodltles/techmcal assmtance dlrcctiy procured by USAID
for the period reviewed. 7 T

» Evaluate and obtain a sufficient understandmg of the e recipient’s internal controls
rclated to. the USAID-funded programs, assess control risk, and identify
reportable conditions, including material .internal control weaknesses. This
understanding should include a consideration of the methods an entity uses to
process accounting mformatlon because such methods influence the design of
mternal controls

R "Elcap\,cts ‘with agreement terms and” applicable laws and regulanons related to
USAID-funded programs. All material instances of ‘hon-compliance and all

: ..1nd1catxons of illegal acts should be 1dent1ﬁed Special emphasis.should be placed
Agreement terms should be reported . as ﬁndmgs in the report and shown as
questioned costs.

m  Perform a review of Program income from mceptlon to September 30, 2003. The
Program income is to be used to further program- objectives and shall be subject
interest ez'it'"n'e'c'i”bn any funds received from USAID, or on any other Program
Income, prior to their expenditure; and income earned by the Grantee on any
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activities financed by USAID-or financed from Prograi’ Income, including loan
repayments proceeds from the sale of equity investments fee income and other
14, 1997, perrmtted SAEDF to use Program Income 10 couef'unailowable costs,
as defined by OMB Cireular A-122, provided that the Fund’s corporate and
accounting pohc1es were” mod;ﬁed to cover such costs and approved by the
Board. . SITPTREL

s Determine if thc fecipient has taken adequate corrective action on audit report
recommendations for the years 1998 to 2003.

m Determine if the issues presented in the first KPMG Intemal Audit report in
January 2003 are valid. All such issues determined to be valid should be reported
as findings in" the report' and shown as questioned costs in the Fund
Accountability Statement, if appropriate.

The auditor should de51gn review steps and procedures in accordance ‘with U.S.
Government - Atditing . Standérds, Chapter 4, to provide reasonable assurance of
detecting sittations or transactions in which irregularities:‘or: -ilfegal acts have
occurred or ate. likely to have dcourred. If such evidence-exists, the anditor should
contact the WISAID ‘Regionat Inspector General (RIG) and:-'should exercise due
professional ‘i¢gre - with: confidentiality and in pursuing “indications of possible
irregularities and illegal acts so as not to interfere with evidence, potential future
investigations, or legal proceedings.

Agreed-upon procedures performed
The principal procedures performed were:

® A review of the terms and conditions of the grant, applicable standard provisions
and regulations and other documents as deemed necessary;:

e A review SAEDF’s internal control structure in order to assess the organisation’s

"51gmﬁcant internal control policies and’ procedu_r_es televant to the project, and the
adequacy of its accounting syste‘m and intemai ccntmls

u Performance of review. -procedures to obtain reasonable assurance of detecting
errors, irregularities and illegal acts, as defined by American Institute of Certified
Public Accountant (AICPA) statement of Auditing Standards 53 and 54;

» Testing of disbursement transactions from the Fund Accountability Statements
for the years -1998 to 2003 to determine the extent of non-compliance,
- unallowable or unallocable expenses;

" Follow up external audlt recommcndations for the years 1998 to 2002;
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m Follow up on issues raised in the first KPMG internal audit report issued in
January 2003;

m  Testing of program income from the Grant’s inception to September 30, 2003,
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1.2.4.2

Scope limitations

Other matters

m The general ledger was not available for the period prior to October 1, 1997 (i.e.
November 1995 to September 30, 1997). The general ledger for this prior period
was apparently maintained by Deloitte & Touche, but neither that firm nor
SAEDF are able to locate it. As a result of this, we were not able to review the
recording of the Fund’s income for this period, or agree the bank reconciliations
to the bank balance in the general ledger. It is thus not possible to access the
completeness or accuracy of income reported in the Fund Accountability
Statement for this period. SAEDF has also not maintained proper books of
account for this period, as required by generally accepted accounting standards.

m The audit trail from the general fedger to supporting documentation is not always
clear, and most of the staff that maintained and filed the records in the prior
years, have left. Staff initially assigned to assist us, were not able to resolve our
queries. In these cases the costs were also reported as questioned unsupported
costs. At a later stage the former financial manager was assigned to assist us and
he indicated that some of our gueries could be resolved. Issues that remained
unresolved at the close of our initial audit on February 13, 2004 were left
reported as questioned, unsupported costs in our first draft of this report.
Following additional audit work done by us as required by modification 2 of the
contract we have eliminated reporting where we have received acceptable audit
evidence.

U.S. Government Auditing Standards

KPMG South Africa did not have a continuing education program that fully satisfies
the requirement sei forth in chapter 3, paragraph 3.0 of U.S. Governmnein Auditing
Standards. KPMG South Africa did not have an external quality control review by an
unaffiliated audit organisation as required by Chapter 3, paragraph 3.45 of U.S
Government Auditing Standards. These matters are included in the reports on the
fund accountability, internal controls, compliance, program income, prior year
recommendations and issues raised in the KPMG report issued in January 2003,

We believe that the effect of these departures from US Government Auditing
Standards are not material. KPMG South Africa has a mandatory quality control
review program whereby all assurance partners are subject to review once every
three years by an independent partner from another office. This review is done in
copjunction ‘with the South African Institute of Chartered Accountants (SAICA),
which sends it’s own review team to work with our team. Partners and managers in
KPMG South Africa are required to attend technical updates and achieve Continuing
Professional Education (CPE) hours, which are in excess of those prescribed by

e ox T

SAICA.
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In addition, we participate in KPMG’s mandatory worldwide internal quality control
review program, which requires our office to be subjected, every three years, to an
extensive quality control review by partners and managers from our affiliate offices.

16
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Summary of agreed-upon procedures results

Fund éccountability statement and questioned costs

Our reports on the fund accountability statements are presented in Section 3.1 and
Appendix 1.

USAID’s funding under this grant has been on a ‘cost-reimbursement’ basis.
Between October 1, 1997 and September 30, 2003 a total of $59,751,974 had
been drawn down. Total questioned costs for the periods reviewed by us, are as
follows:

Total Ineligible Unsupported
$32,046,481 $23,653,115 $8,393,366

Note: Before our -examination of -additional documentation and explanations
provided by SAEDF, which were not available at the time of our agreed upon
procedures review, the questioned costs were as follows:

Total Ineligible Unsupported

$48.711,526 $39,757.,429 $8.954,097

Total questioned costs of $32,046,481 should be seen in the light of total drawn-
funds of US$59,751,974. The questioned costs are 54% of total drawn-down
funds. 74% of the questioned costs relate to ineligible costs, and 26% to unsupported
costs.

The major portion ($23,631,246) of ineligible costs relate to investments.
Investments are questioned on a number of grounds of non-compliance to the
USAID/SAEDF Grant Agreement.

Investments have also been questioned on the grounds of not complying with
SAEDF’s own policies and procedures and best business practice, as well as
negligence by investment officers.

In summary, the evidence points to some investments being made that were il
considered in the first place, or not followed up and monitored at later stages.
Investment staff may not have been suitably gualified and proficient in this work.

The result of the issues identified with regard to investments, is that large sums of

money have been lost to SAEDF, and it has not achieved the objectives for which it
was setup (see 1.1.2).

11
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The unsupported costs consist of employee compensation and benefits, business,
administrative, professional and restructuring (employee termination) costs that
lacked supporting documentation or the authorisation procedures as set out in the
policies and procedures manual. Staff either ignored, or were unaware of their own
policies and procedures. It also appears that there was little attempt amongst staff,
management or directors to curb spending so as to make the maximum amount
available for investment in the target sector. Unsupported costs are also as a result of
the requirements of OMB Circular A-122 regarding salary expense not being
complied with.

Internal contro! structure

We revwwed SAEDF s ovcrali mternal control structure and its operatlon relevant to
the recording of receipts.and disbursements under the grant and present our repott in
Section 4.1 and Appendix 2. Our review indicated deficient design of internal

- controls as well as failure to observe documented internal controls. We identified 26

reportable conditions, of which 14 were material Wweaknesses.

The following main deﬁciencies in the design of internal controls were observed:
m Deficiencies in the design of Humah Resources and Travel policies.

m CEQO’s having a significant amount of authority.

m  Monitoring of budgets inadequate. |

w No bond registered over the movable assets of an investment.

m Lack of effective monitoring.

n Incomplete pohczes and procedures regardmg human resources.

N SF 2725 not bemg compieted tlmeously

- The Equity method of accountmg fﬁr recordmg investments was not used.

12
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m Lack of adherence to existing policies and procedures with regard to procurement
and authorization of expenditures in general.

= Deficiencies in performing bank reconciliations.

m A large number of journal entries were unnecessarily processed due to
misallocatiens or incorrect or accurate details.

s Conflicts of interests in investments.

m Lack of adequate maintenance of investment records.

= Delays in the approvai and dlsbursements of funds to invéstments.

: -Recommendahons relatmg to 1ntemai controls have been made in - the detailed

findings in Appendix 2.

| Compliance with agreement terms and applicable laws and

regulations

The report on compliance with the agreement terms and applicable laws and
regulations is set out in Section 5.1 and Appendix 3. There are 30 instances of
material non-compliance with the terms of the Grant agreement and USAID
regulations.

The main areas of failure in compliance relate to:

- m  Non-compliance with the Grant Agreement relating to investments.

a Nop-compliance with OMB Circular A-122 re]atmg to proper authorised

-+, timekeeping records. - T R

= Non-compiiance with SAEDE policies and procedures relating to salary increases
and bonuses not linked to performance

. 'Non-comphance w:th OMB ercular A-l”Z requmng costs to be reasonable and
.. -kept to the minimum. This relates to. professional and legal fees as well as travel
and enfertainment and telephone costs.

m Non-compliance with OMB Clrcular A 122 relatmg to a proh1b1t1on on the cost
of promotional items, : oo - o Lo L .

~..m . Non-compliance with OMB: Circular: A-122 relating o reasonable recruitment

costs within a well-managed recruitment program.

13
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Non-compliance as above results in significant questioned costs being reported under
paragraph 2.1, Fund Accountability Statement.
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2.4

2.5

2.6

2.7

il

Program income

The report on program income is presented in Section 6.1.

The main findings relate to:

m Deficiencies in performing bank reconciliations.

m  General ledger missing for the period from inception to October 1, 1997.

These matters are reported under compliance in 2.3 above. In summary, they result in
an inability to effectively audit program income for the affected periods.

Status of prior year audit recommendations

Our report on the status of audit recommendations for the y'éars 1998 to 2002 is
preseated in Section 7.1 and Appendix 4.

In summary, only 1 out of 9 recommendations by the external auditors for the
period 1998 to 2002 has been implemented.

The agreed upon procedures review objectives pertaiming to the status of prior years
audit recommendations required us to follow up on prior audit recommendations for
the years 1998 to 2003. However, at the time of our review, the 2003 audit had not
been performed. As a result we are only able to follow up on prior audit
recommendations for the years 1998 to 2002.

Matters raised in the first KPMG report issued in January 2003

The results of our follow up of the first special internal audit report issued by KPMG
in January 2003 have been issued as a separate report to RIG/Pretoria.

Comments from management

The review of SAEDF by KPMG was conducted as per the contract signed between
KPMG and USAID. '

As agreed at the opening conference between USAID, SAEDF and KPMG, SAEDF
management would have the opportunity to respond to KPMG’s reported findings
during the review.

‘Management’s comments are shown under the relevant section -of this report and

management comments are also shown verbatim in Appendix 5 of this report.
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Fund Accountability Statement

Independent Auditor’s Report

The Chief Executive Officer
Southern Africa Enterprise Development Fund
Johannesburg

Scope

We have performed the procedures agreed with USAID in the scope of work as

" contained 1n Contract number 609 C«OO 03 00263 on the attached Fund

(SAEDF) for the years ended September 30, 1998 to 2003, which we have initialled
for identification purposes. Except for not having a fully satisfactory continuing

“education program and not conducting an external quality control review, our

engagement was undertaken in accordance with US Government Audltmg Standards
issued by the Comptroller General of the United States applicable to agreed-upon
procedures.

We believe that the effect of these departures from US Government Auditing
Standards are not material because we participate in KPMG South Africa and KPMG
International’s worldwide internal quality review program which requires our office
to be subjected, every three years, to an extensive quality control review by partners
and managers from our affiliate: offices. Partners and managers in KPMG South
Africa are required to attend technical updates and achieve Continuing Professional
Education (CPE) hours, which are in excess of those prescribed by SAICA.

The responsibility for determining the adequacy or otherwise of the procedures
agreed to:be performed is that of USAID. Our procedures were performed solely to

'aSS'lSt }rsu in du.e Ges }nlng timl i'rahdlttr n{" c-vparﬁdlture Cemhlnhanﬁee r\'F meome aﬂr‘]

use of program. income in:the Fund Accountabxhty Statement for those years. The

x procedures are summarised-as follows:

tested for the foiiowmg

T mWe selected at least 50%" of the cost transactions of the Fund for those years, and

Supported by valid ddeumentanon h
. Approved in terms of the SAEDF’s policies and procedures

- Reasonable and in terms of the USAID Grant Agreeiment and relevant USAID
regulatlons

1'-'roperly recorded in the' general and program Iedgers _
[ We selected at ieast 50% of Fund revenue transaetlons and tested as follows:

Proper contro} of funds in bank accoums or ﬁnancxal mstltutzons

16
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Proper advances of funds in terms of the USAID Grant Agreement and
relevant regulations

Proper use of reflow funds in terms of USAID regulations.
Findings

Our detailed findings are shown on the Fund Accountability Statement in Appendix
1, and the supporting notes, to which the reader is referred.

USAID’s funding under this grant has been on a ‘cost-reimbursement’ basis. As at
September 30, 2003 a total of $59,751,974 had been drawn down. Total questioned
costs for the periods reviewed by us, are as follows:

Total Ineligible Unsupported

Professional © o $691,822 $206,555 $485,267
Services h
Employee $7,168.,681 $472,068 $6.696,613
compensation and
benefits
Business expenses $1,059,326 $1171,541 $947,785
Administration and $343,794 $84,151 $259,643
other '
Restructuring costs $151,612 $147,554 $4,058
Investments $22,631,246 $22,631,246 0

$32,046,481 $23,653,115 $8,393,366

Note: Before our examination of additional documentation and explanations provide
by SAEDF, which were not available at the time of our agreed upon procedures
review, the guestioned costs were as follows:
Total Ineligible Unsupported
$48,711,526 $39,757,429 $8,954,097
The major portion ($22,631,246) of ineligible costs relate to investments.
Investments are questioned on a number of grounds of non-compliance to the

USAID/SAEDF Grant Agreement, i.¢.

a Lack of Board approval

17
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m Lack of indigenous participation in the investee company
m Lack of effective monitoring of investments
w Director conflicts of interest

Investments have also been questioned on the grounds of not complying with
SAEDF’s own policies and procedures and best business practice as well as
negligence by investment officers, in the following areas:

» Inadequate due diligence reviews performed
w Exceeding the limits allowed for individual investments ($1 million)

In summary, the evidence indicates investments being made that were il considered
in the first place, or not followed up and monitored at later stages. Investment staff
may not have been suitably qualified and proficient in this work.

The result of the issues identified with regard to investments, is that large sums of
money have been lost to SAEDF, and it has not achieved the objectives for which it
was setup (see 1.1.2).

The major part of the unsupported costs relate to:

®  $2.4 million in employee compensation and benefits, business, administrative,
professional and restructuring {(employee termination) costs that we found to be
unsupported. It is thus also not possible to determine whether these costs are
justified or not. Some appear to be excessive and even wasteful,

w  $6.2 million relate to employee timekeeping. The requirements of OMB Circular
A-122 regarding activity reports supnorting nayvroll and employee attendance
registers and timesheets were not adhered to.

Because the procedures do not constitute an audit made in accordance with U S
Government Auditing Standards, we do not express any assurance on the Fund
Accountability Statement for the years ended September 30, 1998, 1999, 2000, 2001,
2002 and 2003.

Had we performed additional procedures other matters may have come to our
attention that would have been reported to you.

This report is intended for the information of SAEDF and the U. S, Agency for
International Development (USAID). However, upon release by USAID this report is
a matter of public record and its distribution is not limited. This report relates to the
Fund Accountability Statement only, and does not extend to any general-purpose
financial statements of SAEDF taken as a whole.
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KPMG .

Registered Accountant and Auditors
Chartered Accountant (SA)

29 February 2004

85 Empire Road

Parktown

Johannesburg ...

South Aftica
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Internal Controls

Independent Auditor’s Report

The Chief Executive Officer
Qonﬁﬂem Afnca Enterprise Development Fund
Johannesburg

SC()pe : . R S

We have - conducted - an agreed upon procedures engagement on the fund
accountability statement of Southern Africa Enterprise Development Fund (SAEDF)
as of and for the period ended September 30, 1998 to 2003. Except for not having a
fully satisfactory continuing . education program and. not conducting an external

. quality control review, our engagement was undertaken in -accordance with US
- Government Auditing Standards issued by the Comptrolier. General of the United

States applicable to agreed-upon procedures.

‘We believe that the effect of these departures from US Gmemment Auditing

Standards are not material because we participate in KPMG South Africa and KPMG
International’s worldwide internal quality.review program which requires our office
to be subjected, every three years, to an extensive quality control review by partners
and managers from our affiliate offices: :Partners and managers in KPMG South
Africa are required to attend technical updates and achieve Continuing Professional
qucatxon (CPE) hours, which are in¢xcess. of those prescribed by SAICA.

The management of SAEDF is respon51ble for estabhshlng and maintaining internal
control. In fulfilling this responsibility, estimates:and judgments by management are
required to assess the expected benefits and related costs of internal control policies
and procedures:- The objectives of internal control are to provide management with
1‘6&301‘1&’0'&, but not abauiuu:, assuraice that the assets are baf-eguaxded agains‘\, Toss
from unauthorised use or disposition; transactions are executed in accordance with
management’s authorisation and in accordance with the terms of the agreements; and
transactions are recorded properly to permit the preparation of the fund
accountability statement il conformity with the basis of accounting adopted. Because
of inherent limitations in internal control, errors or fraud may nevertheless occur and

not be detected. Also, procedures may become inadequate because of changes in

“conditions or that the effectiveness of the demgn and operatlon of policies and

procedures may deteriorate,

While undertaking our agreed-upon procedures -engagement of the fund
accountability statement of SAEDF for the above vyears, we obtained an
understanding of internal control. With respect to intetnal control, we obtained an
understanding of the design of relevant policies and procedures and whether they
have been placed in operation, atid we assessed control risk in order to determine our
auditing procedures for the purpose of our agreed-upon procedures review of the
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fund accountability statement and not to provide an opinion on internal control.
Accordingly, we do not express such an opinion.

We noted certain matters involving internal control and its operation that we consider
to be reportable conditions under standards established by the American Institute of
Certified Public Accountants (AICPA). Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation
of internal control that, in our judgment, could adversely affect the recipient’s ability

- to-record, process, summarise, and-report financial: data consistent w1th the assertions
B of management in'the fund accountabll;ty statement

::and the suppomng notes, o whlch the reader is refcned Of the 26 reportable
- ‘conditions; the. foﬂf_:wmg 12 are con51dered to be non-matenal weaknesses:

1. Human Resources p011c1es do not 1nd1cate that bonuses need to be approved by
senior officials of the organisation. (Page 3);

b

CEQ’s having a significant amount of authority. (Page 5);
3. Monitoring of budgets inadequate. (Page 7),

4. A large number of journal entries were unnecessarily processed due to
misallocations or incorrect or accurate details. (Page 11);

5. Peor monitoring of telephone costs. (Page 13);

6. Personnel documentation incomplete. and lack of management review of

alra
.:uzuomw»y;ug U AgS u.r),; S

"Securities Hoidmg Lmnted (Page 24),
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A material weakness is a reportable condition in which the design or operation of one
or more of the internal control elements does not reduce to a relatively low level the
risk that errors or fraud in amounts that would be material in relation to the fund
accountability statement may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions.

ur consideration of internal control would not be necessarily disclose all matters in

. internal control that might be reportable conditions and, accordingly, would not be
necessarily disclose all reportable conditions that are also considered to be material

weaknesses as defined above.

Our detailed findings in respect of material weaknesses are also shown in Appendix
2 and the supporting notes, to which the reader is referred The following 14
material weaknesses are reported: T . _

1. Arbitrary appointment of employees. (Page 32);

"2 "Poor operation of travel policies and procedures. (Page 34);

3. Incomplete policies and procedures regarding human resources. (Page 39);

-

Faxes were sent to the Bank instructing the transfer of funds, without requiring
the Bank to confirm with a senior SAEDF official. This risky practice has led to
fraud in the South African banking system for other local businesses, as it is easy
to send fictitious faxes. (Page 41);

5. No disaster recovery plan, and backups of computer data not stored off-site. This
could lead to loss of all financial data, and is an unacceptably high business risk.
{Page 43);

6. Personnel documentation incomplete. (Page 45),

7. The Equity method of accounting for recording investments was not used. (Page
47);

8. Lack of adherence to existing policies and procedures with regard to procurement
and authorization of expenditures in general. (Page 48);

9. Deficiencies in performing bank reconciliations. (Page 54);

10. Conflicts of interests. (Page 56);

11. Lack of adequate maintenance of investment records. (Page 38),
12. Lack of adequate due diligence processes. (Page 60);

13. Lack of effective monitoring of investments. (Page 62); and

22



G

b)Y v

14. Disbursements exceeding investment limits. (Page 65).

Internat control weaknesses are shown in Appendix 2.

This report is intended for the information of SAEDF and the U.S. Agency for
International Development (USAID). However, upon release by USAID, this report
is a matter of public record and its distribution is not limited.

KPMG

Registered Accountant and Auditors
Chartered Accountant {(SA)

29 February 2004

85 Empire Road

Parktown

Johannesburg

South Africa

23



51

kbt

Compliance .

Independent Auditor’s report on comphance

i .The Chief Executlve Ofﬁcer

Southern Africa Enterprise Development Fund
Johannesburg
Scope

We have conducted an .agreed-upon procedures engagement on the fund
accountability statcment of S4EDF as of and for the years ended September 30,
1998, 1999, 2000, 2001, 2002 and 2003, Except for not having a fully satlsfactory
continuing education program and not conducting an extemal quality control rev1ew
Standards issued by the Comptroller General of the United States applicable to
agreed-upon procedures.

We believe that the effect of these departures from US Government Auditing
Standards are not material because we participate in KPMG South Africa and KPMG
International’s worldwide internal quality review program which requires our office
to be subjected, every three years, to an extensive quality control review by partners
and managers from our affiliate ot"ﬁces Partners and managers in KPMG South

'..;Educatlon (CP_E) hours, which are in excess of those prescribed by SAICA.

Compliance with agreement terms and laws and regulations applicable to SAEDF is
the responsibility of SAEDF’s management. As part of our agreed-upon procedures
review of the fund accountability” statement, we' performed tests of SAKDF's
compliance with certain provisions of agreement terms and laws and regulations.
However, our objective was not to provide aii opinion on overall compliance with
such provxsmns Accordingly, we do not express such an opinion.

Fmdmgs

We considered the following to be material instances of non-compliance during our

agreed upon procedures engagement of SAEDF's fund. accountability statement, in
accordance with the terms of the agreements and in conforlmty Wzth the basis of

accounting adopted.

Our detailed findings are shown in Appehdix 3, to which the reader is referred. There
are. 30 compliance findings and they may be summarised as follows:
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1. Non-compliance with OMB Circular A-122 relating to proper authorised
timekeeping records (Page 3);

2. Non-compiiance with SAEDF policies and procedures relating to salary increases
and bonuses not linked to performance (Page 6);

3. Non-compliance with the Grant Agreement and OMB Circular A-122 relating to
CEQ benefits. (Page 8);

4. Non-compliance with Section B, point 3.2 of the approved SAEDF HR policy
manual relating to performance appraisals and bonuses. (Page 12);

16);

7. Non-compliance with the Grant Agreement regarding conflict of interest
experienced by directors of the grantee. (Page 21);

8. Non-compliance with paragraph 10 (travel expenses) of the SAEDF policies and
procedures manual. (Pages 23-33);

9. Non-compliance with paragraph 11 (meals and entertainment) of the SAEDF
policies and procedures manual, paragraph 12 (Changes in ‘Corporate Structure
and Policies) of the Grant Agreement and Modification No .4 of the Grant
Agreement relating to unallowable expenditurc. (Pageé 34);

10, \Tnn..r‘r\ ] ‘ce unth tha Grant Agreement a1} manna

ORLCOITIDIIAr i LT AFrdait S beuuu.x\.u.u. 11’1 I.l..lut dax l.!.\.r\.J\.rDSﬂr) uU\Juille.llmL.lUil

e could net. be presented: by SAEDF ma.nagement and- there was not an adequate

'auzdlttraﬂ {PageBé) B B ':::_:::

11.Non-comphance mth the SAEDF HR pohcy man’uai w1th regard to the
termination of employees. (Page 41);

S VN Nonmcomp]iance with the Grant Agreement as the Annual Financial Statements

are. not 1ssued by fanuary 31 -of the: fello'mng yea: {Page 43)

13. Non comphance w1th the SAEDF HR pohcy manual ‘as a performance
management process was not in place (Page 45), B

| 14 Ngmcomphanoe w1th the SAEDF polmles and procedures mamlal regarding the

authorisation of expenditure. (Page 47);
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15.
16.
17.

18.

19

23.

24,

25.

26.

27.

nNo
L0,

29.

30.

Non-compliance with SAEDF’s accounting manual regarding bank
reconciliations. (Pages 50-53);

Non-compliance with OMB Circular A-122 requiring costs to be reasonable and
kept to the minimumn relating to telephone and security costs, (Page 54);

Non-compliance with OMB Cii'.c::i—.llar A-122 reIating 'toz a prohibition on
promotional and advertising costs (Page 57); .. .

Nan-compliance: Wlth the Grant Agreement relating to submitting SF-272
“Federal Cash Transactions Reports”. (Page 59),

. Non-compliance with OMB Circular A-122 relating to reasonable recruitment

costs (Page 61);

. Non~comphance with OMB Clrcular A 122 relatmg to trammg costs (Page 64);

. Non-compliance with the Grant Agreement regardmg program income. (Page

67);

. Non-compliance with the Grant Agreement relating to approval of investments.

(Page 79);

Non-compliance with the Grant Agreement relating to investments Hmits. (Pages
70,85,88,91,95,102,108,114 and 126);

Non-compliance with the Grant Agreement relating to inappropriate target
groups. (Pages 77 and 117);

Non-compliance with the Grant Agreement relating to the maintenance of
records. (Page 121);

Non-compliance with the Grant Agreement relating to performance of due
diligence. (Pages 78, 105 and 111);

Non-compliance with the Grant Agreement relating to effective monitoring of
investments. (Pages 73, 80, 98, 106 and 123);

Non-compliance with the Grant Agreement relating to redemption of shares.
{(Page 93);

Non-compliance with the Grant Agreement relating to the spirit of the Grant
Agreement. (Page 119) and

Non-compliance with the Grant Agreement relating to an investment outside the
target area. (Page 129).



Non-compliance as above results in significant questioned costs being reported under
paragraph 2.1, Fund Accountability Statement,

This report is intended ‘for the information of SAEDF and the U.S. Agency for
International Development (USAID). However, upon release by USAID, this report

KPMG

Registered Accountant and Auditors
- Chartered Accountant (SA)

29 February 2004

85 Empire Road

Parkiown

Johannesburg

South Africa
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Program Income

Independent Auditor’s report on program income

The Chief Executive Officer
Southern Africa Enterprise Development Fund
Johannesburg

Scope

We have performed the procedures agreed with USAID in the scope of work as
contained in Contract number 609-C-00-03-00263, on the accounting records of
Southern Africa Enterprise Development Fund (SAEDF) in relation to income, for
the period November 1995 to September 30, 1997. Except for not having a fully
satisfactory continuing education program and not conducting an external quality
control review, our engagement was undertaken in accordance with US Government
Auditing Standards issued by  the Comptroiier General of the United States
applicable to agreed—upon procedures. .

We believe that the effect of these departures from US Government Auditing
Standards are not material because we pamclpate in KPMG South Africa and KPMG
International’s worldwide internal quality review program which requires our office
to be subjected, every three years, to an extensive quality control review by partners
and managers from our affiliate offices. Partners and managers in KPMG South
Africa are required to attend technical updates and achieve Continuing Professional
Education (CPE) hours, which are in excess of those presctlbed by SAICA.

The responsibility for determining the adequacy or othermse -of the procedures
agreed to be performed is that of USAID. Our procedures were performed solely to
assist you in determining the completeness of program income reported in the Fund
Accountability Statement for the above period. The procedures are summarised as
follows:

m  We selected at least 50% of Fund revenue transactions and tested as foliows:
Proper control of funds in bank accounts or financial instititions

Proper advances of funds in terms of the USAID Grant Agreement and
relevant regulations

Proper use of program income in terms of USAID regulations
We noted the following:
m Deficiencies in performing bank reconciliations

»  General ledger missing for the period from inception to October 1, 1997.
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These matters result in uncertainties as to the completeness of program income, and
are reported under compliance in Appendix 3 note 1.18 and 1.25

Because the procedures do not constitute an audit made in accordance with U.S.
Government Auditing Standards, we do not express any assurance on the

completeness of program income for the period October 1, 1995 to September 30,
1997.

Had we performed additional procedures other matters may have come to our
attention, which would have been reported to you.

This  report ‘is intended for the information of SAEDF and US Agency for
International Development (USAID). However, upon release by USAID, this report
is a matter of public record and its distribution is not limited. This report relates to
the completeness of income and use of program income only, and does not extend to
any financial statements of SAEDF taken as a whole,

KPMG

Registered Accountant and Auditors
Chartered Accountant {SA)

29 February 2004

85 Empire Road

Parkiown

Johannesburg

South Africa
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Status of prior year audit recommendations

Independent Auditor’s Report

The Chief Executive Officer
Southern Africa Enterprise Development Fund
Johannesburg

Scope

We have performed the procedures agreed with USAID in the scope of work as
contained in Contract No 609-C-00-03-00263, on the accounting records of Southern
Africa Enterprise Development Fund (SAEDF) in relation to matters raised by both
the internal and external auditors during the period October 1, 1997 to September 30,
2003. Except for not having a fully satisfactory continuing education program and
not conducting an external quality control review, our engagement was undertaken in
accordance with US Governmerit Auditing Standards issued by the Comptroller
General of the United States applicable to agreed-upon procedures.

We believe that the effect of these departures from US Government Auditing
Standards are not material because we participate in KPMG South Africa and KPMG
International’s worldwide internal quality review program which requires our office
to be subjected, every three years, to an extensive quality control review by partners
and managers from our affiliate offices. Partners and managers in KPMG South
Afiica are required to attend technical updates and achieve Continuing Professional
Education (CPE) hours, which are in excess of those prescribed by SAICA.

The responsibility for determining the adequacy or otherwise of the procedures
agreed to be performed is that of USAID. Our procedures were performed solely to
assist you in determining the status of prior vear audit recommendations, The
procedures are summarised as follows:

m We obtained a copy of the internal and external audit reports and listed the
matters contained therein

s We received such documentation and obtained such explanations, as we
considered necessary to determine the status of the audit recommendations.

Findings
Our detailed findings are shown in Appendix 4, to which the reader is referred.

In summary, only 1 out of 9 recommendations by the external auditors for the period
1998 to 2002 has been implemented.
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KPMG

Registered Accountant and Auditors
Chartered Accountant (SA)

29 February 2004

85 Empire Road

Parktown

Johannesburg

South Africa
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Appendix 1 Consolidated Fund Accountability
Statement



Appendix 1

THE SOUTHERN AFRICAN ENTERPRISE DEVELOPMENT FUND (SAEDF)
CONSOLIDATED FUND ACCOUNTABILITY STATEMENT
PERICD OCTOBER 1, 1997 TO SEPTEMEER 30, 2003

REVENUE

Grant proceeds for Investments
Grant proceeds for Operations
Total drawdowns from USAID

Investrment income
Investiments.soid

Capital repayments

Interest income

Fee, rental, miscellaneous income
Bad debts recovered

Proceeds from long term loan

“uss

Proceeds on disposal of property, plant and equipment

Total Operational ravenie

Total Revenis

COSTS

Operating activities

Professional serviges

Empioyee comnperisation and benefits
Business expanses

Administrative and othar

Restructising Costs
Total operationai costs incurred

Investing activities
Investments made

Capitat expandiiure
Tatal Investing costs

Financing activities
Repayment of long term lean

Total costs incurred

{Decrease) ! increase in cash equivalents
Bank balance at beginning of the year

less foreign exchanige foss

. Bank balance at end of the year

36 867 000 54121 436
11228731 5 630 538
4B 085 73 59 751 974
4397 901 38639023
1 487 419 1807 628
o} 10 000 o1&
22322738 1781 302
2145976 1989 654
o} 308704
o 824 896
co R L 2,387
10288034 20453 51t
E5 363 765 80 205 565
S3572271 3450496
10084025 - 9186572
3048 607 2 416469
2261 814 A071543
V] 379 703
18976817 16516 783
0 44224006
349 031 343 789
349 031 44567 795
767 776
18325 848 63 652 354
38 027 917 T8 353 231,
0 3418776
Gibss
33998 917 16791 448

0
0

0

0

Q

a

0

g

0

0

0

691 622 206 555
7168 581 472 068
1059326 111 541
343 794 84 151
151 632 147 554
22831 246 22631 246
Q

0

oo o

coCcQooooo

485 267 Note 1
6696 613 Note 2
947 785 Note 3
259 643 Note 4
4058 Note 5

0 Note &
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Appendix 1

Notes to the Consolidated Fund Accountability Statement

Expenditure

Nate 1 - Professional Services

Professional services is made up of the following accounts,
Accounting Fees

Legal Fees

Consulting Fees

Program Development

o0 00090

T Y T E N R — A
Total Ineligible Unsupported Reason Refeérence to
Findings
Report
$485,267 $485,267 Inadequate Appendix 3
documentation Note-1:13
and audit trail '
$152,857 $152,857 Procurement Appendix:3
Process Note 1.6
$53,698 $53,698 Training costs Appendix 3
Note 1.24
$691.822 $206,555 $485,267

EXPLANATION OF QUESTIONED COSTS

_______ d audit trail

An adequate audit trail did'not exist between the general ledger and the supporting documéntation
for some of the transactions. For such transactions it was not possible to trace the general ledger
transactions to the documentation to assess the validity of the expenses incutred. For a number of
credit card transactions reviewed it was noted that the invoice from the service provider was not
available, the oaly supporting decumentation was the credit card slip. Tt was therefore not
possible to ascertain the components of the expense and its validity.

Additional supporting documentation for the question costs eriginafly reported was provided by
SAEDF. The additional “documentation reduced the question costs by 38% but certain
documentation provided by SAEDF was still inadequate. Examples include: authorised
memorandum provided but no invoice or travel authorisation form was provided, no
documentation supporting authorised journal entries, original invoices were not provided — only



faxed or copy invoices and/or no supporting documentation was provided for expenses incurred
on company credit cards.

Procurement Process

Consulting work performed by Mckinsey for $112,857. There was no evidence of a tendering
process being followed, quotations being obtained, approval according to the set limits i.e. no
evidence of formal Chairman or Board approval. A contract was awarded to a consultant for a
SAR Review. This contract was worth $40,000. No tendering process was followed for the
awarding of the contract and no other quotes were obtained.

Excessive training costs

employees was not monitored by means of an individual development plan. No evidence exists
that staff were sent on training courses based on develaping the skills that were identified in the
individual - development plan. Employees received training during the period in which

© s hieh staff turnover was experienced.



Note 2 -Emplovee Compensation and Benefits

Employee Compensation and Benefits are made up of the following accounts,
o Salaries

Company Contributions — Employee Benefits

Employee Taxes

Bonuses

Other Allowances

Staff Recruitment.

o o0 00

For the 2002 and the 2003 financial years staff training is included in this category whereas for

. Questioned Costs. R e
~ Total .~ | -Ineligible | Unsupported |  Reason - | Reference to
SAeal b CARClIgEie. . I Findings
Report
36,236,872 $6,236,872 Timekeeping Appendix 3
Note 1.1
$389,898 $389,898 Bonus payments | Appendix 3
Note 1.4
$275,130 $275,130 Housing and car | Appendix 3
allowances Note 1.3
$84,143 384,143 Appointmentof | Appendix 3
recruiting Note 1.23
agencies
$60,529 $60,529 Inadequate Appendix 3
documentation Note 1.13
and audit trail
589,293 $89,293 CEO Benefits Appendix 3
Note 1.3
$23,502 | $23,502 I Training costs Appendix 3
: Note 1.24
£9,314 139,314 Life assurance Appendix 3
' ; payments Notei.1
$7,168,681 $472,068 | §6,696,613 -

EXPLANATION OF QUESTIONED COSTS
Timekeeping

Timekeeping is raised as a questioned cost as the requirements of Circular A-122 are not
compiied with, namely there are no activity reports to support the payroll and an employee
attendance register and employee timesheets were not kept. The payroll was also not authorised.
No indication exists that leave forms were submitted by employees and therefore no record was



kept of employees exceeding the allowed days leave. This could-also have resulted in a leave
paymient being made on the resignation-of an employes, which-would be an overstatement. This
amount comprises of the following, Salary costs - $5,418,102, Employee compensation benefits —
Medical aid and Provident fund - $769,957, Leave Pay - $48,813).

Bonus Payments

Bonus payments were not approved by the Board of Directors for 2002 and no correlation existed
between a bonus paid to an employee and the employee performance review.

Housing and car allowances

A housing and car allowance was granted to the CEO. The policies and procedures state that such
a housing allowance must be set at a reasonable level on the basis of market circumstances, On
review of the housing allowance it was discovered that this requirernent was not met, Circular A-
122 states that the cost of automobiles that relate to personal use by employees (including
transportation to and from work) is unallowable as a fringe benefit regardiess of whether the cost
is reported as taxable income by the employee.

Staff recruitment

A well-managed recruitment program was not in place and rates charged by recruiting agencies
varied substantially from year to year. During the 2002 year Equal Access Consulting (EAC) was
used exclusively for SAEDF recruiting requirements. It was discovered that this recruiting agency
was recommended by one of the members of the Board of Directors, who was also a director of
EAC’s holding company — Adcorp. The rate charged by EAC appeared excessive considering that
SAEDF gave them all its business.

Inadequate documentation and audit trail

An adequate audit trail did not exist between the general ledger and the supporting
documentation. For such transactions it was not possible to trace general ledger transactions to
documentation to assess the validity of the expenses incurred. Upon inspection of the employee
files employee contracts could not be focated for certain employees and the validity and accuracy
of these employee salaries and benefits could not be confirmed.

. Additional supporting documentation for the question costs originally reported was provided by
SAEDF during January 2005, The additional documentation reduced the question costs by 28%.

CEG Benefits

These costs relate to the tuitton paid for the CEO — Rob Kelley’s children. As no contract existed
‘between the CEO and SAEDF difficulty arose in determining a reasonable benefit. On review of
ithese costs they appear to be excessive,

Excessive training costs

Training costs incurred appeared excessive in relation to the training received. Training received
by employees was not monitored by means of an individual development plan. No evidence
exists that staff were sent on training courses based on developing the skills that were identiffed
in the individual development plan. Employees received training during the period in which



restructuring was being performed by SAEDF and the future of employees at SAEDF was not
certain. Therefore, the benefit to. SAEDF of the training provided to staff members is questionable
as high staff turnover. was experienced.

Life assurance paymenis

SAEDF made life assurance payments on behalf of non-SA employees. These payments were not
approved by the Board of Directors.



Note 3 — Business Expenses

Business Expenses is made up of the following accounts,

Overseas and local travel

Board meeting expenses
Entertainment

Motor vehicle hire-and mileage claims

0O ¢ G o

Questioned Costs

Total Ineligible Unsupported Reason | Reference to
IR . o ISR S N I . : Findings
. b : - - Report
C18296,931 9,468 | $287,463 Officersand- * | Appendix 3
e R S | émployees travel | Note 1.10
SRR B o . | expenses |
$325,338 T T$325,338 Authorisationfor | Appendix 3
. travel and Note 1.8
accommodation
and credit card
expense
authorisation
$124,945 $124,945 Inadequate Appendix 3

documentatiott Note 1.13
and audit trajl

£8,747 $6,574 52,173 - Unreasonable Appendix 3
costs Note 1.20

$283,432 $75,566 $207,866 Board members | Appendix 3
expenses Note 1.9

$19,933 $19,933 Unreasonable / Appendix 3
excessive Note 1.11

ineligible costs |

1059326 | STIL341 | 5047788




EXPLANATION OF QUESTIONED COSTS
Officers and employees travel expenses

Actual travel expenses incurred. by employees. of the fund were not. supported. by adequate
documentation and the validity of the travel expense could not be ascertained due to this lack of
documentation, If actual expenses were. not paid for by SAEDF, employees received a per diem
rate per day. The policies .and procedures regardmg the payment of per diem rates were not
complied with and in certain instances the approved US per diem rate for the specific location
was exceeded. Actual travel expenses paid by SAEDF were compared to the per diem rates to
verify the reasonableness of the expense and in the majority of cases the actual expense exceeded
the approved per diem rate for the location.

.Travei forms were not. comp]eted for. all travel that was. undertaken by empioyees and this

o 'resultcd in. travel bemg undertaken that was not authorised. SAEDF have pr0v1dec| us with travel

The poiicies and procedures state that the credit card statement must be authorised by senior
officials but such authorisation did not take place and items remain as guestion costs.

Inadequate documentation and audit trail

An adequate audit trail did not exist between the general ledger and the supporting documentation
for some of the transactions. For such transactions it was not possible to trace the general ledger
transactions to the documentation to assess the validity of the expenses incurred. For-a number of
credit card transactions reviewed it was noted that the invoice from the service provider was not
available, the only supporting documentation was the credit card slip. It was therefore not
possible to ascertain the components of the expense and its validity.

Additional supporting documentation for the question costs originally reported was provided by
SAEDF, The additional documentation reduced the question costs by 10%. The majority of
document’é.tib'nﬁr'bvrdéd by SAEDF-was inadequate. Examples include: authorised memorandum
proyided - but no invoice or travel authicrisation form was provided, no décuméntition supportmg
authonsed journal entries, original invoices were not provided — only faxed or copy invoices were
provided or no supporting documentation was provided for expenses incurred on company credit

cards.

Excessive telephone costs

Excessive telephone costs were incurred by employees who were travelling and for certain of
these tclephone costs there was no supporting documentation available to ascertain whether the
costs incurred were of a business or a personal nature.

Board members expenses

Expenses incurred by members of the board were not always supported by adequate
documentation as is required by the policies and procedures. Costs incurred by board members



were compared to US approved per diem rates as a reasonableness measure and it was discovered
that certain costs exceeded the per diem rates by a large percentage.

Unreasonable / excessive ineligible costs

The executive assistant / office manager took various trips that did not appear to be
required. In certain instances there were unreasonable or prohibited expenses, e.g.
purchase of alcohol, business class travel, entertainment costs not complying with
Circular A-122. For one of the Board meetings held at the Westcliff hotel, Johannesburg,
the bill for accommodation included 33 “No Show™ charges for bookings not taken up,
which is considered wastefui.



Note 4 — Admin and other

Admin and other is made up of the following accounfs,

D00 0000000 D OO0

- Advertising

- Promotions

.Rent and rates

_ Electricity and water
Telephones '
E-mail expenses
Computer Maintenance
Repairs and maintenance
Motor Vehicle Costs
Insurance
Interest Paid
General Expenses
Other Expenses

Questioned Costs

Total Ineligible Unsupported Reason Reference to
Findings
Report
$259,643 $259,643 Inadequate Appendix 3
documentation Note 1.13
and audit trail
$1,753 $1,753 Unallowable Appendix 3
expenditure Note 1.12
566,017 $66,017 | Procurement Appendix 3
Process Note 1.6
$2,500 $2,500 Advertising and | Appendix 3
promotions Note 1.21
$11,812 $11,812 Unreasonable Appendix 3
costs Note 1.20
$2,069 $2,069 Unreasonable Appendix 3
COSts Note 1.20
$343,794 $84,151 $259,643




EXPLANATION OF QUESTIONED COSTS
Inadequate documentation and audit trail

An adequate audit trail did not exist between the general ledger and the supporting
documentation. For such transactions it was ot possible to trace general ledger {ransactions to
documentation to assess the validity of the expenses incurred. [n cases were an audit trail existed,
when this audit trail was followed, no supporting -documentation was available to assess the
validity of the expense which was being reviewed.

For a number of credit card transactions reviewed it was noted that the nvoice from the service

- provider was not available, the only supporting documentation was the credit card slip. Tt was
therefore, not possible to ascertain the components of the expense and its validity. For certain
credit card transactions no indication existed of what the transacnons posted to the general ledger
congistedof .. 7 Lo

Additional supporting documentation for the question costs originally reported was provided by
SAEDF. The additional documentation had reduced the question costs by 5%. Majority of the
documentation provided by SAEDF was inadequate. Examples include: authorised memorandum
provided but hO'invOice or travel authorisation form was provided no documentation supporting

Unatiowable Expenditure

This amount consists of alcohol purchased of $1,753; OMB Circular A-122 specifically prohibits
these costs: : . .

:";:P'fdcurement Pmcess o
These costs relate to Ambassador Andrew Young Awards Dinner ($56 329) and hosting a display

formnal supplier selection process was followed e quotatxon obtamed or tender process
followed.

Advertising and Promotions

These costs relate to advertising and promotional costs incurred, namely Ambassador Andrew
Young's birthday party. This cost is unallowable per OMB Circular A-122.

Fxcessive telephone costs
Excessive telephone costs were incurred by employees who were travelling on SAEDF business.
Security at employees’ personal residences

SAEDF paid for security systems, armed response, electric fences and security gates at the
residences of South African employees, which is not allowed by OMB Circular A-122.
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Note 5 — Restructuring Costs

Restructuring costs are made up of the following accounts,

o Personnel Settlement
o Legal Costs
o Consulting Fees
o Board of Directors
Questioned Costs
Total - Ineligible Unsupported Reason Reference to
L Fmdmgs
h R . REpOl't
$147,554 $147,554 Lump sum-pdid’ | Appendix 3
. on retrenchment | Note 1.14
$4,058 © 194,058 o | Authorisation for-| Appendix 3-
i chei oo lraveland: 0 ['Note 1.14
....... PN FE T ol accommodation ST
$151.612 $147,554 34,058

EXPLANATION OF QUESTIONED COSTS
Lump sum paid on retrenchment

Retrenchment payments were made to 4 employees. On review of the 2003 Board Meeting
minutes no evidence could be located w authorise these payments. It was discovered that
subsequently additional people were employed and this questions the reason these employees
were retrenched.

Authorisation for travel and accommodation

This relates to the cost incurred for an employee having to travel back from training in the USA
in order to-testify at an arbitration hearing. No trave! authorisation form could be located for the
travel undertaken. I I H PP
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Note 6 - Investments

Questioned Costs
Name of Teotal Ineligible Unsupported Main reasons | Reference
Investment
African Bank. | 34,000,000 {$4,000,000 |0 Exceeded Appendix 3
Corporation maximum Note 1.26
Holdings investment
limits,
Ahanang $34,120 534,120 0 Poor Appendix 3
Construction maintenance of | Note 1.27
CC records and
N OO g . maonitoring.
" | Babete/ - | §170,240 $170,240 . |0 | Not withinthe | Appendix 3 ~
Maxiprest = |- . investment . [ Note 1.28
EREE targct_gre_up,;_-::
non compiiance
ofthe Grant
Agreement, Not
approved by
Board,
exceeded
authorised
limits
Eerste River $500,000 $900,000 0 1 Lack of Appendix 3
Medical monitoring Note 1.29
Centre (Cape
Limited)
Gili $916,783 $916,783 0 Exceeded Appendix 3
Greenworld maximum Note 1.30
investment
limifs
Kagiso $2,184,127 32,184,127 0 Exceeded Appendix 3
| Ventures 3 maximum | Note 1.31
.| Private Equity : |. 1B | investment '
Fund- . . | limits, -
Kingdom "~ | $646,308 $646,308 0 -Exceeded. - .| Appendix 3
Seciirities : ' maximum. . | Note 1.32.
| Holdings™= | | investment
A Limited | o] limits, .
| Redemption of
shares
Megkon (Pty} | $2,767,036 $2,767,036 ] Exceeded Appendix 3
Ltd/Autoster maximum Nota 1.33
investment
limits.
Mozambigue | $882,000 $882,000 0 Monitoring of | Appendix 3
Equity Fund investments Note 1.34
Metals $1,159,036 $1,159.036 9 Exceeded Appendix 3
Clasure Group : : maximum Note 1.35
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Questioned Costs
Name of Total Ineligible Unsupported Main reasons | Reference
Investment :
South-Africa limits
Limited o
Pick-a-Spaza $1,054,731 51,054,731 1 Inadequate due t Appendix 3
Holdings diligence Note 1.36
performed, -
poor
nionitoring,
exceeded
investment
. L eaasa ) ]1m1ts

Ve T 86,718,238 186,718,238 | O ] Inadequate due | Appendix 3

| Africa/Africa |- diligence. . .. . | Note 1.37
' Broadeasting | performed,

Network - 1. exceeded
TR maxHnum
‘mvestment
limits,
contravention
of the Grant
agreement,
Ubambo $£39,070 $359,070 0 Contravention - | Appendix 3
Telecomm:. of the Grant Note 1.38
{Pty) Lid Agreement
Vantaris $78,263 $78,263 0 Poor Appendix 3
Capital Maintenance of | Note 1.39
 Fund records,
Zambia Pork- | $1,050,000 $1,050,000 0 Lack of Appendix 3
Products menitoring and | Note 1.40
exceeded
....... _ investment .
B ) E: 1 fimits . )

P Ruashi o[ 811,294 $11,294 |0 - Site visit to.the -| Appendix 3
Copper-Cobalt | T 1 1 Democratic . . | Note 1.41
Mine | § Republic of ..

Totals - | 522,631,246 | $22,631,246 |0 R
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EXPLANATION OF QUESTIONED COSTS

The questioned costs are mainly attributable to investments exceeding the credit limits as set in
the Investment Policies and Procedures or ineffective monitoring of investments resulting from
long delays from approval of investment to date of monitoring.

In addition, certain investments have been guestioned as a result of the lack of or poor due
diligences being performed prior to disbursements. In certain instances the due diligence
procedures were performed after the investment was made. Due diligences performed were not
adequate and did not address all the key issues. In certain instances information obtained from the
due diligence procedures was not acted upon,

14
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1.0

Notes on COSO Control framework

The Committee of Sponsoring Organisations of the Treadway Commission (COSO)
launched a framework that defines risk and enterprise risk management, and provides a
foundational definition, conceptualisations, objective categories, components, principles and
other elements of a comprehensive risk management framework. It provides direction for
companies and other organisations in determining how to enhance their risk management
architectures, providing context for and facilitating application in ‘the real world. This
document is also designed to provide criteria for companies’ use in determining whether
their enterprise risk management is effective and, if not, what is needed to make it so.

The COSO framework deals with a portfolio of indirect and direct controls that companies
should implement to nianage their risks.

Recognising the need for definitive guidance on enterprise risk management, COSQO initiated
a project to develop a conceptually sound framework providing integrated principles,
common terminology and practical implementation guidance supporting entities’ programs
to develop or benchmark their enterprise risk management process. A related objective is for
this resulting framework to serve as a common basis of managements, directors, regulators,
acadernics and others to better understand enterprise risk management, its benefits and
limitations, and to effectively communicate about enterprise risk management issues.

As a United States Government Program, SAEDF should use technically developed
standards or norms with regard to its internal controls. Footnote #75 {paragraph 6.34.a) to the
US Government Auditing Standards (2003 Revision) indicates that the COSQ Framework is

.. asource “of established criteria auditors can use to support their judgements and conclusions

about internal control.”



1.1

Detailed Findings - Internal control issues - Reportable
conditions

Bonus payments
Criteria
According to OMB Circular A-122, Attachment B, paragraph 7, changes to awards for

salaries and wages including bonuses will be based on documented payrolls approved by a
responsible official of the organisation.

Condition:

m SAEDF’s HR policies do not indicate that bonuses need to be approved by senior
officials of the organisation.

m Italso appears that bonuses for the period 2002 were paid without consultation of the
Board. '

Cause:

m  Poor design of HR policies

®  Bonuses paid at the sole discretion of the CEO.

Effect

m invalid bonus may have been made or excessive bonus amounts may have been made.
Recommendation

®m The HR policies of SAEDF need to be redrafted to include details regarding processes to
be followed for paying bonuses i.e. consultation with Board and documentation approval
by senior officials.

Management comment

Historically SAEDF bonuses are approved by the Chief Executive Officer, in consultation
with the other departmental heads. The Chief Financial Officer approves and reviews all
salary-related expenditures, reconciliations and journal entries. As the Chief Executive
Officer, Chief Financial Officer and Vice Presidents are signatories to the Southern Africa
Enterprise Development Fund (“SAEDF”) bank accounts no payment can be made without

Resources (“HR™) policies and will include senior management review and approval in the
HR Manual.



The auditor’s statement is incorrect. All SAEDF bonuses are presented, discussed and
approved by the SAEDF board Human Resources Committee. In addition, the SAEDF board
reviews the SAEDF financials on a quarterly basis and any variances above budget are
questioned and explained by the Chief Financial Officer and Chief Executive Officer.

Management disagrees that the HR pelicies were poorly designed. It would be more correct
to state that the HR policies were adequate, yet they were not always adhered to,

Management agrees with the effect and recommendations.

KPMG Comment

Additional minutes of board Human Resources Committee were provided and finding has
been adjusted where sufficient audit evidence was provided indicating that board approval

was obtained for payment of bonuses. No evidence was. provided for 2002 bonus payments.

Management have however agreed with our recommendations and should they implement
this, the weakness with regard to Bonus payments will be resolved.



1.2

Authority of CEQ

Criteria

The process oversight section of the COSO control model requires board oversight as well as
the establishment of authority grids and structures to ensure good corporate governance.

Condition

The various CEQ’s of SAEDF have had a significant amount of authority i.e.

For theyears 1999-2002 bonuses were awarded at the sole discretion of the CEO
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m - CEO’s made decisions regarding terminations
m  The operating style of CEQ’s was dominating and intimidating
m CEOQ’s did not always adhere to SAEDF policies and procedures e.g. R Kelley entered

into investments without the necessary approval and, incurred expenses over his
approval limit

Cause

m No signed CEQ employment contracts in place clearly indicating responsibilities and
authority of CEO.

w  No evidénce of CEO’s performance being formally evaluated by the Board.
Effect

w  Excessive or fnappropriate bonuses given to employees.

m Favouritism of staff impacting on-employee morale.

m  Unnecessary costs incurred by SAEDF due-to terminations
Recommendation |

wm  SAEDF should improve board oversight by preparing:

b

> An employment contract that should be signed with the CEO, clearly indicating his
roles and responsibilities;

% Ensuring that a sub-committee of the board formally evaluates the CEO’s performance
annually; and

» Tstablishing authority grids, which clearly indicate accountability and transparency.



Monagement Comment

SAEDF bonuses are approved by the Chief Executive Officer in consultation with the other
departmental heads. However, it is correct that the Chief Executive Officer had the final say
on bonus.(and salary increase) figures and percentages.

Management agrees that certain staff received excessive bonuses.

As with bonuses and salary increases it is agreed that the Chief Executive Officer did have

- the' fiak-authority (at executwe/management level) with regard fo terminations.

Management does not feel it can comment on the CEOQ’s dominating and intimidating

o management styie.

s agreed that the Chtef Executive: Ofﬁcer acted 1nc0rrecﬂy in the two instances mentioned.

It was thesé; and other, issues that eventually led to his termination,
Caontracts were signed with the US Tegal counsel-approved contract,

The Chief Executive Officer performance was discussed during the Executive Sessions of
the SAEDF board meetings. The Chief Executive Officer was usually requested to leave the
room while his performance was reviewed. For example in the board minutes of November
1999 the Chief Executive Officer was warned that his performance was directly linked to the
Fund’s performance.

Management agrees with the recommendations.

KPMG C Om'menr

No additional-evidence provided 4o us indicating that signed contracts were in place with
CEO for period under review::As no additional evidence provided to us, our original
ﬁnémgs remam Management agree wnth our recommendatlons and 1f these

1mprove



1.3

Moeonitoring of budget

Criteric

The COSO Control model under the section on indicator and measurement requires that
organisations insert tools in place to monitor how well or not they are achieving their
objectives. A budgeting process would fall into this category. The budgeting process
would need to ensure that all categories of expenses have been provided for.

In KPMG’s opinion Actual expenses should be monitored against budgeted expenditure

. and. all variances should be investigated. Where budgets are expected to be exceeded,

.. prior wrltten approval, should be obtained from the CEO or Board of Directors.

- Condiiion .

-SAEDF has adopted a zero based budgeting proce.:s.é T:B:is;.'l.)u:(i.gé:t.iﬁg process was a

budgets were approved by the Fmance and accountmg commlttee and then the Board.
There was however no evidence that the variances were effectively followed up or that
prior. approval was obtained in instances where the budgets were expected to be
exceeded.

From the review of the actual verses budgeted expenditure for 1998 to 2003 of the
various categories of expense accounts, the following actual expenditure exceeded the
budgeted amounts and no formal written approval was obtained:

1 1998 Administration and other expenses $62, 523
(Telecommunications ié included in
this account)
2 1999 Administration and other expenses ™~ | £83,674
o I (Telecommunications and interest paid :
: -are included in this account)
13 _'::':;.: 2000 ) ’ ;_Agi_mm:siratlon and other expe'n'dlture - '. $279,480
4 2001 Professional fees T $135,879
{This excess is mainly due to fegal
fees)
5 2001 Administration and other expenses $262,364
6 2001 Business expenses ' o $22,794
|7 2002 Professional fees o C T $187,444

2002 ‘Business expenses $6,607




L Management Commem

9 2002 Administration and other expenses . $43,721
10 2003 Professional fees $145,749
i1 2003 Administration and other expenses $51,023
12 2003 Restructuring costs *$379,703
* " These expenses were niot bﬁag'e‘ted' foratall.

Cowse.

~ Lack of adequate pollcy and pchedures i place rcgardmg the monitoring of budgets and

controlling of expenditure in instances Where budgets were expected to be exceeded.

Effect

m - Over-expenditure and SAEDF’s money may not be utilised in the best possible manner.

m Pxpenditure incurred was not.in line with budgets and the Board of Directors did not
approve the excess expenses. This excess expenditure may therefore not be valid as no
approval was available.

m  Unreasonable / éxeessive costs may be borne by SAEDF.
Recommendations
8 The policy regarding the budgeting process needs to be enhanced and should include:

o~ Budgets to be monitored by the finance and acc0unting committee on a
__quarteriy bams They shcmid mvestlgate all materl.al variances

o -Managemem: to obtam pnor wntten approval from the Board/CEO in all
instances where budgets are expected to be exceeded.

SAEDF budgets are approved ‘By the board. SAEDE submlfs quarterly Treasurer s Reports to
the Audit Committee of the board, which includes detailed financials as-well as detailed

" narrdtive on any expendlture above budget. Management are - questioned about the reporis
during the SAEDF board meetings. SAEDF Finarice and accounting also adopted a “real-

ime” app; oval proceéss whereby expendlmre coutd bechecked agamst badget before

' approval wis granted The system involved the Tinaticial Manager monitoring all
expenditure via the purchase requisitions. Any expendirire resiilting in the budget being
exceeded would have to be approved by the Chief Financial Officer, Chief Executive Officer
or Senicr Vice President. These expenses would usually have been unavoidable, yet
necessary, expenses,




i is -unclear what income statement accounts the auditors used for the calculation of the
differences as SAEDF s figures differ as follows:-

o 1998: General and Admin was $51,608 above budget, mainly due to
telecommunication expenses being $33,038 above budget.

o 1999 General and Admin was $59,330 above budget, mainly due to an
$88,837 provision for bad debts. No budget amount was provided for bad
debts.

o 2000: General and Admin was $309,605 above budget mainly due to a

debts

o 2001: General and Admin was $271,953 above budget, mainly due to a
$385,967 provision for bad debts, where no budget amount was provided

. (therefore expenditure was actually below budget). Board expenses were

o $59 A7 above budget w{nch caused busmess experises to be above budget
attendees were unknown at the time of preparing the budget.

o 2002: The format of the income statement was changed by the Chief
Financial. Officer. making comparisons ‘to. prior.. years. difficult (certain
expense accounts were included under different category heads to prior
years). SAEDF also had an independent party value its investment in Loita
ata cost of $37,600 (dlso not budgeted for). As it 2001 business expenses
were above budget as a result of board expenses (399,125 above budget).

o -2003: Expenditure was above budget as a result of the Chief Executive
Officer termination expenses {“restructuring costs™).

Note: The statément that restructuring  costs: were not budgeted for “at all” is self-
expianatory Budgeting E'Qr the expenses would have meant that SAFEDF intended to

Management onty agrees w;th the comment w;th respect to board expenses. For ali other
expenses management had control -over and moiitored: variances via the monthly and
. .:...:quarteriy ﬁnanmal reports issued to. management and the. SAFDF board




KPMG Comment

The figures from the trial balance provided to us, were used for the calculation of differences
br.twccn actual and budget. We used the allocations of accounts as provided to us by the

the make of categories {i.e Admm& other) vs. what the previous financial manager used.

We do agree that actuals vs. budget were presented to the Audit Committee with
explanations, we however could not find any evidence that any action was taken were
budgets were exceeded and we also could not find any evidence -of a “real time” approval
ptocess were expenditure are checked against budget before approval Our original finding
remains.

10



1.4

Excessive number of journals entries

Criteria

Section 24.1 of SAEDF’s policies and procedures states that SAEDF’s financial -
management system shall provide for accurate, current and complete disclosure for each of
SAEDF’s sponsored activities.

Condition

¥ Incorrect allocations in-the original journal entries.

¥ Incorrect dctai}_s being processed on the original journal entries.

» Numerous journal entries do not facilitate accurate reporting.
Cause

m Lack of sound accounting practice, initial errors or even a possible attempt to disguise
transactions,

m Eack of knowledge by staff,

Effect

m The increase in the number of journal entries being processed increases the likelihood of
errors and this increases the risk of financial information not being accurate.

»  Transactions may also be disguised.

m  The excessive number of journal entries also impacts on the time taken to prepare final
accounts, as there is not always an adequate audit trail.

Recommendations

s SAEDF management must draw up a formal policy for journal entries.

B This policy must require comprehensive explanations and supporting documentation for
journal entries, and authorisation by the CFO and as far as is possible journal entries
should be kept to-a minimum,

m  Suitably qualified staff should be recruited and staff should receive the necessary
training.

I



Management Comment:

Management disagrees with the comment. In 1998 the journals were a direct result of the
process undertaken by the newly established full-time Finance and accounting department -
of installing Accpac correctly. Prior to this the SAEDF accounting functions were
outsourced o Deloitte and Touche. The Acepac system installed at the time only print out a
detailed triai balance. SAEDF undertook to reconstruct the entire system. A new chart of
accounts, new reporting formats and new cost centres were created, As the previous system
was useless as a reporting tool management created. a.parallel database with the new system.
The triat balances were reconciled and for a few months the systems were run in parallel (all

example the old system had an’ expense iten called “travel” while the new system too had
Lo traved;. but it was. further:: spht mto accommodatlon azrfares etc SAEDF therefore had to

Joumais were partly due to mlsalfocatlons, or errors in capturmg. However, as the Financial
Manager approved all batches prior to posting, the entries were usually a result of
management (Chief Financial Officer) disagreeing with the allocation and requesting the
Financial Manager to reallocate the entry. As an additional control SAEDF utilized control
accounts in the balance sheet. Any payroll, staff debtor, trade creditor, unknown expenses etc
were allocated to these accounts and only expensed to the income statement {via journals)
when the relevant recenciliation had been performied or the unknown expenditure clarified.

The journals: were: performed to' provide more accurate information and therefore more
meaningful finaneial statements, and therefore the end justifies the means (see above).

Management disagrees that any of the staff involved lacked knowledge.

Management feels that the drawing up of a formal journal policy is unnecessary, In future
the :Chief Financial Officer will review: all Joumals generated by the accountant and
r«lnaRCIa] Manager . .. S e .

Supporting documentation is attached to journals in all instances, or the-reference number of
the original payment is given on the face of the journal. The majority of the disputed

-+ jourrials - were reatlocations or allocations of. prepaid expenditure.-In both cases it is
completely unnecessary to attach anything but the general ledger printout or the
reconciliation.

Suitably qualified staff was employed by SAEDF and the mdn 1duals quahﬁcatlons can be
- found in their personnel files. - .. B TP RO

KPMG Comment -

No additional evidence provided to indlcate change in ﬁndmg Onglnal finding remains.



1.5

-

Monitoring of Telephone costs

Criteria

According to Circular A-122; “A cost is reasonable if, in its nature or amount, it does not
exceed that which would be incurred by a prudent person under the circumstances
prevailing at the time the decision was made to incur the costs. "In determining the
reasonableness of a given cost, consideération shall be given to:

- Whether the cost is-of a type generally recognized as ordinary and necessary or the
operatlon of the orgamzanon or the performance of the award.

el ;-S1gmf‘ icatit dcwauons from the established pract:ces of the orgamzat:on which may

L ::un_;ustlfiably increase. the award. costs.”

Condz‘tion

During the review of the expenditure accounts the following was noted:

There is no-evidence of effective monitoring over telephone costs.

Telkom Costs

SAEDF have not requested Telkom to supply invoices that provide amounts billed per

|
extension. Therefore it was not possible to-analyse the account and determine if there
was possible excessive use of the telephone by certain extensions. In- addition, SAEDF
has its own system that analyses the telephone costs per extension but there is no
evidence of this system being used.
Telephone costs claimed by employees

m  There.is no formal process in place regarding the payment of telephone costs incurred
wiile individuals are on business trips Sk

'-'-:_.Cawe Lo UL e :

i Poor--m-anagement practlces and 1o, apparent attempt to keep costs reasonable and to a

minimum level. RCTETIE T TV _

E ffecf

'Due to lack of control over telephone expendxmre there may bé unnecessary and
excessive use of USAID funds.

SAEDF may pay for private costs that are not business related, as there is no evidence of
monitormg of telephone calls

13



Recommendations .

m Telkom should be requested to supply invoices that provide account details per
extension. Telephone costs per extension number should be monitored to determine if
there is abuse of telephone expense.

m Telephone claims from employees should be analysed to determine whether they are
valid business calls by requesting an itemised billing before these costs are reimbursed
and individuals should justify costs that are business related.

Muanagement C’omment

SAFDF is monitoring telephone usage. In 1999/2000 SAEDF Fmance and accounting
department identified that telephone costs were excessive, even though SAEDF at the time
had over 30 employees. SAEDF purchased a telephone monitoring system that could
monitor telephone calls per extension. Each employee was given a separate extension as wel
as a phone locking number, to prevent other employees from using their extension. The tota}
costs for all extensions equalled the Telkom account for the particular month. Each month
Finance and Accounting reviewed the prmtouts, per extension, and highlighted the
following: .

o Calls of excessive duration,
o Calls to foreign countries not in the SADC region,

o Calls to SADC countries not relevant to the particular department or investment group,
and

o Any other frequently recurring numbers {especially cell numbers).

The costs per extension were captured into an excel schedule to show trends i phone abuse.
Employee’s whose monthly charges were excessive were highlighted to their relevant
manager, who in turn spoke to the employee. If the employee continued to make excessive
calls the charges were deducted from their salaries (see L. Isaacs and L. Khoza).
Immediately after instituting the above process total phone charges reduced.

SAEDF has a long established formal expense claim policy. Staff are permitted 2 personal
calls, paid by SAEDF, while travelling. All other calls are either personal or business.
Personal calls are identified as such by the traveller and deducted from the M&IE travel
advance given to the employee. The head of department then approves the expense claim as
proof of acceptance of the expenditure. Any questionable costs are discussed with the
employee and if no satisfactory explanation is given are deducted from the travel advance
too. Business calls are paid by SAEDF. As with annual feave this system also relies on staff
honesty and integrity in identifying personal/business expenses. SAEDF is satisfied with the
controls.
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Management disagrees (see above) that poor management practices existed and there was no
attempt to reduce costs.

There is no need fo request this service from Telkom as the phone momtormg system can do
this. Al SAEDF te}ephone COsts are ev1denced by itemized bills.

Almaost every hotel SAEDF'--travet to provides itemized billirigs per room number. All
employees are required ‘to identify “all (not only telephone calls) business and personal
expenditure on their hotel bills. SAEDF will also review its cell phone reimbursement policy
to only reimburse SAEDF stat¥ for actual business calls.

KPMG Comment o

We do acknowledge that SAEDF has a telephone monitoring systemz but there was no
evidence to indicate that this system was used to monitor calls. We:could aiso not obtain
evidence that a formal policy tegarding staff telephone call while on business trips existed
and that relatively expensive calls on hotel bills were flagged and: followed up. Our original
finding remains. Our original finding remains.
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1.6 Timekeeping

Criteria:
According to OMB Circular A 122, Attachment B, paragraph 7{m}:

a. Charges to awards for salaries and wages will be based on documented payrolls
approved by responsible officials of the organisation.

b. The distribution of salaries and wages must be supported by personnel activity
reports. These reports must reflect the distribution of activity of each employee.
Each report must account for the total activity for which employees are compensated
and which is required in fulfilment of their obligations to the organisation. The
reports must be prepared at least monthly and must coincide with one or more pay
periods Also, the reports must be signed by an individual employee, or by a

............ performed by the empioyee -
According to the approved HR pohc:es and procedures manual, paragraph 12 of the policies
- and nrocedures section: SRR

" 1. SAEDF shall maintain' adéqudte records, which reflect the payment of salaries and
reasonable compensation to directors, officers and employees; and

2. Any increases in salaries or other compensation shall be approved by the Board of
Directors. The Board may choose to. delegate to the chief executive officer the
reasonability and authority for setting of salaries for employees other than the chief
executive officer.

o _Condmon

- 'f«or the years 1998 — 2003:

_ . ® There is no evidence that salary schedules’ have been signed and reviewed by an
©“independent person prior to subm_x_s_s:_o;_a tothe outside consultant for processing.

m There are no attendance registers, activity reports or timesheets kept by employees to
record the time spent at work as well as tasks completed for each particular day.

= Some employees have not submitied leave forms.

m_ For the years 1998 — 2001, there was no segregation of duties between the preparation,
and authorisation of payroll authorisation and processing of EFT payments, as well as
_.-changes made to payroil. . L

® From June 2003 to September 2003 , the payroll was inappropriately prepared by a
temporary employee without formal approval.
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m  The December 201 to February 2002 salary schedules for the SA employees could not
be located.

Cause:

m Lack of adequate mariagemenit review and attention to a significant element of SAEDF’s
operating costs.

Effect:

n Unauthorlsed saiary adjustments and payments may have been ‘made.

= :ISAEDF management should review and approve mcmthly payroll expenditure,

m" SAEDF managément must implement monthly personriel -activity reports showing the

. digtribution ‘of activity for each employee. These reports must be related to employee
compensation and fulfilment of their obligations; and signed by the employee and a
knowledgeable supervisor.

® There must be an adequate segregation of duties relating to the preparation and
processing the payroll, which must be authorised by the CFO or CEO. Management
should take dlSCiphnary action agamst staff that does not.comply with the policies and
procedures.

Management Comment. .

Mana;_.,u, approved’ by the Chxef Fmancxa] Officér-and paid by a payroll service provider.
SAEDF forwards all carnings and deductions -on--a- payroll spreadsheet to the service
provider. The service provider calculates employee and company taxes, according to
legislation, deducts them from the income and transfers the net salaries into the empioyces
bank accounts. In some instances SAEDF transfers the finds, but the process is as above.
Payrolls were reconciled (expense accounts and’ balance shest ‘control accounts) on a
_ monthly basis. The reconciliation’s are prepared by the Financial Manager and approved by

. the Chief Financial Officer. All salary journals are prepared by the Financial Manager and
:appmved by the Chief Financial Officer. At month end the Accountant and Financial

* Manager prepare a “Monthly control checklist™. The {ist details various monthly processes
that must be approved and reviewed. The Financial Manager reviews and signs for work
performed by the Accountant, and the Chief Financial Officer approve and review the work
performed by the Financial Manager. However, on' réview it ‘appears that some of the
checklists have not been reviewed by the Chief Financial Officer. Conversely SAEDF
reviewed the payroll files from October 1997 to September 2003 and found the following:

o Expense account reconciliations were performed for every month up to February
2002,
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o Of these reconciliations the Chief Financial Officer or Financial Manager
reviewed and signed all but 6 of them.

o Payroll schedules were available for every month from February 1998 to
September 2003

o The payroll clearing accounts were reconciled for every month from September
1998 to September 2002.

o Payroll journals were posted for every month, but 2, from October 1997, The
journals were processed to reconcile the clearing accounts and expense accounts
to the actual funds disbursed from the SAEDF bank accounts.

Management agrees that no employee activity reports have been used. However, staff
attendance was monitored via leave scheduoles. Staff are required to submit leave schedules
for prior approval to their departmental head. Once approved they are forwarded to the leave
administrator to update the leave schedules. Leave days owed to staff are displayed on their
monthly payslips. Excessive leave days taken, contrary to labour legislation, are deducted
from staff pay. The system was reliant on staff honesty and integrity and there was therefore
a possibility of manipulation.

The condition that there was no segregation of duties is incorrect (see condition | above).

Management agrees with condition 5.

Condition 6 is incorrect. Salary schedules are located in the payroll files and are also still
kept by the Financial Manager in soft copy.

Management disagrees with the cause. Process detailed above shows adequate review,
control and segregation of duties.

SAEDF’'s ‘Chief Financial Officers previously approved all payroll reconciliations and
journals, however since 2003 no Chief Financial Officer has been employed by SAEDF and
the Financial Manager has therefore approved these. In the future the Chief Financial Officer
ot Chief Executive Officer {in the absence of a Chief Financial Officer) will be required to
approve the payrolls. The Chief Financial Officer/Chief Executive Officer will also review
the Monthly Control Checklist.

SAEDF is in the process -of drawing up an employee review and compensation system.
SAEDF will discuss, with USAID, methods of record keeping other than the employee
activity reports.

Management deems the former system for preparing payroll satisfactory. In this system the
Financial Manager prepares the payroll, Chief Financial Officer approves and a-consultant
processes. SAEDF has already advertised for the position of Chief Financial Officer and
expects to fill the position as soon as possible,
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KPMG Comment

Based on review of additional evidence it does.appear that salary reconciliations between
payroll and ledger were prepared and approved up to January 2002. The actual payrolls were
howeveér notapproved. SAEDFE could also not provide us with activity reports and
attendance registers, the original finding thus remains. .
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-1

CEO Benefits

Criteria:

Paragraph 6 of the Grant Agreement states that no employee of SAEDF may earn more
than US$150 000 per annum. The Grant Agreement also states that the salary limitation
excludes reasonable benefits that are included in SAEDF’s Personnel Compensation
Policy.

Paragraph 12 of the approved SAFDF HR pohcy manual states that non-3outh African

that relates o personal use byr employees (mcludmg transportatlon to and from work) is
unallowable as a fringe benefit or indirect costs regardless of whether the cost is reported
as taxable income 1o the employees.

Condition:

There is no clear definition “as to what are “reasonable benefits”™ in the Policy and
Procedure Manual. We consider that benefits are unreasonable and unallowable for the
following reasons:

o During the years, 1998~ 2003, the CEQ’s had received a miotor vehicle allowance,
which is disallowed according to the Circular A-122.

o During the years 1998 — 2003, the CEO’s received housing allowances which may
- be excessive and not set at a reasonable Ievel based on market circumstances

£

Inadequate Board oversight to ensure compliance to the Grant Agreement.

[ 257

Excessive allowances and benefits given to the CEQ that were not market related.
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:_:KPMGCOmmem

Recommendation

m A formal CEQ Benefits Policy should be prepared; reviewed and approved by the Board
of Directors.

m This formal: policy should: be signed as evidence of approval, implemented and
monitored by senior management.

Management Comment:

latter years the devahuation of the ZAR increased the fi gure ‘in ZAR-terms. The 1US833, 000

_per annum education allowance was. included in-the contract for the employee in question

when he was appointed to the position of Chief Operating Officer (January 2, 2001). It was
unclear which vear the allowance related to. Was it SAEDFs financial year, a calendar year
or year from the Chief Executive Officer’s contract inception? SAEDF, with consultation
with the SAEDF board, decided to average the allowance over the Chief Executive Officer’s
contract (in other words it could not exceed USS$66,000 for the life of his contract). The
surplus amounts charged were unallowable and were part of the SAEDF counter-claim in the
resulting lawsuit with the terminated Chief Executive Officer.

1t is incorrect to state that there was no Board oversight.

Management agrees with the recommendations.

No other additional evidence provided and finding remains,
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1.8

Security for loan

Criteria

Paragraph G of Modification No. 06 to the Grant Agreements states that the success of the
Fund will be judged on the extend to which the Fund, over the long term, is able to develop
an investment portfolio whose inflation adjusted value is at least equal o the amount of
funding provided to the Fund for investment.

In terms of paragraph 4.13 of the Loan Agreement between Ahanang Construction CC and
the South African Enterprise Development Fund, Inc. Ahanang was to execute a bond over
all movable assets in favour of SAEDF as security for the loan,

Condition

m  There was no bond registered over the movable assets of Ahanang.

Cause
m  Present SAEDF management were unable to state the reason for the bond not having
been registered.

Effect
m  SAEDF were left with no secured claim on the winding up of Ahanang and lost their full
investment,

m  The book value of the assets over which the bond was to be registered amounts to
ZART6,200, ie. 1US$56,908 (assuming the same exchange raie as at disbursement date,
ie. USS1:ZAR11.03).

w Ahanang was wound-up and SAEDF has provided for the write-off of the full $89,622
investment.

Recommendation

B A control mechanism must be implemented whereby SAEDF ensures that security
provisions of loan agreements are executed.

Management comment

The Chief Executive Officer approved the funding of “Social development” investments.

iese investments could not exceed ZART million and could therefore be approved by the
SAEDF Internal Investment Committee (“SIIC”), and ratified by the board Investment
Committee telephonically. The approval process was shortened as the deals could be
approved by the SAEDF Internal Investment Committee without extensive due diligence ora
detailed board book. The deals did not need to provide SAEDF with the desired hurdle rate

or 15%, only the original capital investment.

Management agrees with the recommendation.

22



KPMG Comment

VA

No additional evidence provided, thus original finding remains. The controls in this area will
improve if management implants our recommendation.
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1.9

Redemption of shares

Criteria

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the
Fund will be judged on the extend to which the Fund, over the long term, is able to develop
an investment porifolio whose inflation adjusted value is at Ieast equal to the amount of
funding provided to the Fund for investment.

Condition

SAEDF’s Board of Directors approved an investment in KSHL. SAEDF management were
under the impression that the preference shares would be redeemed in USS. During the
redemption process it was, however, noticed that the [nvestment Agreement stated that the

preference shares would be redeemed in Zimbabwean dollars (Z§) and not in US$. The Z$
was already deteriorating in value at the time of the investment.

An Tnternal Discussion Draft, dated February 9, 2000, prepared by Mr. Jesse I, Spikes (Long
Aldridge & Norman - LAN} and addressed to a former CEO, suggests that the redemption
price of the shares was incorrectly changed from USS to Z§ during the process of drafting
the agreement.

Cause

m The investment associate succumbed to pressure from KSHL and, without proper
authorization, changed the agreement in order to finalise the deal.

Effect

m SAEDF suffered a loss of US$646,308 as a result of the foreign exchange difference on

redemption of the investment.
Recommendation

All changes made to agreements by the investment associates must be reviewed by the CEO
or Senior Vice President in order to ensure that only authorised changes are made.

Furthermore, the CEQ and Senior Vice President, Investments should be the only persons

that may agree to changes in terms and conditions of investments on draft agreements, which
must always be read with vigilance before signing.

Maiagement comment

See investment responses.
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PAG Comment

Fiv

No additional evidence was provided, original finding remains {see 1.32.2 in Appendix 3 for
additional information).
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1.10

SF -.-Z'?’_Z

Criteria
#  According to Enclosure 3 section F paragraph | (Reporting) of Grant Agreement.

- SAEDF must submit an SF-272 “Federal Cash Transactions Report” within 15
working days following the
SF-272s, SAEDF should report the use of Federal Grant funds only and be net of any
income reflows.

Condition

For the period under review, the following periéd’-s SF-272s were not available:
m  April 2003 to September 2003.
w  August 2002,

within the 15day limit.

. Effect

m Non-compliance to Annexure B section F paragraph 1 (Reporting) of Grant Agreement.

Cause

: -'.:_I:..Poor management or ignorance of Enclosure 3 section F paragraph 1 (Reporting) of
- ... Grant Agreement.

Recommendations -

m Management should improve controls to ensure that SF-272s are provided within 15
working days after the end of each month by implementing a management checklist that
needs to be signed off and reviewed on a timely basis in order t6 meet the reporting
deadline. .

Management Comment

It is agreed that SF272’s have not been submitted since February 2003 and SF269’s since
June 2003. Management agrees that the returns were submitted after the 15" of the following
month (see explanation below).

Management agrees that the returns were submitted after the 15 of the following month (see
explanation below).
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Management agrees that the returns were submitted after the 15® of the following month (see
explanation below),

Management agrees with the auditor’s cause statement.

_'f_Due to demys in receiving bank statements SAEDF Finance and Accountmg department set
~ the fﬁlicwmg monthly deadlmes

o 7" of the following month — closure of prior moniﬁ,

o 10" of the following month — completion of trial balance, income statement and balance
sheet {Accpad generated),

O

15" of the following month — completion of all Joumals reconciliations and the
monthly/quarterly reports.

'reconcﬂlanons and corrections These dates were commumcated verbaily to USAID who
gave the indication that they were not concerned about the late submissions. The only
stipulation at the time was that SAEDF would not be permitted to draw any funds down if
the returns were not up o date.

In future management will “cut off” the processing of the month’s transactions earlier than
was previously done. In this way the financials will be finished earlier and therefore the
51272 would be submitted earlier. it must be noted that this will lead to certain transactions
appedring in the incorrect month, thereby resulting in “over-* and “under- provisions for
certain expenditures. If possible management will post accruals for orders placed (per the
completed purchase orders) but not yet paid for. The Monthly Control Checklist has been
used since the 1997/8 financial year and will be reintroduced and enforced (with Chief
Finangial Officer/Chief Executive Officer review), . -

KPMCG Comment

Additional evidence provided and finding has been adjusted.
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1.11

Investment approval and dishursement

Criteria

In a document named “Understanding Venture Capital” prepared by SAEDF and included as
page 48 of the staff handbook the following statement appears with regard to the length of
time it takes for the investee to receive the funds:

“The amount of time from your initial contact until the time of a legal closing — when you
receive money — can be as short as three weeks or as long as six months. The time involved
depends on many factors. In general, the procedure takes six to eight weeks.”

Condition
Eerste River Medical Centre (ERMC):

The time-line for the investment in ERMC was as follows:
m  The investment application from ERMC was received on 18 February 1997.

m The Investment Committee of the Board recommended the investment for approval on
13 May 1997,

w  The Board approved the investment on 14 May 1997.
®  The funds were only disbursed on 13 August 1993,

The delay of 15 months in the finalisation of the investment occurred during mainly during
the legal phase of {inalisation, i.e. the drafting of the agreement. The agreement was revised
and changed on many occasions.

SAEDF investment officials did not review the due diligence that had been performed at the
beginning of the process.

Cause

The condition is due to there not being sufficient follow-up by SAEDF investment officials
with regard to the legal progress of the agreement to ensure expediting.

Effect
ERMC’s financial position had deteriorated significantly during the process of SAEDF’s
investment as a result of not having had the capital injection earlier, Accordingly, when the

funds were received from SAEDF, they were not utilised for purposes initially intended, and
ERMC subsequently went insolvent, resulting in the loss of SAEDF’s investment.
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Recommendation

m SAEDF must implement a control mechanism to ensure that the legal drafting and
approval of agreements is completed promptly and due diligences conducted earlier (say
six months before disbursement of funds) are re-visited.

Management Comment

See investment responses.

KPMG Comment

Original finding remains (see 1.29.1 for additional information).
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12

Authorisation of bank transfer letters and cheques
Criteria '
SAEDEFE’s policies and procedures state that all local eurrency accounts of SAEDF should be

signed by two persons. One person should be senior management as shown in Group A
below and the other person should be the Vice Presidents as shown in Group B below.

®  Group A ~CEO, CFO
m Group B — Two selected Vice Presidents
Bank transfers shall also be authorised by two signatories from Group A and B above. At
least one signature must be from a Group A member.
Condition
We noted several instances where the criteria above were not adhered to:
m In one instance, the bank transfor letter BT-2001-143 has been signed by two B

signatories {MJ. Moyo and A Buchanan). This bank transfer letter was dated
November 7, 2001 (2002 financial year) and it was for $5,000.

B In.an exampie, a cheque for $4,906 was reviewed where only one chegue signatory
signed it.

Cause

SAEDF personnel were not aware of the policies with regards to the signatories that had to
authorise bank transfers.

Effect

m Non-compliance to policies and procedures. This could have lead to unauthorized
transfer of funds or theft of funds.

Recommendation

m  SAFEDF management should enforce adherence to policies and procedures currently in
place.

Management comment

The bank transfer in question was a payment to the SAEDF appoiited consultant for the
USAID semi-annual review (“SAR™) report. The consultant was appointed by the Chief
Executive Officer and a contract was signed by the SAEDF Chief Executive Officer and the
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consultant - indicating reporting requirement and payment terms. SAEDF policy, if the
regular “A” signatories are travelling, was that one of the “B” signatories not travelling was
temporarily nominated as an “A” signatory. In this case the Vice President was nominated as
the temporary “A” signatory and the Financial Manager the temporary “B” signatory. The
instruction was signed by the Chief Executive Officer and forwarded to the banks. The
payment therefore had the required Chief Executive Officer approval,

It is possible that the cheque was missed by one of the signatories and forwarded to the

payee. However the bank in question was at fault if it paid the cheque, as it did not comply
with the SAEDF standing instruction — that 2 signatories sign all cheques. -

Management agrees that compliance with' policiés and procedures is-essential but feels that
this has been done and was done satisfactorily,

KPMG Comment

No additional evidence provided and finding remains.
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2.1

Detailed Findings - Internal control issues — Material
Weaknesses

Appointment of employees

Criteria

The capability/continuous-learning component of the COSO Control framework requires that
organisations have a formal hiring and selection process to ensure that the most suitable
individuals are selected for positions.

Condition:

" For the years 1998 —2003:

new staff members. Thus, it is not possible to determine 1f the best po:,51bie candidate
was selected for the respecuve posts.

Dmmples are as foliews
In 2002, a néw Financial Manager was appointed but there is no evidence that indicates

that other applicants were interviewed for the same position. In 2003, the Financial
Managet was transférred o the Investment Department. It is questionable whether the

: ex-Fmancnal Manager has adequate venture cap;tai experlence to perform the investment

functions:'

' '(”’091 - 2002) ‘had moved to the investment department and thcy also may not have

adequate experience in investments. The CEQ’s current PA; a.nd other staff have been
appointed with no gvidence of aiy interview process. ek

During 2002/ beginning of 2003 most of the senior recruitment was done by the CEQ
and the Director responsible for HR matters, without the involvement of other senior

staff members. During 2003 the current CEO did most of the appointments with no
evidence of a formal recruitment process being followed.
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Cause:

® Poor or autocratic management practices with subjective judgement.
Effect:

m  The best possible candidate for vacancies may not be selected.

B New appointments may not have adequate qualifications, experlence and skill to perform
“ their daily functions, to'the detnment of SAEDF

Recommendations

m SAEDF management must implement formal and c_omprehenéii@a HR policies dealing
with consultative interviewing and selection processes, including verification of facts
 stated in prospective employees CV's.

Management Comment

Example 1 - SAEDF utilized a formal recruiting process for the majority of positions, until
recently when SAEDF awarded an agency the sole mandate to recruit for SAEDF.
Recruitment agencies were approached to forward candidates. The departmental head and
the.Chief Executive Officer interviewed the candidates and the most suitable candidate was
eventually appointed. On certain occasions staff were: promoted from junior positions or
moved from other departments. Historically, SAEDF associates and analysts have always
been recruited with accounting degrees. Vice Presidents and Senior Vice Presidents usually
were required to have further qualifications (possibly an MBA).

Example 2 - The Finance and Aecounting staff that moved to investments in 2001 and
2002 did so as their accounting systems and ﬁnancial contrals experienee was deemed

- Manafrement agrees thh the cause..

Management agrees with the recommendatio-n. Previously the potential employee
verification was done by the recruitment agency, as SAEDF did not possess the necessary
expertise.

KPMG Comment

No additional evidence was provided, finding remains. Should management implement
recommendations as stated above the controls over appointment of employees will improve.
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2.2

Des;gn of pohc:es and procedures - Travel

C riteria

The section relating to Direct controls in the COSO control model includes a requirement
that policies and procedures should be put in place to provide guidance to staff regarding

what procedures need to be-adhered to. This will ensure that the control environment of the

organisation is not comprom;sed

Paragraph 10 (travel expenses) of the SAEDF policies and procedures manual details the
following regarding the authorisation for travel and accommodation,

m  All officers of SAEDF will complete a travel form whlch mcludes,

- Hinerary; _

- Period of travel;

- Hotel arrangéments;
- Flight arrangements;

- Any other relevant details; and

- Duration of the trip. .
m  Travel forms should be completed and approved before the trip is undertaken.

m Where the travel expenses, was paid for using a credit card, the credit card statements
must be authorised by senior management.

Attachment A of OMB CircularA-122 paragraph 3 details.. the.. followmg regarding

Reasonableness of costs:

A cost is reasonable if, in its nature or amount, it does not exceed that which would be
incurred by a prudent person under the circumstances prevailing at the time the decision
was made to incur the costs. In determining the reasonableness of a given cost,
consideration shall be given to: . .

a.  Whether the cost is of a type generally recogmzed as ordlnary and necessary or the
operation of the organization or the perfonnance of the award

b. The restraints or requirements imposed by such factors ag generaliy accepted sound

business practices, arms length bargaining, Federal and State Iaws and regulations,
and terms and conditions of the award.
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¢. Whether the individuals concerned acted with prudence in the circumstances,
considering their responsibilities to the organization, its members, employees, and
clients, the public at large, and the Federal Government,

Significant deviations from the established practices of the organization, which may
unjustifiably increase the award costs.’

£

Attachment .B. Circular, A-122 paragraph 18 details the following regarding Goods or
services for personal use.

- Costs of goods or services for personai use. of - the organisation 5 employees are

Condrtzon

SAEDF poltc:es and procedures contamed deﬁmenofes wh;ch detract from good internal
control and during the review of the expenditure accounts the following was noted:

m The policies and procedures manual does not specify that airline tickets should be
attached to the pack of travel documentation when claims are submitted.

m  SAEDF travel policies were also not always adhered to i.e. all the relevant approved
documentation was not available, and per diem rates paid were excessive.

m  For travel undertaken by employees and office s of SAEDF, some of the trips undertaken
did not have a travel form and the necessary documentation as is detailed in the pelicies
and procedures manual,

m _In some instances travel forms were dated after the trip; or the travel form was not
authorised at all.

L) TraveI author:zanon forms were SOmetlmSS approved by empioyees on the same staff

5 _requtred

a In certain 1soia£ed instances there were unréasonable or prohibited expenses, e.g,
purchase of alcohol, busmess ciass travel, entertamment costs not complying with
"Clrcu]afAlzzetc Lo o R

u Fxpenses considered to be ‘wasteful were pald for ‘“\Io Show charges at the Westcliff
Hotel. ..

®  Poor design of Policies and procedures manuals with regard to travel and lack of
comphiance to such policies.

35



- Rec-ommendauon SR

-m: Poor management review or wilful  non-compliance to the. SAEDF policies and

procedures

Effect

Ly As travel forms deta:lmg afl the mformatlon concerning the tnp were not a!ways

~ have been borne’ by SAEDF.

- ”Adequate autherlsatmn dld not exist for trave! undertaken by employees and officers of
SAEDF. .

‘® ' ‘Non-compliance with Circular A-122 resuiting in questioned costs of being raised.

L 3 .Unreasonable { excessive travel expendxmre borne by SAEDF..

# The policy and procedures manual for travel must be amended to inchude all the
requirements discussed in the conditions above.

= SAEDF management must ensure that it’s amended policies and procedures relating to
officers and employees® travel and per diem payments, are strictly: adhered to.

Was 1o guarantee that the ﬂlght had actually been taken and therefore the boardmg pass had
to be attached to the claim. The policy was also reliant on SAEDF Finance and Accounting
department common sense e.g. if a hotel] bill from the SADC country travelled to was
attached to the expens'e claim then it was obvious that the person had taken a ﬂight orif 2
insisted upon for that person if the travel details were conﬂrmed by the other. Management
also reviewed all travel requests prior to departure (via the travel authorization form) and
payments after retummg (via the mmnthly/quarterly management reports).

Each investment group PA, as well as Finance and Accounting, kept copies of all travel
forms. On inspection it was discovered that some forms were missing. It is not clear which
per diems the auditors regard as excessive as the rates were strictly adhered to. It is possible

'board meetmgs) were approved where the Iodgmg per diem was above the Policies and
Procedures maximum aflowable rate,
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In very few instances investment staff were required-to travel with little or no notice. The
trips were verbally approved by the Vice President/Senior Vice President and when the PA
had the opportunity to complete the form it was completed and forwarded to the department
head for signature. Senior management received a detailed monthly report {Accpac and
management report) showing the business trips taken during the period. Had a trip appeared
that the Chief Financial Officer and Chief Executive Officer never approved then they would
have queried the trip during their management meetings.

SAEDF cannot comment on the charge without reviewing the relevant documentation.

vouchers and .charges He- wo_u]d__dlscus.s questionable -expenses. with the employee and
deduct any unresolved expenses from the expense claim. Management agrees that the
manager should have been required to sign the statement.too to indicate his approval.
SAEDF will enforce this in future,

Management agrees with condition 7. Howeévér, this and other Chief Executive Officer
expenses, were queried by Finan¢e and Accounting and were highlighted to the auditors
during the subsequent internal audit.

It is understood that the charge/trip in question relates to the Chief Executive Officer during
2002. 1t could not be established why the London expenses were paid for by SAEDF.
However these expenses were queried by Finance and Accounting and were highlighted to
the awditors in detail during the internal audit.

Purchase of aleohol was approved by the SAEDF board (only for business-related meals)
and was to be deducted from non- grant furids. All movies and other non- busmess expenses

" SAEDF regards their travel policies as satis :

- o_ry However the addmons to the existing
'_":pouc:c:, that SAED

adopted mformaliy shouid have been formally mcorporated into the
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Management agrees with cause 2.

Mandgemerit and the SAEDF board identified the need to review the internal controls and
was one of the reasons for appointing an internal auditor in 2002. It is agreed that the travel
policies and procedures should be constantly reviewed and updated. Management also agrees
that the new Chief Financial Officer will be tasked to improve these areas of concern.
Management agrees with recommendation 2.

KPMG Contment

No additional evince provided to indicate that weaknesses do not exist in the design of
Travel policies and procedure, The original finding remains.
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Completion of policies and procedures — Human Resources
Criteria :

that organisations need to have clear guidelines regarding:

W Performance contracts and evaluation criteria.

m  Performance evaluation systems.

. & Motivation/reward/punishment mechanisms.

a Reward systems.
m  Training activities and processes.
# Hiring and seléction procésses.

w  Termination practices.
Condition

After inspection of SAEDF’s HR policy and procedure manual, it was noted that the policy
was not complete and accurate in that it neglects to address the following issues:

m  No set format and process on how performance appraisals should be completed.

m  No guidelines with regards to the definition of “reasonable benefits and allowances™.

8 No maximum amount of allowances that should be awarded to the CEQ.

m  No clear guidelines on training.

m  No clear guidelines on recruitment processes,

8 No adequate guidelines on termination process.

Cause:

® Poor management practices with insufficient thought being given to internal controls.
Effect:

w This negatively impacts on the control environment of SAEDE as well as on staff
performatnce and morale.
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Recommendation

m SAEDF should enhance its existing human resources policies and procedures in the
above-mentioned areas,

® SAEDF management must draw up clear best practice performance appraisal procedures,
which must be applied fairly and consistently, to all employees,’

Management comment

Although SAEDF previously conducted personnel reviews it is agreed that the policy should
have been more extensive and formalized. Certain decisions that were taken by management
should have been included in a formal policy. SAEDF management is currently
implementing a formal appraisal and remuneration policy/system, which will rectify the
issues mentioned by the auditors.

Iviaﬁagcment disagrees that the use of informal appraisal and recruitment processes can be
regarded as “poor management practices”,

Management agrees with the recommendations. Management is curfently in the process of
implementing this and should have the processes in place within the next six months.

KPMG Comment

No additional evidence was provided and finding remains,

Management agrees with recommendations stated above and the controls over Human
resources policies should improve if these recommendations are implemented.
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2.4

Condfnon IR T

Design of controls - Bank Transfers & Authorisation limits
Criteria
w The Grant Agreement requires SAEDF to manage its operations to achieve its

investment objectives, To achieve this, internal controls must be designed and
implemented, including guarding against the risk of fraud.

o

faxed instruction with a senior Fund official. There have been instances of fraud at other
organisations where fictitious faxes were used to instruct banks totransfer funds.

Cause

m - Poor management practices and ‘insufficient thought given to the risk of fraud.

Effect

B SAEDF is exposed to the risk that fictitious faxes could be sent, leading to monies being
misappropriated.

Recommendation

m A request should be made to the Bank to confirm all payment transfer faxes with the
CFO before releasing the payment or SAEDF should consider changing payment
methods i.e. use of Electronic Funds Transfer.

# SAEDF’s policies and procedures should be changed accordingly i.e. use of EFT to
process payments or completing weekly bank reconciliation’s and the relevant board and
USAID approval should be obtained.

Management comment

Incorrect auditor condition. SAEDF adopts the same mandates with regard to bank transfers
as it dees with cheque payments. SAEDF requires all bank transfers to be signed by 1 “A”
signatory and 1 “B” signatory. Prior to sending the fax all bank transfers are reviewed by the
Financial Manager (who initials and dates the back of the transfer letter).
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The example of fraud that Auditors mention did-in fact occur at SAEDF in 1999. The error
was detected by Finance and Accounting the following day and the staff member was
subsequently dismissed. The fault was not an SAEDF error but an American Express error as
they failed to comply with the SAEDF signature mandates and issued foreign currency to a
junior employee (who was not even a signatory).

Management disagrees with recommendation 1. It is impractical to suggest that SAEDF’s
banks confirm all transfers, especially as SAEDF also makes payments from a US-based
bank. o

SAEDF management did consider the use of Electronic Fund Transfers (“EFT”) but at the
time it was decided that their use was still risky and SAEDF decided to continue with its

existing system of cheques and bank transfers. Management has reviewed the use of EFTs
and has received board approval to effect EFT payments.

KPMG - Comment ....... _

We still believe that sending fax documents to banks to instruct them to make payments into
third party accounts is high risk, as fax documents may be easily tempered with resulting in
invalid payments,

Should management decide to use EFT payments with the relevant EFT controls, this will
help reduce the risk with regard to payments,
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Disaster recovery plan

Criteria

The planning and risk assessment section of the COSO control model requires that disaster
recovery procedures and contingency planning be implemented in organisations, to ensure
that the organisation is adequately prepared in the event that a disaster occurs. This plan
would include the backing up of information on a regular basis and storing these backups
offsite.

Condition... .

- W The backed up computér information data is stored on SAEDFs premises and not

o affsite:. e

Cause

m Management’s lack of security awareness in carrying out their stewardship
responsibilities.

Effect

m SAEDF is exposed to the risk of losing data and records with an adverse affect on
business operations.

Recommendations

®  SAEDF management must develop a comprehensive disaster recovery plan, which deals
with the safeguarding of its data, records and property. Such a plan must be implemented
and regularly tested.

Management comment

Management agrees with condition 1. The SAEDF server is backed up daily and tapes are

supposed to be taken by the Office Manager offsite each day. On investigation it was

discovered that the Office Manager had failed to do a few backups and also failed to take the
backup tapes offsite. The Office Manager was subsequently verbally warned and informed.of
the potentially serious consequences of his actions/inactions.

Management agrees with condition 2. SAEDF did not have any form of disaster recovery in
1997 as all admin and accounting was outsourced to Deloitte and Touche. SAEDF
subsequently contracted the services of an IT consultant to install, monitor and update all of
SAEDF Information Technology.

43



Management understands their security responsibilities but the decision to task the Office
Manager with the responwb;hty was possibly an error. Management will institute review of
the backup procedures by a senior official.

Management agrees with the recommendation.

KPMG Comment

No additional evidence was provided, finding remains. Should management implement
recommendation above the controls over disaster recovery will improve.

44



2.6

Personnel Documentation

Criteria;

The commitment section of the COSO control model requires that:

m  Performance contracts are kept for all staff.

m ° Job descriptions are in place for all employees.

Condition:

m There was no formal HR policy and procedures with regards to personnel file

documentation.

# For the years 1998 — 2003, there were no employes files for some employees,

{See below).

m  For the years 1998 — 2003, there was a lack of documentation in some employee files,
for example we could not locate contracts, job descriptions and curriculam vitae’s in

certain instances.

The following summarises the condition:

Number of employees in
1998/Number of new
employees in 1999 — 2003

32

18

Percentage of employees that
did not have employee fites

34%

38 %

22%

0%

14 %

25%

Percentage of employees that
did not have employee contracts

42 %

38%

39 %

25 %

14 %

50 %

Percentage of employees that
did not have job descriptions

2%

38 %

56 %

100 %

29 %

100 %

Cause:

m  Poor management oversight and attention given to personnel files.
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Effect:

m  Lack of complete employee files makes it difficult to control amounts paid to employees
and resolve discrepancies that arise.

Recommendation

®  SAEDF management must formulate an HR policy requiring minimum documentation to
be maintained in employee files, and procedures to ensure that this is complied with,

Management Comment:

Manaﬂement agrees With condition 1. No speciﬁc personne} information was required in the

mcorporate a list of specific documentation requirements into the new HR Manual.

Condition 2 is incorrect. On review of the personnel files employee files were present for all
SAEDF past and present staff. It must be mentioned that the current Finance and Accounting
staff had not adequately safeguarded the files and had misfiled numerous documents. The
documentation has since been re-filed and is kept in a locked office.

Management agrees with condition 3. Finance and Accounting have completed updating the
employee files for all current and past SAEDF staff. Numerous job descriptions and
cumcu]um vitae’s were found and ﬁled in the appropriate filES Upclated _|0b descriptions

Managemeﬂt agrees that the recent Finance and Accountmg staff have not adequately
admmlstered and safcguarded the personnel files. This error has since. been rectified.

Management agrees w;th the rtcommendatlon SAEDF management is, currently undergoing
an HR review and will incorporate the recommendation regarding required documentation as
stipulated by labour legislation.

KPMG Comment

No additional evidence was provided, finding remains.
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2.7

Effect

Income: Equity accounting
Criteria

Section 2.2 of SAEDF’s accounting policies state that investments should be included in
SAEDF’s financial statements using the Equity method of accounting.

Condition
® SAEDF does not use the Equity method of accounting for recording investments.

C ause

'y Management were of the oplmon _that Equlty accountmg of investments would be

_ mis]eadlng due to nature of the mvestments

m SAEDF’s accounting records are not compliant with GAAP (generally accepted
accounting practice).

Recommendation
m =~ SAEDF’s Policy-and procedure manual must be updated to state-that the results of

investees need not be equity-accounted; To be valid, the Board must seek and obtain
USAID’s approvat for this change.

& SAEDF must.change their accounting procedures to-conform with their policy or change
their policy to conform with their procedures with regard ta the method of accounting for
investments.

Management comment

The issue was raised in prior years by SAEDF’s external auditor. It was management’s

decision that the use of equity accounting would be misleading as, at the time, the majority

- of SAEDF’s investments were garly stage or start-ups:.- These entities were virtually all loss

making and to include these losses in SAEDFs financials did not”make sense. SAEDF
decided to adopt the European Venture Capital Association (“EVCA”) guidelines for valuing
carly stage investments at cost. As the annual financial statements were unqualified and
signed by the external auditors implies that they were in agreement with SAEDF's view.

Management agrees with the cause (as above)

PMG Comment
No additional evidence was provided, finding remains.
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2.8

Criteria

Paragraph 6 (accounts payable) of the SAEDF’ poilmes and procedures manual states the
following:

- Invoices must be reviewed by a person independent of the person who requisitioned
the purchase.

- For expenses to be paid a 'cHéq'ue requisition must be completed and the approved
purchase order and ongmal mvowe must be attached to the cheque requ;gntmn

- Once an mvowe has been paid the package of documents contammg the cheque
requisition, purchase order and original invoice should be stamped “paid” to avoid
duplicate payment.

" purchase orders for the ﬁfocuremé-ri{--df- services and supplies shall be raised by the
various section heads

- All orders shall be routed to the CFO for cemﬁcatlon of avallablllty of funds against
the budget and-approved by the CFQ, according to his approval limit.

- The following approval limits are detailed:
... % Chief Executive Officer - - $50,000

> Chief Financial Officer $30,000
» Investment Officers/Directors - .. 85,000 . .

. Should expenditure in excess of the predétermined limits be incurred, this is to be
authorised by the Chairman of the Board and ratified at subsaquent Board meetings.

- The SAEDF poltcles and procedures manual also details the followmg with respect
to the obtaining of quotations,

¥ "Ofders less than $3,000 require one quotation.
» Orders.greater than $3,000 but less than $30,000 require three quotations.

- Qrders greater than $30 000 requure approval by Contra@t Commlttee comprlsed of

reviewed.

. OMB Circular A-110 section 43 and. 44 on Procurement standards state that all procurement

- should: be conducted in a manner to provide, to the maximum extent.practical, open and free
competition. The recipient shall be alert to organizational conflicts of interests as well as
non-competitive practlces among contractors that may restrict or eliminate competition or
otherwise restrain trade. .

following:
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- All American Express / Nedbank / Diners Club credit card holders are required to
allocate the costs reflected in the statement to specific business related activities.
Once the costs have been allocated the statements must be authorised by either the
CEO or the CFO.

According to sound business practices and VAT legislation expenses should only be paid on
original documentation, i.e. invoices.

Condition

» :""Invmces were noi rcwewed by a person 1ndependent of the person requlsmomng the

';:'orders 3
» No purchase orders existed for the majority (80%}) of the transactions tested.

m  For approximately 90% of documentation examined, including the expense claims
forms, the original invoice, the supporting doctmentation-and the cheque requisition was
not stamped “paid” to prevent it being resubmitted for payment.

» In instances where purchase orders were found, approximately 25% of the purchase
orders, reviewed were not approved by any senior officials. 1t was thus not possible to
determine if the purchase orders were valid.

m  Approval limits were not adhered to i.e. there was no evidence of approval in terms of
the approval limits listed above.

® There were no quotations obtained for the majorlty (80% to 90%) of the expenses tested
- whéreby: quotations are requirsd to be obtamed S

" thus no evidénce of there bemg competmon

. ‘There isno evidence of formial monitoring of service providers as.there are no contracts
o and: serce level agreements w1th chosen service provnclers (travel agents legal services,
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m Of the transactions examined 75% of the credit card statements reviewed did not contain
an allocation of expenses to specific business related activities.

» There were instances where expenses were paid on copies of invoices.
# In some instances (25%) the purchase order date was after the invoice date,

Catuse

- Ignorance and/or wilful. non—comphance to Paragraph 6 of the SAEDF policies and

procedures

 Poor management review. of SAEDF pohcies and procedures

Eﬁ"ect N

& As no approved purchase orders existed for most of the transactions there is no evidence
that purchases made where valid.

n Asthe package of documents is not stamped “paid”, this may have resulted in duplicate
payments being made,

m As the approval limits for authorisation-of® expenditure detailed in the policies and
procedures manual are not adhered to the possibility exists that goods and services,
which are overpriced or invalid, may have been be procured.

m As there was no Contract Committee in place the procedures that are required by the
SAEDF -policies and procedures manual have not been adhered to with respect to orders
greater than 1US$30 000 obtaining Contract Committee approval,

m As no quotations were received and no tender process for contracts or monitoring of
service providers, SAEDF may not have recewed the best quallty of service at the most

B :competmve price: - AR SRR

B As credit card statements were not authorlsed payments may have been made for invalid
expenses

m This impacted on' segregatmn of diities: and may have resulted m goods and services
procured being used for non-Fund’ purposes, 7

® . Payment of expenses on- copies of invoices may have resulted in duplicate payments and
mvathATcialms e e
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| approvais were o adhered to. SAEDE* wxil m turn respond

Recommendation

m SAEDF management must ensure that it’s policies and procedures relating to
procurement approval levels, the obtaining of quotations, approval, entering into
contracts and service level agreement with service providers and menitoring of contracts
are strictly adhered to.

Management Comments

The person requisitioning the purchase has to be the person who signs the invoice as his

segregation of. dutles as the person reqmsmonmg the order does not | approve the requnsxtion

The second segregation of duties occurs when the Financial Manager or Chief Financial
Officer signs the plrchase order. The SAEDF Procurement Manual details the segregation of
controls extensively. SAEDF did complete purchase orders for disbursement and is incorrect

1o .state that there were none found

Incorrect. On review it appears that the relevant purchase requ151t10us and orders had been
detached from the cheque requisition/bank transfer and filed in a separate file. Management
agrees that in the 2003 financial year the use of requisitions and orders was not enforced. In
addition the budget control sheets, which determine if the budget will be exceeded prior to
disbursement, were. not utilized at all.

Acepac accounts payable has a feature that prevents an invoice number from being entered
more than once. Monthly accounts payable reconciliations (Accpac to creditor statement)
were performed, and reviewed.’ A further safeguard was that SAEDF did not make payments
on copy tax invoices. If aninvoice was misplaced SAEDF would reconcile the account to
confirm thatthe payment had not been processed before. In the case of non-accounts payable
payments Finance and Accounting would review the cheque and bank transfer registers to
confirm that no prior payment had been made. To SAEDF’s record only I duplicate payment
occurred in the entire 6 year period and it oceurred before SABDF had E full-time accounting

 Quetations wére either written in the space provided-on the purchase requisition, or were

attached to the purchase requisition. It appears that the purchase requisitions and orders have
been detached from the payments, and therefore so have the quotes,
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The supplier selection process was not formalized and was the responsibility of the Office
Manager. Ifiany staff member was unhappy with the service offered by the vendor the Office
Manager would approach them to discuss the accusation or change to another supplier. As
most of the selection process was verbal it-is accepted that the process should be formalized.

SAEDF decided to replace the Contract Committee with the Office Manager. At the time the
size of the organization as well as the low number of monthly vendor transactions made the
Contract Comm:ttee rmpracncal Management at the time decided that the tasks of the

rThe vendor tender process was adhered to, ho_wcver SAEDF management instructed the
- Office Manager to use vendors owned by previously disadvantaged citizens (BEE). It was

managements view that SAEDF’s mission was also 1o help these companies “get off the
ground” and would therefore give them a higher “weighting” in the tender process. In this
way it is true that competition was reduced.

In the years 1998-2602. SAEDF did sign service é@ntracts with certain vendors (excluding
legal). The contracts: were: filed in the: SAEDF “contracts file”. If any staff member was
discuss the accusation or change to.:ano:_ther_ é.ijgpl1er When a service provider was used for a
single assighment a copy of the contract was attached to the payment. SAEDF has since
reviewed the file and certain. documents: were .missing, while other documents have since

been found.

The procedure was that staff attached all vouchers to the original credit card statement, while
Finance and Accounting allocated the expenses on the copy statement. On review it was

-..discovered that the files have been altered and many signed credit card statements (originals)

have either beenmisplaced or misfiled. The approval of credit card statements was a
constant problem due to the lack of assistance Finance and Accounting received from the
other SAEDF departiment heads. SAEDF contends that the policy was satisfactory, but
adherence was not what it should have been. SAEDF is currently reviewing the filing and
controls relating the credit card transactions.

All staff were required to physically identify business and personal expenses on their credit
card statements-as: well as:on- vouchers, SAEDFE policy at the time was to allocate all
expenses on the copy statements and attach all vouchers to the original statements. The
original statements were then s:gned by the 'empioyee and revxewed by the department head.

SAEDF feels the fiy gure is weii beiow the 75% mentioned by the auditors Fmance and
Accounting is currently reviewing the filing and controls relating the credit card transactions.



As a rule, SAEDF did not make ‘payments on copy {ax invoices: However, if an invoice was
misplaced SAEDF would reconcile: the creditor account to confirm that the payment had not
been processed before. If the payment was urgent and an original tax invoice was to be
posted o payment then the payment was filed in the “payments awaiting original invoices”
file. T hla f’ile was reviewed every time payments were made.

“the pohcy by the staff preparing the purchase requisition or order. To trace the staff member

who had failed to follow the procedure each department. Personal: Assistant was given a
sequentially numbered requisition and order books. Non-adherence to the policies could be
traced via the requisition/order number -and: the' offending Personal Assistant was
reprimanded. The fault in the process was that the:heads of these departiments failed to insist

" on-compliance with the ‘policies (and were ‘sometimes the offenders) and therefore

undermined the procéss.

Management contends that the policies are satisfactory, but as with any system of control it

“is uiltimately reliant on the staff in the process; Resistance of the staff to the process was a

diréct result of the failure 6f SAEDF’s otheti{hon Finance and Accounting) senior managers
to enforce the process “in their-own departments Howaver the failure to adhere to the
pohmes was an exceptlcm raiher than the rule. -

reviewed and updated Once complete the SAEDF board and USAID approvai will be
obtained. Of considerable confusion is that the updated Policies and Procedures manual was

presented to the - SAEDF board (incl. USAID) in 2001 and according to SAEDF
" managément’s understanding was approved. However, it appears that the approval was either
~not granted or not recorded. Had the document been approved it would have eliminated a

large portion of the mlsunderstandmgs created in the audlt

KEMG Comment

SAEDF policy manual states that invoices must be reviewed by a person independent of the

“iiperson who réquisitioned the purchase. Until such time as the policy manual is changed and

o =uﬂ§'3mv9d by the bdard and USAID the existing policy manual should be adhered to.

idence provided to us dld not contam purchase orders or purchase

with specific purchase ordrer s/requls:tion for expe ses rcwewed and thus can not say that
_purchase orders were always completed. Our original finding remains.

53



i~

Bank Reconciliation’s: 1998 - 2003

Criteria

According to section. 5.3 of SAEDF’s. Accounting manual, reconciliations between the
cashbook and the bank accounts should be performed periodically but not less then ence a

month. The reconciliation’s will be subject to regular review by the CFO and periodic review
by the. CEO,

Condition

For the )./.eal.'s, 1998 200.3',. no authorised bank reconciliations were é:\(ailable for some

month’s bank accounts, as follows:

e - “For the years 1998, 1999 2600 and 2003 certam bank reconmhattons were not reviewed

by the Fmanc:al Manage'r‘ or CFO

m lhe reconmhatlon s were also not perlodically rev1ewed by the CEO

Cause

m  Wilful negligence on the part of management with regard to lack of review of bank
reconciliations.

Effect

m  The integrity of bank reconciliations not reviewed is in questioned and the possibility of
irregularities cannot be ruled out.

Recommendation

a. SAEDF management must ensure that Bank reconciliations are adequately
safeguarded.

b. Improved policies and procedures that would commit SAEDF management to ensure
that all bank reconciliation’s are reviewed by the CFO and periodically reviewed by
the CEQ.

Management.comment:

Bank reconciliations were performed monthly. The recons were performed by the accountant
and reviewed by the Financial Manager. The Chief Financial Officer used to randomly
sample/review the recons. At month-end the Bank Reconciliation checklist, and a Monthly
Control Checklist, were initialled by the Accountant, The Financial Manager would then
review the bank recons and sign the Monthly Control Checklist. The signed Monthly Control
Checklist was attached to the monthly Imternal Management Report or the quarterly
Treasurer’s Reports for review by the rest of SAEDF management (Monthly and Treasurer’s
Reports} and the SAEDF board (Treasurer’s Report only).
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adhered to for a vast majority of the per;od in question.

The bank reconciliations were never reviewed by the Chief Executlve Ofﬁcer Only the
Chief F 'nancxal (foicer rewewed the recons (on a periodic ba51s) .

A historical schedule of monthly checklists and bank reconcthatlons shows that management
complied with the processes almost all of the time, but the maintenance of records was
lacking.

Management agrees that bank recons should be safeguarded and steps will be taken to ensure
this.

Management does not feel that it is necessary for the Chief Executive Officer and Chief
Financial Officer to review bank recons. Once the Chief Financial Officer is appointed he
will periodically. review the bank recons performed by the Accountant (and primarily
reviewed by the Financial Manager): :

KPMG Comment .

No additional evidence provided to indicate that bank reconciliations were done for all the
months in question, The issue with regard to CEQ reviewing the bank reconciliation may be
valid but section 5.3 of SAEDF policy requires this. Should this not be practical, the

Accounting manual should be changed and approved by USAID and the board.
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10

Conflict of interest

Criteria

Section 10 of Enclosure 3 to the Grant Agreement states that where any director of SAEDF
is a director or has a financial interest in any other organisation with which SAEDF has
entered into, or has considered entering into, any agreement, grant or other transaction, such
director shall disclose in writing to the Board of Directors all material facts as to his/her

was noted in the Directors meeting on 20 June 2002 where the investment was discussed, the
Director was not present during the discussion.

The Directors requested that they be presented with a full written description of the
director’s involvement with the Maxiprest group. The director did not submit a written
declaration of her involvement in the proposed transaction.

Despite the director’s interest in the contract, the Director subsequently participated in
negotiations relating to the Maxiprest investment, with SAEDF management,

Cause

m The contravention of the criteria is due to SAEDF management and the relevant Board
member disregarding the request from the Board of Directors,

Effect

B The condition results in SAEDF being in contravention of the Grant Agreement and the
relevant director not fulfilling his/her fiduciary responsibility as a director of SAEDF.

Recommendation

B SAFEDF management and Board of Directors should institute and monitor clear Human
Resource policies relating to conflict of interest. Such policies should not only require
disclosing conflicts of interest but also require refraining from participation In activities
in which there is a conflict of interest. Strong action against Board members who do not
fulfil their responsibilities should be taken.
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Management comment

Management agrees, The director gave full verbal disclosure of her interest in the
transaction. The board instructed the Chief Executive Officer to obtain the written
disclosure, which he failed to do. His services were terminated, in part, as a result of this

transaction.

The auditor’s cause is therefore incotrect.

- Management agrees with the recommendation. However, these policies are already in place

~ for directors and staff. The case in question was a result of the Chief Executive Officer not

complying with board instructionis, not a lack of a formal policy. =~

. RPMG Comment

" No additional evidence provided; original finding remains.
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2.11

Maintenance of records

Criteria

Section 2.A of Enclosure 3 to the Agreement states; “The Grantee shall maintain books,
records, documents, and other evidence in accordance with generally accepted accounting
practice. The Grantee's financial management system shall: (i) provide for accurate, current,
and complete disclosure for each Grantee-sponsored activity; (if) identify adequately the
source and application of funds for all Grantee-sponsored activities; and (iii) enable the
Grantee to accurately determine Grant balances, book balances and reconciliation of book to
Grant balances.”

Section 2.A of Enclosure 3 to the Grant Agreement states that “All investment and related
business documentation concerning investees, periodic financial statements of investees and
(if prepared) audits of investees recewed by the Grantee sha!l also be mamtamed for audit

'"revmw and prq}ect momtormg

Section 2.1 of Enclosure 3 to the Grant Agreement further states that “All investees wiil be
required to prepare periodic financial statements...”

Section 286 of the South African Companies Actno. 61 of 1973 States “The directors of the
company shall in respect of every financial year of the company ¢ cause to be made out in one
of the official fanguages of the republic, annual ﬁnanmai statements.,

Condition

The following conditions were noted:

Eerste River Medieal Centre (ERMC):

There were no signed audited financial statements on file for ERMC for the financial

years ended 30 September 1999 and 30 September 2000 even though SAEDF had invested
$900,000 in ERMC.
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Vantaris Capital Fund (VCF):

The following payments to VCF, as per the general ledger, could not be traced to the bank
statements for the iAfrica Investment Account, due to the bank statements not being on file:

General ledger  Amount-§

entry date
7 April 2000 $27,333
- 31 January 2001 $21277 -
6 July 2001 $19,726
 Total 568,336

the write-off of the investment in VCF for the amount of $9,927 was not in the journal file.
Cause
w  ERMC did not provide SAEDF with the required financial statements.

& Tack of approved, supporting documentation and bank statements for
disbursements/provision in VCF.

Effect

® Without the signed audited financial statements of ERMC, SAEDF was hindered from
adequately monitoring the financial performance of ERMC.

W Without the supporting documentation, it is not possible to substantiate the
~ disbursements/provision in VCF. Do :

The foflowing amounts are questioned as ineligible or unsupported costs:

Investment Questioned
cost (USS)
| ERMC $900,000
VCF $78,263




Can

Recemmendation

® SAEDF should implement a control mechanism that will ensure that all financial
statements are obtained from investees and that' all’ documentation is filed and
safeguarded.

Management comment

See investment respotses.

KPMG Comment

Management have provided us with' evidence that they were requesting financial statements

from ERMC, who eventually provided some draft financial statement but no audited
financial statements were provided. The original finding remains: =~

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures Which wi]l be reviewed and

Manual dated Mar.ch 1996, whzch forms part of the Corporate Polictes and Procedures, was-
approved by the SAEDF Board and the USAID Grants Officer.

The Guidelines for Review of Financial Intermediaries (due diligence), which is
incorporated in the above-mentioned SAEDF Investment Policy, Guidelines and Procedures
Manual, includes the following with regard to assessing the condition and merit of an
investee company!

# Organisation and management

- Assess the organization’s decision- makmg processes, including review board and
S _'commlﬁee minutes for purposes of assessing the quahty of ‘management’s
o superwsmn

- Review the manaé,erlal and orgamsatlonal structure  as weli as the reporting
mechanisms utilised by the investee company.

8 Operations
- Assess adequacy of the investee company’s operations and internal controls.

- Determine the adequacy of the investee company’s record keeping, financial
accounting and management information systems,
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Condition
Maxiprest/Babete

The due diligence for the investment in Maxiprest was conducted after the initial investment
of $825,265 had already been made.

Pick-a-Spaza (PASH):

SAEDF invested $1,023,109 in PASH. The due diligence performed on PASH by the
. SAEDF was superﬁmal and did not address key issues.. .

Ctvamiea: L

The initial due diligence performed by SAEDF was not adequate, as it did not identify areas
of concern, which were identified 4 months after disbursement. Furthermore, the SAEDF
staff involved in the due diligence did not undertake sufficient research relating to the
amount of capital injection that is needed for a television network.

Catise

m SAEDF investment associates either did not perform an adequate due diligence to
identify areas of concern or they ignored areas for concern identified during the due
diligence process.

Effect

& SAEDF incurred losses on investments as a result of inadequate due diligence.

Recommendation

‘m Al due dihgences performed must be based en an approved audit _programme to be

obtained. Once the work and report have been completed both should be reviewed by a
Lo fopersom mdependent of the due dlhgence teant..

Management comment

See mvestment responses o

prov1ded for issues listed above and these_ ﬁndmg_s remain,
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2.13

Monitoring of investment

Cr rtterm

F aragraph G of Modlﬁcatlon No. 06 to the Grant Agreements requires, amongst other things,
that the success of the Fund will be judged on the extent to which the Fund, over the long
term, is able to develop an investment portfolio whose inflation adjusted value is at least
equal to the amount of funding provided to the Fund for investment.

After chsburscment of funds the value of the investment portfolio is achieved through the
continuous monitoring of the investment.

Discussions with other ventire capital organisations indicate that monitoring is one of the
critical elements in the industry and best practice monitoring includes the following:

m Telephonic conversat:ons with investees on a weekly: bas:s

. Monthly momtonng meetings with key role players (these meetmgs get documented).

® Obtaining monthly management accounts from :nvestee compames

» Obtaining annual audited financial statements from investee companies.
Condition

The foilowing instances of poor monitoring were noted:

“ Ahanang:

It appears that monitoring was done on Ahanang, but further funds of § 34120 were invested
in Ahanang after results of monitoring had raised concerns about Ahanang,

Eerste River Nledical Centre (ERMC)

SAEDF did not monitor the f nanmai pos:t:on of ERMC or the strategies put in place by it’s
promoters to achieve the forecasts given in the due diligence report, during the period
between the receipt of the ﬁmdmg application and the final disbursement of funds, ie.
18;‘02/1997 to 13/{]8/1998

T Zambla Pork Products (ZAPP):

" SAEDF disbursed funds of $1,050, 000 to ZAPP in Juiy 1998 ZAPP went into receivership

' m 2001.



Momtormg seems to have only been done during February to November 2000 but fund were
disbursed during July 1998. A lengthy period of time elapsed during which there appears to
be no effective monitoring and corrective action taken, and this may have resultcd in loss of
investment. "~ - :

TV Africa:

At the SAEDF Directors meeting held on 25-26 September 2000 the problem situations in
the investment portfolio were discussed. The first problem investmert discussed was TVA
and the comments made included the foltowing:

w- “.. The company is experrencmg capiialization problems as . a result of low
performance.”

& “Apparently, the company has also been hurt by the departure of New Africa Advisor
("NAA”) CEO and the forensic audit of the company currently under way ?

= “Mr Lmdsay stated that the Coca-Cola Company has feund the company unable to
deliver repeatedly ToowTEL e

Despite thcse pomts and the issues identified during the perfdnnénéé: appraisal performed in
August- 1999, SAEDF disbursed an additional $1,718,238 to TVA during 2001,

Pick-a-Spaza (PASH):

SAEDF disbursed $1,023,109 to PASH during June 1998 and had to write off amount as
promoter of the deal (Mr Pottas) used SAEDF funds for other purposes. There is no evidence
on file to suggest that SAEDF tried to recover-the funds. .

Mozambigue Equity Fund (MEF)

SAEDF invesied $882, 000 in MEF. No .quarterl.)'/'“ré}:nér.ts.&ére on ﬁle for the period January

The December 2002 repcm indicated that the fund (MEF) had cmly made one investment of
$180,000 up to that date. This means that from the date that SAEDF dlsbursed the funds of
$882,000 on September 28, 2001, up to December 31, 2002, SAEDF’s funds were earning
interest to the advantage of MEF and not yielding any returns for SAEDF. It should further
be noted that the $180,000 investment by MEF was also funded proportionately by the other
investors in MEF. Even though only one investment had been made by MEF’s management
company, the fatter still received monthly management fees, which.were funded from the
disbursements made to MEF by SAEDF. The effect of this is that the initial funds disbursed
by the various investors were being exhausted through management fees and other expenses
while no other investments were made.
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Cause
SAEDF had no formal monitoring and capacity building policy to ensure that the value of
the investment portfolio is maintained. Investment staff neglected to monitor the operations

of the investee.

Present SAEDF management could not state why disbursements of .funds were stili made

. after the investee company had ceased operations.

 Effect
The poor monitoring resulted in the following questioned costs being raised:
Investee company , Questioned
, cost (USS)

Eerste River Medical Centre ©~ i $900,000 |-

Zambian Pork Produets $1050000.1.
| TV Africa o $1,718,238

Pick-a-Spaza e $1,054,731

Mozambique Equity Fund © $882,000

Liquified Foods $1,180,000

TFotal questioned raised due to poor menitoring $6 784 969

Recommendation

3 SAEDF management must clevelop and. implement & monitoring pollcy to keep track of

' Munagement comment

See investment responses.
KPMG Comment

Additional evidence was provided and ﬁ'nding changed were acceptable audit evidence was
provided. For issues where insufficient audit evidence was provided, the findings remain.
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2.14

Investment limits

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Pohmes and Procedures, were

Apnroved by the’ SAEDF Board: and Grants Officer.

-Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equify investments, the “maximum mvestment shall not exceed

$1,000,000°0r 2% of the fund’s value whichever is less™, !

Condition

SAEDF exceeded the $1,000,000 investment limit in the following investee companies,

Investee company Investment Amount
amount exceeding
limit

Zambia Pork Products $1,050,000 $50,000
TV Africa (TVA)/ Africa Broadcasting Network $5,000,000 34,000,000
Pick-a-Spaza Holings $1,054,731 $54,731
~Metal Closures Group South Afrlca lelted $2.159,036 $1,159,036
| Mégkon (Ptyy Ltd /Auvtoster | $3,767.036 $2,767,036
Gili Greenworld 81 616,783 $916,783
ngdom Securities Holdings Ltd $1,260,000 $200,000
| Maxiprest 1 $3,771,404 $2,771,404
| Kagiso Ventures Private Equity Fu_nd. . $3,184,127 $2,184,127
| Liguified Foods 1 $1,180,000 $180,000
A f'rman Bank Corporation Holdmgs |- - §5.008,000 $4,060,000
'$39783,117 ] $18,283,117

! {1 the absence of a definition of “fund’s value™, and for the sake of practicality and a conservative approach we
have uniformly applied the $1 mitlion thresheld as the investment limit in computing questioned costs.
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Cause

n Managerﬁcn:t' Béiieved that the limits, as set out in the criteria, were increased due to the
fact that the SAEDF ‘Board increased the Investment Policy Committee’s authorisation
limit to $5,000,000 during a Board meeting held on 27 February 1999, However, the
increase was never formally approved by USAID.

Effect

m  The amounts in excess of $1,000,000 on each investment were raised are therefore
questioned, i.e. in total $18,283,117

Recommendation

# SAEDF management and Board of Directors should institute control mechanisms to
monitor the compliance to policies and procedures relating to investments,

Management comment

See investment responses.

KPMCG Comment

No additional evidence was provided, finding remains.
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11

Detailed Findings

Timekeeping

Criteria.

According to OMB Circular A-122, Attachment B, paragraph 7{m):
a. Charges to awards for salafféé and wages will be based on documented
payrolls approved by responsible officials of the organisation.

b. The distribution of salaries and wages must be supported by personnel activity
reports. These reports must reflect the distribution :of activity of each
employee. Each report must account for the total activity for' which employees
are compensated and which is required-in fulfilment of their obligations to the
organisation. The reports must be prépared at least moithly and must coincide
with one or more pay periods. Also, the reports must be signed by an
individual employee, or by a responsible supervisory official having first hand
knowledge of the activities performed by the employee.

According to the approved FR ?oi_i;c;ies and proéé;d.u?és; manual, paragraph 12 of the policies
and procedures section: SEEEE e C

reasonable compensation to directors, officers and employees.

2. Any increases in salaries or other compensation shall be approved by the Board of
Directors. The Board may choose to delegate to the chief executive officer the
reasonability and authority for setting of salaries for employees other than the chief
executive officer.

Note: After inspecting the approved SAEDF HR policies document, it is evident that an
exception to the above Circular’s requirement was not granted through the approved policy
document.

Condition:

® For the years 1998 — 2003, there is no evidence of review and approval of the total
payrolf of $5,418,102. There is also no evidence that salary schedules have been signed
and reviewed by an independent person prior to submission to the outside consultant for
processing.

® For the years 1998 — 2003, there are no attendance registers, activity reports or

timesheets kept by employees to record the time spent at work as weH as tasks completed
for each particular day, This situation still exists and one employee does not work at
SAEDF in Johannesburg as she is based in Cape Town.



= For the years 1998 — 2003, some employees have not submitted leave forms. Thus, it is
not possible to determine if the leave balances are corréct since the deduction of leave
balances are based -on leave forms. For example; leave pay of $48,813 was paid to the
employees who had resigned during the 2003 year. It is questionable whether the leave
balances that were used to calculate the leave pay are correct.

Cause:
m Lack of understanding of the requirements of OMB Circular A-122 and

m Management not ensuring that staff are complying with OMB Circular A-122.

same penod have been raised as quesuoned costs under the point on vahdtty of expense
below.

w  Unauthorised salary adjustments and payments may have been made.

m  The effect of the above on questioned costs is as follows:

Salary $5,418,102 0} $5418,102
Employee Compensation Benefits:: - |- .- - $769957 1 - - .. . 9 $769,957
Medical & Provident Fund

';Employee Compensatxon and beneﬁts: o . ___$9',314_ c (} $9,314

------ | Life Assurance Payments O -

v 'Leave-'P-ay- R SR TS A $48 813 I { $48,813

Totals 56,246,186 | 0| $6246.186
....... NN T

... The Contracting Officer should determine the allowability of $6,246,186 in unsupported
- questioned costs and recover from SAEDE any amounts determined to be unalfowable.



Management Comment:

Condition 1:is:incorreet, The SAEDF payrol worksheets, which the auditors appear to have
based :their: charges on, are not signed or approved. SAEDF Finance and Accounting
(“Finance and Accounting”) departtent uses Monthly- Control Checklists to sign off the
main monthly accounting procedures (including payroll). Once the payrolf has been prepared
the following: are reconciled: expens¢ accounts, :salary control accounts and net payroll
disbursements to the SAEDF bank statements. The Chief Financial Officer reviews and signs
these reconciliations and the checklist when complete, SAEDF regards this as sufficient
approval, but will implement Chief Financial Officer/Chief Executive Officer signing off the
payroll runs prior o forwarding them to the service providers.

Management agrees with condition 2. However, it was decided that the same purpose would
be served via the enforcement of the Human Resources Policy, especially via the use of
leave forms. It is not practica! to stipulate “hat each empioyee is doing for each day of the

approval.

Condition 3 is incorrect. Staff attendance was, and still is, monitored via leave schedules.
The leave days owed to staff were displayed on their monthly payslips. Staff were required
to submit leave schedules with prior approval from their manager. Excessive leave days
taken, contrary to labour legislation, were deducted from staff pay. However, the system
il altimately reliant on staff horesty’ d here was a possibility of manipulation

£ travelling frequently. For this rea t was possible that some staff may

ithout approval.

The audxtor s causes are incorrect. Management is aware of the reqmrements of OMB
_.Circular A-133 and fee! that they have taken the necessary steps to comply

Management feel that sufficient. steps were taken to contro], review and monitor
timekeeping. SAEDF also took care to report any deviations from budget to the board
(including USAID) via quarterly management reports. Salaries were also presented to the
SAEDF board personnel committee on an annual basis for review, along with the bonus and
increase recommendations.

KPMG's comment
Based on review of additional evidence it does appear that salary reconciliations between the
payroll and ledger were prepared and approved up to January 2002 The actual payrolls were

however not approved. i

~ SAEDF could also not prov:de us w:th activity reports and ‘attendance reglsters the original
finding thus remains, .



1.2

Salary Increases - Reasonableness

Criteria:

a. According to OMB Circular A-122, Attachment B, paragraph 7, charges to awards for
salaries and wages inclading salary increases will be based on documented payrolls
approved by a responsible official of the organisation. According to the Section B, point
3.2 of the approved SAEDF HR Policy Manual, a salary range will be set for each
position. Any changes in salary ranges including salary increases will be presented for
the approval of the Board of Directors. The full schedule of salary ranges will be
presented for Board approval no less than once each year. ‘

b. According to Section B, point 3.3 of the approved SAEDF HR Policy Manual, the job
performance of each employee will be evaluated at least twice per year, on or before the
anniversary of the' employee’s hire date. These evaluations will consist of an appraisal
conducted by the employee’s immediate supervisor on ‘whither the employee is meeting,
not meeting or exceeding: performance expectations . detatled  in' the employee’s job

‘ description This performance review will serve as the basis for any appropriate merit
increases in recogmtlon of good performance.

Condition:

Board of Dlrectors These amounts have been included under the questioned costs of
validity of salaries.

b. Tor the years. 1998 — 2003, there was no evidence that the: percentage of salary increases
given to employees is linked to performance appraisals and excessive salary increases
were gwen to some employees for no apparent reason for example

I. In April 2002 the CEO’s Personal Assistant received an increase of 28% as she was

performing the dutics as Office manager and Executive Assistant. In addition to the

28%, the PA received a further 38% as at November 1, 2002, Her salary was increased

to $48,000 (approximately R480 000 using an average of R10 1o a dollar at the time of

the increéase). The Board approved:the increase of 20% but there is no evidence to
indicate that the Board approved the increase of 38%.

2. During April 2003, the Financial Manager obtained a salary increase from $36,000 to
$55,000 (53%). A performance appraisal was done in March 2003 and the rating was
above average. But, the performaiice appraisal that was done was not in detail, that is
there were no clear defined objectives and responsibilities, and no individual rating per
category was completed. The performance appraisal was not signed by the reviewer and
the reviewed. Thus the performance appraisal completed do¢s not appear to justify a
53% increase.

Cause.

m Poormanagement oversight or possible favouritism of staff.



| -"_}kpﬂéfﬁg-cbﬁimé}ix" .

Effect;

s Unauthorised or inappropriate salary increases given to employees that lead to low
morale amongst other staff members.

» Question cost have been raised regarding salary costs under 1.1

Recommendations:

» SAEDF management must ensure that OMB Circular A-122 and its own Human
Resources policies and procedures are complied with regard to salary increases.

. Management Comment:

- Condmon b is mcorrect Fnr the years 1998 to 2002 {and part of 2003) formal employee
.- :appraisals were held annually in- August. The. empioyee was-appraised by his/her department
-+ head and then the department head would review the employee’s appraisal with the Chief
_-:Executive Officer. If there was any disagreement between the department head and the Chief

Executive Officer the increase/bonus would reflect the Chief Executive Officer’s position. It
is agreed that the system should not have relied so heavily on the Chief Executive Officer’s
opinion/attifude towards the employee/s. In recent times employee performance, and
therefore appraisals, have been affected by the sequence of audits the company has
undergone. For this reason the original performarnce targets could not be the sole evaluation
item as the majority of the staff were involved in the andits.

[t appears that the reasons given by the Chief Executive Officer to the. SAEDT board for the
increase were not accurate. The increase percentage agreed by the board did not agree with
the figare given by the Chief Executive Officer and was queried by Finance and Accounting,.
The issue in question was cornmunicated by SAEDF to the Audit Committee chairperson
and eventually led to the investigation of the Chief Executive Officer and his eventual
removal-from position.

- -approved {by hlm) increase proposai to the Ch;ef Executwe Ofﬁcer The payroll was

adjusted and the increase paid, However, on questioning this, and other issues, the Chief
Financial Officer departed SAEDF, On review of work performance it was agreed that the

B lncrease was exXcessive,

SAEDF did not provide us with any additional information reg'rrrding' the reasonableness of
salary increases as well as the fact that salary increases were based on formal performance
appraisals, the orrgmal ﬁndmg remains.



™ Paragraph 6 of the Grant Agreement. states that no employee of SAEDF may earn more
than: $150,008 per annum. The Grant Agreement also. states that the salary limitation
excludes reasonable benefits that are included in SAEDF’s Personmel Compensation
Policy. o

m  Paragraph 12 of the approved SAEDF HR policy manual states that non-South African
nationals can obtain housing allowances, relocation expenses, tfravel allowances and
similar forms of compensation provided that the compensation item is set at a reasonable
Jevel based on market circumstances and the general practices of other South African
Companies.

» OMB Circular A-122, Attachment B, paragraph 7g, states that the cost of Automobiles
that relates to personal use by employees (including transportation to-and from work) is
unallowable as a fringe benefit or indirect costs regardless of whether the cost is reported
as taxable income to the employees. ' o

- Condition:

® There 1s no cIear definition as to what are “reasonable benefits” in the Policy and
Procedure Manual. We consider that benefits are unreasonable and unallowable for the
following reasons:

o During the years, 1998 — 2003, the CEQ"s had received a free use of a motor
vehicle (SAEDF paid for the costs of lease payments and insurance and
deducted amounts from CEQ’s salary), which is disallowed according to the
OMB Clrcular A-122.

o The CEO s were allowed to obtain Housing Allowances provided it is set at a
reasonable basis. During the years 1998 - 2003, the CEO’s received housing
allowances {as can be seen below} wh;ch may be excessive and not set at a
reasonable ;ievei based on market.c i o

h;sch]ldrentothevalueoff};SQZ.... it



The CEQO’s salary benefits for the years 1998 — 2003 was as follows:

Salary $I35,000 150,000 [:5150,000 | $150,000 | $150,000 | $150,000

‘Housing Allowance $48.,000 - $48,000 1 $51.000 | $55,000 336,000 | 336,000

Motor Vehicle | $12,000 | $14,400 | $14,400 | $14,400 $14,400 | $24,000

Allowanee

Education... ... - I -| 960,926 |  $27,473 -
- HomeLeawqusage 1 A — - 59391 —
ClToml | SI95000| S3U2400 | S2ISA00 | 5280326 | S237.264 | $210,000

allowances to Salary

®  As can be seen above, for 2001 and 2002 the percentage of CEO’s allowances to total

salary was > 50%,

Cause:

- Inadequate. Board oversight to.ensure compliance to the Grant Agreement.

Effect:

m Excessive allowances and benefits given to the CEQ that were not market related.

~'m  Theeffect of the above on questioned costs is as follows:

Employee Compensation and benefits: $275,130 0]
Housing and car alowances

Employee Compensation and benefits: - $89,203 1 $89,293 0
Excessive employee benefits '

Totals $364,423 5364,423 g




Notes:

The amount of $275,130 above is comprised of housing allowances of $221,000 and motor
vehicle lease payments of $54,130. The lease payments were for a vehicle that the CEO has
free use of.

The amount of $89,293 above comprised educational benefits of $88,399 and a motor
vehicle lease payment of $894 paid by SAEDF for a motor vehicle that was used by a
previous CEQO after he had left the employ of the company on 01/04/2003. This vehicle was
subsequently recovered during February 2004.

Recommendation:

m  The Contracting Officer should determine the allowability of $364,423 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management Comment,

The SAEDF board approved a USE1,200 per month motor vehicle allowance for the Chief
Executive Officer. The vehicle allowance was included as income in his monthly salary and
therefore was subject to FICA taxation (USA). Tn turn, SAEDF leased a vehicle for the Chief
Executive Officer’s use. The monthly lease, petrol and satellite surveillance charges were
then allocated against the allowance. Initially the allowance was the US$ equivalent of the
ZAR lease charge for the vehicle. However, in later vears the devaluation of the ZAR
resulted in the $1,200 allowance (in ZAR terms) exceeded the lease charge (in ZAR) leaving
a credit balance in the expense account.

Condition 1.b is incorrect. The board approved a {7S$4,000 per month housing allowance for
the Chief Executive Officer. At the time the ZAR equivalent (+-ZAR 18,009) was deemed
reasonable for the level of residential housing approved for the Chief Executive Officer. In
later vears the devaluation of the ZAR increased the figure in ZAR-terms. As SAEDF is a
US entity, and the Chief Executive Officer’s salary paid in. US$ in the United States (excl.
allowances) it is irrelevant what effect the currency had on the allowance.

According to the Chief Operating Officet’s contract he was entitled to US$33,000 a year to
cover school costs for his children. The allowance was carried over to his term as Chief
Executive Officer. It was unclear whether the year was a calendar year, SAEDF financial
year or year from recruitment. The Chairman then decided, due to the urgency of the matter,
to approve the additional US$13,738 (e-mail attached to bank transfer). It was decided that
the costs would be averaged over the SAEDF financial years. The US$16,116 was
unallowable as it related to the university costs for the Chief Executive Officer’s son. This
amount formed part of the SAEDF counter-claim in the lawsuit.

Management agrees with condition 2.

All of the above allowances received board approval and therefore are allowable,
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KPMG 's comment

SALDF- did not provide us with any-additional information that indicates that the finding
should change. The original finding therefore remains.

11



1.4

Bonuses

Criteria:

According to Section B, point 3.2 of the approved SAEDF HR pelicy manual, performance
appraisals that should be done: twice a year, serves as a basis for any -appropriate merit
increases including banuses: The merit increases should not be grantedta employees whose
work performance is below SAEDF Standards.

OMB " Circular “A-122, Attachment B, pardgraph 7, subparagraph (i) states, Incentive
compensation to employees based on cost reduction, or efficient performance, suggestion

awards, safety awards, etc., are allowable to the extent that the overall compensation is

*determined to be réasonable and such costs ‘are paid-or accrued pursuant to an agreement
entered into in dood faith. betwéen the organisation and the employee béfore the services
were rendered, or pursuant to an established plan followed by the organisation se

m  There is also no evidence that bonuses were based on perforimance appraisals for the
period 1998-2003.

Cause:

m  Bonuses were awarded at the sole discretion of the CEO (1999-2002).

Effect:

m  Excessive or inappropriate bonuses may have been given to employees as there is no lnk
between performance and benus paid and have been raised as a questioned cost as there
is no link to performance appraisals.

m  The effect of the above on questioned costs is as follows:

Employee Compensation and benefits $389,898 0 $389,893

Recommendations.

® The Contracting Officer should determine the allowability of $389,898 in unsupported
questioned costs and recover from SAEDF any amounts determined to be unallowable.

12



Management Comment:

After conducting the appraisal process SAEDF bonus proposals are forwarded by the various
department heads to the Chief Executive Officer for approval. The Chief Executive Officer,
in consultation with the other department, heads agrees/disagrees with the recommended
percentages/amounts. The final management authority on these amounts/percentages is the
Chief Executive QOfficer, who then presents all SAEDF salary increases and bonuses to the
SAEDF board Personnel Committee, Although the Chief Executive Officer had the final
authority in the process the process was deemed acceptable by SAEDF management and
board..Staff who felt that their bonuses/increases were unacceptable were free to discuss the
issue with the Chief Exccutive Officer.

The .a_;;_c:}jtor’:s:caqse_i.s in_cc_arr.egt._A._lth'ough the Chief Exec_ui_i_ve Ofﬁcer had the final
~authority, his decision was influenced: by.the recommendations of the department heads,

review, along with the salary increase recommendations. The amounts were approved by the
committee and are therefore allowable,

KPMG connment

SAEDF did not provide us with any additional supporting documentation indicating that
formal performance appraisals were done. The original findings remain.
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Lack of completion of purchase orders

Criteria:

.m Paragraph 6 {accounts payable) of the SAEDF policies and procedures- manual states the

foilowing in respect of purchase orders:

- “Purchase orders for the procurement of services and supplies are raised by the
various section heads”

- “All orders are rovted to the CFO for certification of availability of funds against the
budget.and approved by the CFO, accerding to his approval limit”

Condition:

During the review of the expenditare accounts the following was noted:

m  No purchase orders existed for the majority (80%) of the transacticons tested

s In instances where purchase orders were found, approximately 25% of the purchase
orders, reviewed were not approved by any senior officials. It was thus not possible to
determine if the purchase orders were valid,

s In some instances {25%) the purchase order date was after the invoice date.

Cause:

» Tgnerance and/or wiEul non-compliance td Paragraph 6. of the SAEDF policies and
procedures. :

Effect:
®m  As no approved purchase orders existed for most of the transactions there is no evidence
that purchases made were valid.

Recommendation:

m  SAEDF management must ensure that its policies and procedures relating 1o purchases
are strictly complied with.

Management Comment:

On review of the files it appears that the relevant purchase requisitions and orders had
been detached from the cheque requisition/bank transfer and filed in a separate file.
Management agrees that in the 2003 financial year the use of requisitions and orders was
not enforced. In addition the budget control sheets, which determine if the budget wiil be
exceeded prior to disbursement, were not utilized at all.

14



It is SAEDF policy that all requisitions be approved by a senior official/head of department.
However, it is possible that the auditors reviewed the purchase orders, not the purchase
requisitions. On review of the Procurement Manual it is clear that the purchase requisition is
the document that approves the purchase, not the purchase erder. The contention that the
purchases made might not have been valid is incorreet as the person who approved the
invoice for payment was- different from the person who prepared the order. As additional
checks the Chief Financial Officer/Financial Manager approves all payments and would have
noticed any unapproved expenditure.

Purchasc order dates were occasionally after the inveice date due to the non-compliance with
the policy by the staff preparing the purchase requisition or order. To trace the statf member
who had failed to follow the procedure. ‘each department. Personal Assistant was piven a
sequentially numbered requisition and order books. Non-adherence to the policies could be

reprimanded. The fault in the process was that the heads of these departments failed to insist
on coripliance with the policies (and were sometimes the offenders) and therefore

The auditor’s cause is incorrect (see above responses).

Management agrees with the recommendation.

KPMEG comment

The files of additional evidence provided to us did not contain purchase orders or purchase
requisitions. We were however shown booklet’s of copies of purchase orders/requisition
which seem to indicate that they were prepared in the past. We were however not provided

with specific purchase order’s/requisition for expenses reviewed: and thus can not say that
purchase orders were always completed. Our original finding remains.
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1.6 Procurement Process
Crzlerza

. r’wraph 6 (accounts pavable) of the SAEDF policies and procedures mamual details the
followmg approval limits:

» Chief Exccutive Officer .- $20,000
#  Chief Financial Officer : - : - $30,000
» Investment Officers/Directors $£5,000

- .. Should expenditure in excess of the predetermined limits be incurred, this is to be
authorised by the Chairman of the Board and ratified at subsequent Board meetings.

- The SAEDF policies and proccdures manual also details the following with respect
to the obtaining of quotauons

7 Orders less than 33,000 require one quotatxon
% “Orders greater than $3,000 but Iess thdn $30,000 require three quotations.

Orders greater than $30,000 require approval by Contract Committee comprised
of four senior managers. The composition of the cominittee will be periodically
reviewed, ' : SR :

v

[ OMB C]rcu]ar A-110 scction 43 and 44 on Procurement standards state that all
procurement should be conducted in a manner to provide, to the maximum extent
practical, open and free competition. The recipient. shall be alertto organizational
conflicts of interests as well as non-competitive. practices among contractors that may
restrict or eliminate competition or otherwise restrain trade.

Condition:
Durmg the review of the prend:ture accounts it was noted that:

[ Approx al ilmlts were not. adherud 10 ie tbere was no C\'lanCC of approval in terms of
the approval limits listed above. There were no. quotations -obtained for the majority
{80% to 90%)} of the expenses tested whereby quotations are required to be obtained.

- Thu’c was 1o evidence of a tendering process being in place, On November 30, 2601

The 1ota] arnount pald for thls service was $112,857. There was 1o e\ndenee of a
tendering process being followed, quotations obtained or approval according to the
set limits i.e. no evidence of formal Chairman or Board approval.
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m  During January to February 2003 a second Mckinsey review was conducted on
instruction of a previous CEO at a cost of $198,779. There was no evidence of any
quotations being obtained and no cvidence ‘of required Chairman approval, as the
expenditure exceeded $50,000. The amount of $198,779 has not yet been paid by
SAEDF, but Mckinsey and company have a signed contract between SAEDF and
themselves. They have since taken legal action to recover these costs and there is a
possibility of them recovering this cost from SAEDF,

®  Puring the 2002 financial vear end SAEDF used Sensas Event Management (SEM) for
their promotiona} activities. SAEDF used SEM for the following services:
"~ Ambassador And'r'é'w Younb Awardq Dnmer ($56,329), these fees
—included- s:gmﬁcam “amounts . for tcchmcal déc_or and design and
- professrona] fees. S

Summlt Company.) These fees included sngmf'cant amounts for
professional fees, technical, décor and design. The invoices provided by
SEM did not provide any detail for SALEDT to establish the basis of these
fees.

There was no evidence that a formal supplier selection process being followed i.e. quotation
obtained or tender process being followed. There were alse no written contracts between
SAEDF and SEM. In addition, a director of SAEDF was also a director of SEM. See
comment below-on conflict of interest.

w - During the 2002 vear a consultant was awarded a contract for the SAR (Semi-Annual
Review) for $40,000. A tender process was not followed in awarding this contract and no
other quotes-were obtained for this consulting fee. The cost:of this review appeared to be
excessive as in subsequent years it was completed at a much lower cost.

There was and currcmiy is 1o contract comminee in piace.

® There was aho ne ev:dence ofa kndcr process bemg done to appomt service providers

o {i.e. travel agents; lepal services, consultants and recmitment agcnmes} and thus no
- evidence of there bemg compmt:on T T T

"contraots and sen’xce Tével ag:reements \x lth chosen ser\ 1ce prowders (tmvei agents, legal
serwces. wnbu]tams and recru;tment auencrcs}

® Poor m'magum,nt review or vu[ful ‘non- ﬂ.ompilance to thc SAEDF policies and
procedures

17



m  As there was no Contract Committes in place the procedures that are required by the
SAEDF polictes and procedures manual have not been adhered to with respect to orders
greater than $30,000 obtaining Contract Committee approval.

Effect:

m  As the approval limits for authorisation of expenditure detailed in the policies and
procedures manual are not adhered to the possibility exists that goods and services,
which are overpriced or invalid, may have been be procured.

® Unauthorised expenses may have been incurred.

®  As no quotations were received and no tender process for contracts or monitoring of

" Uservice providers, SAEDF may not'have received the best quahty of service at the most
competitive price.

- As.there is.a signed contract belween SAEDF dand Mckinsey and company, SAEDF may
be required to pay this amount of$l98 779 and this will result in the amount being raised
-ag.aquestioned cost. :
N

The effect of the above on questioned costs is as follows:

Professional Services (Mckinsey and $152,857 $152,857 0

(Ambassador Andrew Young Awards
Dinner and World Summit)

G. Cooke} .
Advértising “and Promotions 366,017 366,017 0

Totals $218,874 $218,874 0

= SAEDF mamg:ement must - LRSI 1hat 1ts pohmes -and procedures relating to
procurement dpprovai levels, the :obtaining of quotations, approval, entering into
contracts and service level agreement with service providers and monitoring of contracts
are strictly adhered to.. ... . -

" SAFDF should eatabhsh a Contract Commmee

= The Contraum& Off"u:r should detcrmme the a!iowabllltv of $”18 874 in incligible

guesitoned costs and recover from SALDE. any amoutss determined to.be unaliowable.
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Management Conment:

Historically quotes were obtained, according to the policy, for all purchases {(excluding
legal). However, the quotes were usually filed in a separate file by the Office Manager and
therefore are not evident to the auditors. SAEDF will correct the system to make sure that
quotes are attached to the requisition/order.

MeKinsey were appoinied in 2000/1 1o perf’orm the SAEDF mid-course review. As SALDF
was established in 1994/5 the mid-course review had 1o be performed at that time (5% year of
the proposed 10 years). The approval can be found in the minutes of the executive session of
the March 2000 board minutes.

In response to COI‘IdltiOI‘] 2 managemcnt has smce seuied all outstandmg amounts with
- McKinsey.

- FThe former: SAEDF Chicf Executive Officer approved. the expenditure- in order to help

promiote SAEDF's image.in the region. It is understood, as they involve self-promotion, that
these expenses cannot be paid out of Grant funds, but can bepaid from “Reflow” funds. The
expense was correctly allocated to the “suspense” account in the balance sheet. This account
kept track of all expenditure ‘that did not comply with OMB requirements, In September
2002 the Finance and Accounting department incorrectly re-alfocated the expense to the
“promotions” account in the SAEDF income statement.

Management agrees. that the tender: process for the SAR: consultant- was not followed.
SAEDF staff attempted to identify a consultant to perform the function, without any success.
The .Chief Executive Officer at the time knew of the consultant and approached her to
provide SAEDF with a quotation.. On. reccipt of the quotation SAEDF queried the
reasonableness of the amount with the Chief Executive Officer, who confirmed that the
amount was within the parameters for the required work. As Chief Executive Officer he then
took the decision, as it was within his authorization limit, to approve the contract. SAEDF
was satisfied with the work compiled and to management’s knowledge so was USAID.
SAEDF decided to replace the Contract Committee with the Office Manager. At the time the
size of the organization as well as the low number of monthly vendor transactions made the
Contract Committee. impractical. Management at:the time decided "that the tasks of the

. .. commitieg-would be better handled by the Office Manager.-~ -~ -

The supplier selection process was not formalized: and was left as the responsibility of the
Office Manager. Management also instructed the Office Manager to use vendors owned by
previously disadvantaged citizens (BEE) It was managements view that SAEDF’s mission

- wwas dlso tohelp. these companies “get off the ground” and wouid theréfore give them a
« higher “weighting” in the tendef process:: . = g

F any staff member was unhappy with the service etfered by the vendor the Office Manager
would. appreach them or change to another supplier. As most of the selection process was
veibal,. it is accepted that the process should be more formalized.

Cause 1 is incorrect (see above responses).
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Management agrees with cause 2, but feel thal the procedures-adopted above are satisfactory
and do not reduce the level of financial control.

Manu_gemem agtj_ccs that policies and procedures sh_ould be adhered to.

Management- Lilieves that the idea of a contract commniittee is impractical for such a small
organization and the task can form part of an employee’s job title. Management will also
update the Poticies and Procedures Manual in order to reflect thesé changes, and to allow
nianagément 1o use a sinple supplier {without going ihrough the tender process for each
purchasc) if certain steps are followed. Tr this way the bureaucracy will be reduced and staff
can concentrate on thelr primary job functions.

Management feel that the procedures adopted above are satisfactory and do not reduce the

level of financial control. Therefure the expenditure is allowable.

KPMG comment .

SAEDF did not provide us with any additional information, the .ori'gihal.ﬁnding remains.
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1.7

Conflict of Interest

The Grant Agreement {Enclosure 3 [General Provisicns] Section 10 [Contlicts of Interest])
states that if any directors of the grantee is a director of any other organisation, corporation
or association which the grantee has entered into or considered to chtcr into, such director
shall disclose in writing to the Beard of directors all material facts as to his relationship or
interest as the case may be. Such director or officer shall be recused from any participation
of the Grantee with respect to such contract or transaction.

m  SAEDF wsed Equal Aécess Cbhsu!ting {(EAC) for all their rebfﬂit’fh@ requirements daring

M

2002 and 2003, Through discussions with the SAEDF's staff and by reviewing internal
correspondence it was evident that EAC has been used based on a Board member’s
recommendation. The Board member was a member of the SAEDF’s Board of Directors
responsible for HR matters and was a director of Adcorp Holdings Ltd. EAC was a

" subsidiary of Adcorp Holdings Ltd. The Board member did not disclose this interest in
writing to the Board of Directors.

®  SALDF used Sensas Event Management for rendering promotional services during the
2002 year. Through discussions with SAEDF’s staff, a Board decision was taken during
1999 to use black empowerment companies due to the nature of SAEDF’s objectives. As
a result of this decision, approximately five black empowerment companies gave
presentations to SAEDE. Based on a Board member’s recommendation SEM was
chosen by SAEDF’s staff as the firm -to use for promotional activities. The Board
member has been a director of Sensas Investments (Pty) Ltd (the same company as SEM
i.e. SEM is registered as Sensas Investment (Pfy) Ltd) since March 2000). The Board
member had not formally disclosed in writing, her interest in SEM 1o the Board of
Directors and was also responsible for recommending SEM to SAEDF.

m The Board member had an interest in Bridgestone Firestone Maxiprest. The Board
member’s interest was verbally announced at the meeting of the Board of directors. The
announcement was minuted, but there is no written disclosure of interest being provided
to the Board of Direclors.

m  The draft minutes of the Directors meeting of July 2002 indicated that the Board member
was a Director of Ubambo Investment Holdings, which is a holding company of Ubambo
Telecom’s in which SAEDF committed to investment, The minutes stated that the Board
member should provide full written disclosure of her interest in Ubambo. Such a written
declaration as required by the Grant Agreement, could not be presented to us. This
investment was however never entered into.

®  Wilful non-compliance to the requirements of the Grant Agreement or lack of knowledge
of requirements of the Grant Agreement.
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Effect:
®  SAEDF may have paid higher than market prices for services rendered.
m  There has been a contravention of the Grant Agreement, which has resulted in questioned

costs being raised. The questioned costs have been raised under specific findings relating
to procurement, appointment of recruitment agencies and investments.

w  Similar question costs have been raised under 1.25 - appointment of recruitment agencies
and 1.6 - precurement process for advertising and promotion.

Recommendation:

m  SAEDF management must ecnsure that the Fund complies with the Grant Agreement’s
requirements relative to conflicts of interest with specific regard to the disclosure and
recusal of directors.

Munagement comment:

The SAEDF board decided that as the SAEDF director in question was only a sharehelder in
the parent company, Adcorp Holdings Ltd, that there was no conflict of interest (SAEDF
board responses to KPMG Internal Audit 2003). Management no longer uses the recruiting
company and agrees that the percentages paid were high, . ..

SAEDF has since engaged the services of one of South Africa’s premier forensic
investigation companies to look into these charges.

Management agrees with condition 3. The director gave full verbal disclosure of her interest
in the transaction. The hoard instructed the Chief Executive Officer to obtain the writien
disclosure, which he failed to do. His services were terminated, in part, as a result of this
transaction. ' :

Management agrees with condition 4. The director gave full verbal disclosure of her interest

in the iransaction. The board instructed the Chief Executive Officer to obtain the writien
disclosure, which he failed to do. His services were terminated, in part, as a result of this

The auditot’s cause i incorrect.
Management agrees with the recommendation.
KPMG's additional work performed

SAEDF did not provide us with any additional information and the finding remains.
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1.8

Travel and Accommodation

Authorisation for Travel and Accommodation

Criteria:

Paragraph 10 (travel expenses) of the SAEDF policies and procedures manual details the
following regarding the authorisation for travel and accommedation,

Al officers of SAEDF will complete a travel form which includes,
- ltinerary;

. Peiodofwavel o
- 'I-Io-teiiarr.angem:ents{;'-- .

- Flight arrangements;

- Any other relevant details; and

- Duration of the trip.

Travel forms should be completed and approved before the trip is undertaken.

Where the travel expenses, was paid for using a credit card, the credit card statements
must be authorised by senior management.

Condition:

During the review of the expenditure accounts the following was noted:

#  For trave} undertaken by employees and officers of SAEDF, some of the trips undertaken
did not have a travel form and the necessary documentation as is detailed in the policies
and procedures manual. Although this condition appeared throughout all six years under
review, it improved in the later years.

In some instances travel forms were_ dated afier the frip, or the travel form was not
. anthorised at all. . o _

m  Travel authorization forms were sometimes approved by employees on the same staff
level as the person travelling.

® Credit card statements for travel expenses, it was noted that Lhé_y were not authorised by
senjor management. .

Cause:

b

~Peor management review or . wilfal non-compliance to the SAEDF policies and

" procedures.
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| Business Expenses . ..

Effect:

®  As travel forms detatling all the mformation concerning the trip were not always
completed, adequate control did not exist over travel undertaken by employees,
Employees may have travelled unnecessarily or for private reasons and this expense may
have been borne by SAEDF.

m Adcquate authoerisation did not exist for travel undertaken by employees and officers of
“SALEDF. '

m  The ¢ffect of the above on questioned costs is as follows:

- 15325338 |

Recommendation:

B SAEDF management must ensure that it’s policies and procedurés related to the detailed
listing and authorisations of all trave! arrangements are strictly complied with.

® The Contracting Officer should determine the allowability of $325,338 in unsupported
questioned costs ard recover from SAEDF any amounts-determined to-be unallowable,

Management Comments.

Management agrees with condition 1. However it is incorrect to state that the system
improved in recent years, as it appears that recently some travel authorization files have been
misplaced or misfiled. SAEDF is in the process of reconstructing the files to their former
state so that quick referencing to travel documentation will be possible.

In very fow instances investment staff were required to travel without notice. The trip was
verbally approved by the Vice President/Senior Vice President and when the Personal
Assistant had the opportunity to complete the form it was done and signed. It must be
mentioned that it was not possible to “hide™ these trips as senior management received a
detailed monthly report {Accpac-generated reports as well as the Internal Management
Report) shewing the trips taken during the peried. Had a trip appeared in these reports that
the Chief Financial Officer and Chief Executive Officer never approved the trip would have
heen queried during thelr management meetings.

Tt is unclear which trips an employee on the same level as the traveller approved. It is
possible that one Vice President approved the travel of another Vice President. In these
instances they would have done so in line with their authorisation limits,

! Tetal question costs previously reported was $365,692,
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SAEDF credit card policy did not require senior investment managers to.approve statements.
The person who used the card signed the statement as acceptance of the itemized expenses.
The senior manager would then review the statement, vouchers and charges. It is accepted
that the manager should have been required to sign the statement to reflect his approval.

The auditor’s cause is incorrect.
SAEDF regards their travel policies as satisfactory. However, the additions to the existing

policies that SAEDF adopted informatly should have been formally incorporated into the
policies and procedures manual (instead of via e-mail or internal memorandum).

. Manag;cment feel that the procedures adopted abc)vs are satisfactory and do not reduce the

:BJ’ M comment

SALDF ptowded 'us' mth addltionai suppomng documentatlon for the question costs
originally reporled. As a result of the additional supporting documentation provided, the
question costs have been reduced to $325,338.

However, certain documentation provided by SAEDF did not reduce the question costs, due
to the documentation being inadequate. Examples include:

m Noinvoices and/or travel authorisation forms attached to credit card statements;

m  American Express statements were provided but the amount of the expenses mcurred
could not be located on the statements and/or;

®m - No invoices were provided for some of the expenses.



1.9

Board member’s expenses

Criteria;

m  Paragraph 10 (travel expenses) of the SAEDF pelicies and procedures manual details the

following regarding travel and accommeodation,

- The Board of Directors, travelling on fund business, shall be reimbursed for
documented. travel expenses, including transportation, Iodemg meals, and related
ftems, on the basis of actual expenses.

=AW American Express / Nedbank / Diners Clubscredit card holders are required to

“alfocate the costs reflected in the statement to ‘;ptuf' ic business related activities,
Once the costs have been allocated the statements must be autharised by cither the
CLEO or the CFO as is detailed in the procedures manual,

m  Attachment B of OMB Circular A-122 paragraph 18 details the following regarding
poods or serviees for personal use.

- Costs of goods or services for personal use of the organisation’s emplovees are
unallowable regardless of whether the cost is reported as taxable income to the
emplovees.

Condition: 707

During the review of the expenditure accounts the following was noted :

®  Travel expenses reimbursed to Board members are not supported by receipts and

invoices in all instances.

® Jn 75% of transactions examined there was no evidence that American Express, Nedbank
and Diners Club ¢redit card-holders allocated thcur staternent costs to specific business
related activities.

® In all transactions cxamined American Express, Nedbank :and Diners Club credit card
statements were.not authorised as is required by. cither the CEO or the CFO, and are
settled by direct debit order through the Bank,

Cause:

Poor management review or wilful non-compliancé to the SAEDF policies and procedures
manual and Attachment B of OMB Circular A-122 paragraph 18.

Effect:

& (osis mmcurred bv Board memibeérs coufd ‘not always be verified, as there was no

supporting doc:umentanon in all m%tances

As expenses mcurred on . Amcncan F\press / Nedbank / Diners Club credit card
statements were not alfocated to business related activities and these statements were not
authorised, expenses could have been paid for by SAEDF that did not relate to SAEDF
business.
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m  As the American Ixpress / Nedbank / Diners Club credit card statements allocation was
not adequately performed it was difficult to agree the expenses incurred on the credit
card with what was recorded in the General Ledger, this may have resulted in the
misallocation of expenses.

#  The effect of the above:on questioned-costs is as:follows:

| Business Expenses | $283,432| 875,566 $207,866

Recommendation: '

®  SALEDT management must ensure that it’s ‘policies and procedures relating to Director
travel are strictly adhered to and that in terms of OMB Circular A-122 SAEDF does not
pay for any. personal expenditure.

B The Contracting Qfficer should determine the allowability of $283.432 in questioned
costs ($75,566 ineligible and $207,866 unsupperted) and recover from SAEDF any
amounts determined to be unallowable,

Management Comments:

Vouchers for board member reimbursements were attached to all payments. In the majority
of instances the auditors reviewed documents in the incorrect cashbook. In other words they
reviewed documents attached to the local bank cheque number, when the payment was made
via SAEDF’s US-based bank.

When credit card statenients arrived from- Nedbank: copies  were made for Finance and
Accounting and the originals were handed 1o the cardholders. The cardholder attached all
vouchers to the original statement and idéntified all-busingss: or personal expenditure. The
cardholder signed the statement verifying the correctness of the information, Finance and
Accounting would then allocate the expenditure on the copy statements. Any unrcturned
original statements would be immediately evident, Statements were firstly reviewed by the

- department head, and then by Finance and Ac¢counting. Any questionable expenditure was

queried with the department head. It is agreéd that départment head approval was not evident
and should have been enforced. The American Express card was a SAEDF “lodge” card.
his meant that the card was held by SAEDF s travel agent and was dsed to book airfares
nd- hetel accommeodation. . No approval will be. evident on the Amex statement as the

' approval was signed via the purchase requisition, prior to purchase. In 1998, the newly

created Finance and Accounting department found the Diners Club credit cards as well as
' SAEDP s 1 lack: of credit card pohues at: the timeé insufficient, dﬂd the cards were cancelled.

2 Total question costs previously reported was $326,336.

27



New Nedbank credit cards were handed to staff after signing the newly generated credit card
palicy document.

The Chief Exccutive Officer and Chief Financial Officer were only required to
check/approve the statements for staff in their own department or for one another, not for all
staff. The Chief Financial Officer and dcp‘mmant heads reviewed the statements,
Management agrees that lhe senior manager ctmu]d xlgn the statements as proof of review
and acceptance. e S

SAEDF staff were not permitied to se the' SAEDF credit cards for personal expenses.
However, thi@ did occur ona coupie of occasi"o'm due to er'm'rs ar ﬁnancial predicaments. In

The auditor’s cause is incorrect {as above).

SAEDE board expenses were monitored via the monthly and quarterly management reports
and presented 1o the SAEDF board. The costs were usually high due to the distances, and
resultant airfare’ costs, involved in travelling to the meetings: As the board members are not
paid 1o sit on the 'SAEDF board the charges do not appear excessive. In future SAEDF
management witl make sute: the chiosen hatel accommndmlon comphes with the USAID per
diem allowances. =~ ¢ BERE

Management. feel that the procedures adopted above are satisfactory and do not reduce the

Jevel of financial control Therd’ore the expendlture is aIIowabie

KPAMG commem A

SAEDF prowdad us with- additional suppotting documentation for the question costs
originally reported. As a result of the additional supporting decumentation provided, the total
guestion costs have been reduced to $283,432.

However, certain documentation provided by SAEDF did not reduce the question costs, due
to the documentation being inadequate. Examples inchude: =

n Prmiding copics of invoices and airtickeéts = the originals could ot be'located;

m The invoice is the only- supporting documentation, but it is not authorised by an
- independent person and/or;

. ® . Travel and hotel invoices could not be located.

With regards to the ineligible question costs, valid documentation was provided by SAEDF
for the expenses but the amounts are stil] ineligible. Reascns for the amount being ineligible
include:

®  Excessive prices for flight tickets; :

B No valid reason for employces attending board mcetmrvs as well as travelling overseas
to attend these meetings and/or;

m  Excessive telephone costs and/or per diems given to employees being exceeded.



1.10

Officers and employces expeﬁses

Cri

STy

[Sfa-L 4N

' :._'Tr,n el costs are allowable whf.n Lhc;s, are drrectly attributable to specific work or are

incurred in the normal course.of administration of the organisation.

Such costs may be charged on an actual basis, on a per diem or mileage basis in lieu
of actual costs incurred, or on a combination of the two, provided the method used
results in charges consistent with those normally allewed by the organisation in its
regular operations.

®  FParagraph 10 {trave! expenses) of the SAEDF policies and procedures manual details the
f' ollo“ ing regarding travel and accommoddtlon -

: :Off‘cers and employees of SAI."DF traveiimg on fund business shall be reimbursed
~on the basis of a per diem rate, provided that such travel is approved by the CEO or
:his designee. These per diem rates shall be payable upon completion of the business

travel without receipts or itemisation by the officer.

Under ne circumstances will approval be given for lodging where total cost is greater
than 50% above the approved flat per diem rate for lecation.

Where the cost of the accommodation 1o be used is beyond the appropriate United
States Government per diem rates for the location, prior written approval of the
President and the CEQO must be sought. Upon return from the business travel,

documentary evidence for iods_mg in the form of receipts will need to be submitted

- together with the claim.

C (mdztlon

Durmf, the review. of the e\pendnure accounts the fbl]owmU was noted

When actual expenditure was paid t_he. per diem rate was compared to actual expenditure,

In approximately 60% of the transactions reviewed the actual expenditure was excessive
and there was no prior written approval from the CEO or his designee.

Actual travel expenses reimbursed were not supported by receipts and invoices in all
instances.

m  Unreasonable / excessive travel expenditure may be borne by SAEDF.

m  The cffect of the above on questioned costs is as follows:
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T$287.463

; Business Expenses
L

Recommendation:

m  The Contracting Officer should determine the allowability of $296,931 in questioned
costs (39,468 ineligible and $287,463 unsupported) and recover from SAEDF any
amounts determined to be unallowable.

Management Comments: @ .. . .o 1 . o L

"1t is unclear what the auditors are charging management with. Per diems were allowed for

'SAEDF credit card no lodging per diem was given. On approval of the travel form the travel
request had to comply with the ledging per diem rates, and to managéments knowledge did.
Siaff would then receive an M&IE per diem advance to cover expenses such as meals and
cther incidentals. Any personal expenditure was then netted off this advance when the
employee submitted his claim form on his return.

All reimbursements were required to have backing documentation. On very few occasions
vouchers/invoices were missing, However in these cases, the employee in question had to
request copy vouchers/invoices. Failure to do so would result in the employee having to
justify the expenditure (via memo) to the Chief Financial Officer and his department head.
Failure to do this resulted in the questioned amounts not being refunded to the employee.

The auditor’s cause s incorrect,

Some of the documentation appears to have been misplaced and is therefore impossible to
verify at this stage. However, SAEDF was able to recover a large portion of the disputed
amounts via the Accpac accounts payvable module. SAEDF is busy reviewing the Finance
and Accounting files and will not enceunter these problems again.

KPMG comment

SAEDF provided us with additional supporting documentation for the question costs
originally reported. As a result of the additional supporting documentation provided, the
question costs have been reduced to $296,931.

However, certain documentation provided by SAEDF did not reduce the wnsupported
question costs, due to the documentation being madequate. Examples include:

w Providing cheque requisition forms and/or credit card statements but no invoices could
be focated,

*Total question costs previously reported were $313.047.
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Credit card -statements and invoices exists but no travel authorisation forms could be
located;

No Diners Club statements were provided and the amount on the documentation for the
expense is not the same as the actual expense;

Expense amounts could not be identified on the credit card statements;

No supporting documentation exists for journal entries and/ar;

Travel authorisation forms are not signed by the CEO or his designee:

With regards to the incligible question costs, valid documentation were provided by SAEDF
for the expenses, but the amounts are still ineligible. Reasons for the amount being ineligible
include:

Per diem rates for employees being exceeded; .

No prior approval of actual acaommodatmn costs bem&, grcatgr than the approved per
~ diem ratc and'or;

 No valid reason for exeounve a-:s:stant/offcc manager atlcndmb USAID meetings in
' Tanzama '
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1.11

I'nreasonable / excessive ineligible costs
Criteria:
‘W OMB Circular A-122 paragraph 3 details the following regardirig Reasonableness of

costs:

A cost is reasonable 1f, in its nature or amount, it does not exceed that which would be
incurred by a prudent person under the circumstances prevailing at the time the decision
was made to incur the costs. In determining the reasonableness of a given cost,
consideration shall be given to:

a.  Whether the cost is of a hpe g._,encmtly recognized as ordinary and necessary or the
operation of 1he or;:,amzatmn or thc, pr.rtnrmance of the award.

b.  The restraints or requirements imposed by such factors as generally accepted sound
business practices, arms length bargaining, Federal and State laws and regulations,
: .and terms and conditions of the award. ' S

c. Wh‘ether the individuals concerned actéd ‘with prudence in the circumstances,
_Lonsldermg thur responmbllmes to thc., org,dmzatlon 1ts members, employees, and

d. :ng_.mf cant dc\ lations from the estabhshed pmctices of the organization, which may
“unjustifiably merease the award costs.’

m  Attachment B of OMB Circular A-122 paragraph 18 details the following regarding
Goods or services for personal use, _

- Costs of goods or services for personal use of the organisation’s employees are
unallowable regardless of whether the cost is reported as taxable income to the
employees.

Condition:

During the review of the expenditure accounts the following was noted

In certain isolated instances there were unreasonable or prohibited expenses, e.g.
purchase of aléohol; business class travel and actua] expenises. being greater than the per
digm rates Y

Fot one of the Bc:ard meetings held at the We‘:ichff hotel, Johannesburg, the bill for
accommodation included 33 “No Show” charges totalling $5,445 for bookings not taken
up, which is considered wasteful. The bill also included a charge ($506) for the Personal
Assistant’s accommodation, which is considered unnecessary and unrcasonable as she
lived in the Jehanneshurg area and did not need the accommedation.

Cause;

Tgnorance or wilful non-compliance to OMB Circular A-122 paragraph 3.



Effect:

m  Unreasonable/ excessive t:axggl_ ggper_ldi_turfe_ borne by SAEDF.

Reconmendation:

m SAEDF management must ensure that OMB Circular A-122 relating to
unreasonable/excessive expenditure is strictly adhered to,

m  The Contracting Officer should determine the allowability of $19,933 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management Comments:

At thc"timc't-he 'Chief: Executive Officer’s Persona] Assistant b-ooked board travel. It was her
opinien that all senior managers should not travel-on the same. flight, due to the key man risk.
Howgever, it was incotrect for SAEDT to pay for the expenses while in London.

Movies were classified as personal expenditure and were therefore deducted from the M&IE
aliowance paid to the employee. If the expenditure in question was not deducted from the
M&IE per diem then it was an error. USAID approved that SAEDT could incur expenditure
on alcohol for business-related meals.. The amounts were 10 be deducted from non-grant
income,

Assistant. This was agreed upon, as shc was unhapp_y about travelfmg home alone at mght.

The auditor’s cause is incorrect.

confirmed wnh the Westeliff that charges were for tmused room mohts SAEDF's comment
contradicts with their previous comment under 2.2 Appendix 2 (DLSlgn of policies — Travel),
where SAEDT management ‘state no-shows weére ‘unfortunate and- that organising board
meetings have always been difficult.

Inspected the additional documentation provided by SAEDF for the expenses incurred. The
question costs have been reduced to $19,933 from $110, 334,
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1.12

Unallowable expenditure
Criteria:

» Paragraph 2 of Atachment B of OMB Circular A-122 prohibits the use of program
income to purchase alcoholic beverages,

®  Paragraph 11 (meals and entertainment) of the SAEDF policies and procedures manual
states the following:

- The cost of amusement, diversion, social activities, ceremanials and costs relating
therete, such as meals, lodging, rentals, transportation and gratuities are unallowable.
In all cases, the costs of alcoholic beverages are unallowable.

Condition:

During the review of the expenditure accounts the following was neted regarding the use of
program income:

m  Purchase of aleoholic beverages to the value of $1,753.
Ceuse.

® Disregard for requirements of SAEDF’s policies and procedures mamal,

Effect:

8 Non-compliance with OMB Circular A-122, paragraph 11 of SAEDF policies and
procedures manual, Modification No 4 and paragraph 12 of the Grant Agreement,
resulting in questioned costs to the value of $1,753 being raised.

Recommendation.

B SAEDF management must ensare that it’s policies and procedures relating to paragraph
11 are strictly complied with.

®  The Contracting Officer should determine the allowability of $1,753 in ineligible
questioned costs and recover from SAEDF any amounts determined to'be unallowable.

Management Commentis:

USAID approved that SAEDF could incur expenditure on alcohol for business-refated meals.

The amounts were to be deducted from non-grant income.,

The auditor’s cause is incorrect.

SAEDF needs to allocate all such expenditure to a separate account so that it can be
deducted from non-grant income. Management will perform the reconciliation and prepare a
journal entry correcting the error.

Maunagement agrees with recommendation 2.
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KPMG comment

Documentation was provided by SAEDF for the alcoholic beverages. But the question cost
remains at $1,753 as there is siill non-compliance with OMB Circular A-122 and the Grant
Agreement.
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1.13

Inadequate documentation and audit trail

Criteria:

»  According to.Enclosure 3, paragraph 2B; of the Grant Agreement, the Grantee shall
preserve and mike available such records for examination and audit by USAID and the
Controller General of the United States, or their duly authorised representatives, until the
Grantee is liquidated and its assets distributed and such longer period, if any, as is
feasonably Tequired to complete ah audit and o resolve all questions concerning the
expenditure of the US Government funds and the Grantee’s compliance with the terms of
the agreement,

®  According: to. OMB Circular A-110, Subpart C. 21 (b) (7), a Recipients financial
management system shall provide for accounting records including cost accounting
records that are supported by source documentation.

" Pamgraph 75 (Prescn atlon of Recordq) of lht, QEAH)F pohcu,s and procedures manual

- SALEDF shall preserve and make available such records for examination and audit by
USAID and the Comptroller General of the United States, or their duly authorised
representatives, until SAEDF is liquidated and its assets distributed and such longer
period, if any, as is reasonable required to complete an audit and to resolve all questions
concerning the expenditure of the U.S. Government funds and the SAEDF’s compliance
with the terms of this agreement.

Condition:

During the review of the expenditure accounts the following was noted:

.was mwrrect]y capture % emi ledger

_.F ransactions selected the ieference number relating to the relex ant supporting
documentation’ as per the General Ledger did not agree to the supporting documentation

Difficulty was experienced in tracing the majority of transactions that went through the
accounts payable module to the suppdarting documentation,

Inadequate/Lack of supporting documentation:

- Inadequate supporting documentation to support the general ledger (Accounts Pavable)
entries, as all thc required documentation could not be located.

- Inadequate” <upportmg, documentation was  found  for approxunateiy 30% of the
transactions that related to support journal entries
In approximately 60% of transactions cxamined, no supporting documentation, in the
formn of invoices and til} slips, were filed for credit card transactions. The only
supporting decumentation was the credit card statcment.

Seme expenses were misallocated to the incerrect General Ledger expense accounts,



. In some instances bank stamped paid chequés were not attached to the supporting
documentation.

- The explanation on the petty cash reconciliation’s, were not always adequate to
determine the exact nature of the expense. - The receipts were also not attached to the
petty cash reconciliation and the validity of the petty cash expenses could therefore not
always be verified.

®  Nop-compliance with Paragraph 25 (Preservation of records) of the SALDF policies and
procedures manual.

Cause.

m - Poor managcmcnt superwsmn has allowed t!us defy uency to remain undetected.

» [nformation may h.we been ineorrectly capturcd from the suppomng documentation to
the Gcnera] Ledger due to human error.

»  Supporting documentation was relocated from archiving (Metro file) to the SAEDE
offices; this could have resulted in the supporting documentation not been properly filed
ot maintained,

Effect:

m [t was not possible to verify the validity of transactions selected for audit purposes, due
to missing information and insufficient audit trails. '

m  The lack of an adequate audit trial results in dowmentauon bemg incomplete.

m  The effect of the above on questioned costs is as follows:

Professional Services 9485267 0 $485,267
Employee Compensation and benefits °$60,5729 0 $60,529
Business Expenses Y I $1"4 G435 | 0 $124,945
Rdmm&other .| 52968 0 355,643
Totals - 0 i T '$930;384 0 $930,384

* Total question cosis previously reported was $781,698.
5 Total question costs previously reported was $84.581.
® Total question costs previcusly reported was $138,830.

" Total questibn costs previously reported was $273.821.
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Recommendations:

m  SALDF must maintain tecords in terms of their policies and procedures.

m - The Cnntractin.g' Officer should determine-the allowability of $930,384 in unsupported
questioned:costs and recover from SAEDF any amounts determined to be unallowable.

Management Corﬁmems:

1t is unclear what misa_!:I_o_catibns the auditor is 'talk'ing about.

Condition 1.8 is. incorrect, A]l reference numbers relate to a specific document. 1f the
reference is a “CB” it indicates that the Hem is a cashbook entry —.usually a cheque or bank

. transfer reference number. If the reference is a “AP” it refers t0 an accounts payable entry

and the reference number is a supplier invoice number. The only. difference would be
American Express, where invoice numbers could not be used, as SAEDF never received all
backing invoices. attached to the monthly statement. SAEDF had to allocaie the payment
directly from the Amex statement. Similarly “AR™ related. to accounts receivable and was a
SAEDF generated. invoice (usually to an investee for a debt payment). the auditors did not
rcalise that there are a few SAEDF cashbooks/bank accounts. The general ledger reference
for cashbook 04" is. the Wachovia check:account. SAEDF quickly found the chegque
requisition, cheque and copy. documentation are-in-the Wachovia cheque requisition file. It
appears that the auditors searched the “107 cashbook files, which was the Nedbank cheque
account in South:Africa. On.a number of occasions the. auditors stated that documents were
untraceable. On investigation SAEDF discovered that the reference that the auditors staled
was a cheque number.was in fact an Invoice number. A simple trace of the invoice, via the
Acepac accounts payable module, led to the original invoice and Personal payment. The
auditors also mistook bank transfer reference numbers for payment references, and therefore
could not trace the amount to source documents. :

Condition 1.d .45 incorrect.: Partly due to the problents mentioned above and partly due to
SAEDF Finance and Accounting staff not being able to trace the references themselves.
However with an understanding -of the use of references (as above) and with sufficient
knowledge of Accpac the transactions cap-easily be traced. SAEDF has all Accpac general
ledger databases on the SAEDF network:and:the accounts payable modules for most years.

-« By simply accessing “enquiries” and “vendor transactions” one can trace invoice numbers as
-well as the:matehing payment.

Regarding the lack of supporting documentation (condition 2):

::Cdﬁ'ditibﬁ 2.3 is incorrect, All of the Accpac sub-modules post into the general ledger, and
“then the general ledper retrieves the information. In ether words all the supporting

documentation for accounts payable will be attached to the payment. The only entries that
are manually captured info_the general ledger are Journai entries. Journals are filed in
separate files, with accompanying documentation. Wlhen batches are retrieved in all modules
they must first be printed before they can be posted. In this way there is always a printed
copy of every transaction posted to the general chger On teview it appears that some of the
Accpac printouts have been misfiled and other missing altogether. Even though these batches
cannot be re-printed the information can stifl be viewed in the Accpac daabase.
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The auditors did not understand the process of correcting journal entries. Essentially this wag
allmatmg an entry from ove account into another. No documentation was attached to the
journal as it would’ be attached to the orlganal pavment, and it would be pointless to copy
every document. The payment and invoice are traceable through the: réference number given
on the journal entry (via the cashbocok or accounts:pavable). Similarly, the auditors did not
understand the workings of the suspense account. Expenses that cannot immediately be
allocated to a particular account are allocated to the suspense account. Once the true nature
of the expense is known the amount is reversed out of the suspense account into the correct
expense account. Certain operational expenses are payable in advance. When paid the
payment is allocated, via the Acepac system, to the prepayments account in the balance
sheet. Journals are then passed each month releasing a portion of the payment, as per the
matching principle inaccounting, to the cxpense account in the income statement. The
anditors did . not understand  the process and therefore could  not trace the
documentation/payment.

The auditors had difficulty reconciling the amounts fisted on the expense claim forms (muiti-
currency) and the figures in the general ledger (US$). The sum total of the expense item on
the hotel bill divided bv the exchange rate will egual the expense clagim amount. On a few
occasions the'anditors used 'the incorrect exchange rate to trace th'e expense to the %ncral
form. 1 his pohcy meant: tha_t_ ‘SAEDF would contra the 'tdvance.abamst. the credit shown on
the claim form, thereby eliminating the need for journals ‘to correct minor exchange
differences. - The missing credit card documentation was a result of misfiled credit card
statements - and: documentation by’ thé recent Finance: and ‘Accounting staff, Files were
reconstructed: without fully understanding the existing filing systern resuitmg in documents
being misplaced or misfiled.

Management agrees with condition: 2.d. The allocation of expenses to the correct expense
account was due to management’s desire to present accurate financials. These re-allocations
were usually a result of the Chief Financial Officer disagreeing with the FM on a particular

allocation.

Murnoement agrees with condition 2:e. Cheques were previously. filed. together with the

" ghéque reguisition. SAEDF is currently re-filing the cheques into separate files. Note: Even
- though the cheques were attached to the reéquisition a register was completed each month,

and filed in the front of the cheque requisition file, indicating whether or not the cheque had
been returned.

to the che_que requisition, On rumbursmg, the petty cash the cash on hand was coumed by the
Financial Manager and the petty cash officer. On receipt the same 2 people counted the cash,
A receipt was signed and left in the receipt book.

The auditor’s causes are incorrect.
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All Finance and Accounting files were retrieved from Metrofile. SAEDF will review all files
at Metrofile and compile a checklist to account for future file movements.

Management, agrees that it must maintain its records in terms -of their policies and
- procedures.

SAEDF has managed to trace virtually all of the amounts that comprise the charge by
‘inderstanding the processes mentiened above, The amounts are therefore allowable.

KPAMG comment

SAEDF provided us with additional supporting documentation for the question costs
originally reported. Asa result of the additional supporting documentation provided, the total
question ¢osts have been reduced to $930,384,

However, certain documentation provided by SAEDF did not reduce the question costs, due
to the documentation being inadequate. Examples include:

»  Authorised memorandum provided but no invoice or travel authorisation form cculd be
located;
Inveices not authorised for payment;

a

m  Faxed or copy invoices provided — no ongmzﬁs could be located;

®  Diners club statement - no other documentation for the e:;pense item could be located;

u No supporting documentation for journal entries;

m  Providing application forms and course agendas for staff thaining but no invoices were
attached to the documentation;

w  Original quppomng"d’c’v’cumuudtlon was not provided. Only faxed or copy invoices were

located. :
®  No invoices were attached to the credit card statements;
m  No invoices wereattachied to bank transfer documentation; and/or
® No ifwaices, kinerary or travel forms attached to cheque reguisitions.
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- 1.14 EmpIO) e¢ Termination Costs

L rue_nu

According to paragraph 2.6 of the HR Policy Manual, no employee’s service may be

terminated, other than in the case of voluntary resignation” or contract expiry without

prior consultation with the CEQ. If retrenchment does occur the following must apply:
-a. -All possible cost-savings measures to avoid retrenchiment will be considered.

b. Redundant employees shall be informed of their position as soon as possible.

&, - Retrenched emplovees \wH be paid out accordmg to salary and length of
SGW]CC o

Also, full and pmpu consultations should be held prior to Lhe dcc:lsmn to retrench being
taken. : L

Condition:

For the years 1998 — 2003, there was no evidence that full and proper consultations were
held prior to the decision to terminate thc employees.

Manag:emem could thut} not mform us,_of the amount c)f termmdtion packages that were

.paid. to .employees, as no information regarding dismissals and termination packages

were available. Amounts were also spent on legal fees.

For the 2003-vear we idenlified $147,554 paid as a lump sum for four employees that
were asked to resign. \We could not obtain any evidence of Board approval for amounts
paid. An effective performance management system would not require the payment of
these lump sums. We could find no supporting evidence for $4,058 in travel related to
restructuring.

Cause:

Arbitrary decisions made by varicus CEO’s to terminate employees.
Lack of understanding of the HR Policy Manual.

Lack of proper contrals over termination of employees.
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Effect:

® labour relation issues including court cases could arise due to unfair dismissal of
employees (many in fact, did),

® Termination cosls may be inaccurate and mwhd and regarded as questioned costs
“(amount. unknown).

Restructuring Costs o $151,612 $147.554 $4.058

Recommendations.

'm " The Contracting Officer should determine the allowability of $151,612 in questioned

costs ($147,554 incligible and 54,058 unsupported) and recover from SAEDF any
amournits determined to be unallowable.

" Mariaoement Comment:
& .

‘\/Iana ement "n;:,ru.s W i’th"conditioh 1. I’Iist‘orically staff terminations havc been on 1he
Finance and Accountm;, and legal dcpartments, The primary cause was the Zack of
understanding of the South:African labout Taw and therefore a lack of understanding of the
steps necessary to affect the terminations. Historically the Finance and Accounting
departiment were informed of the termination decusxons aﬁcr-the fact and were informed of
the month™s salary to pay on termination.

Conditicm 2 is incnrrect All terminalions prior to "003 had detailcd Workings of the
dgnabase [he costs were allocated to the s d[dl’lCS expense account as the amounts were paid
via the payroll system, after deduciion of taxes.

The Inter:m Chief Execuitive Off'cs.r was given the amhorlty to detenmne the staffing
requirements of the Fund. He therefore dnuded that the SAEDF investment department
needed restructuring and therefore effected the terminations.

Management agrees with the auditor’s causes.

Management agrees with the recommendation.

KPMG comment
SAEDF did not provide us wnh any additional supporting documentation. The question costs
have therefore not been reduced. The question costs of $151,612 s1ill remains.



1.15

Annual Financial Statements

Criteria:

B According to Enclosure 3 section F paragraph 9a of the Grant Agreement details the
following regarding issue of the Annual [inancial statements,

- Audited Annual Financial Statements of SAEDF must be issued by January 31 of the
following year.

Condition;

“The Annual Financial Report for 2002 has not yet been issued due to the current
“developments:and is still in a final draft form; ' S

The Annual Financial Report for 2003 has not yet been prepared and there is no visible
~ presence of external auditors performing the external review for this period end; and

From a review of the Annual Finaneial Statements, the following was noted:

Annual Financial Reports Date Issued Issued before Janunary 31

Annual Report 2003 Audit not commenced No
Annual Report 2002 Not issued No
Anpual Report 2001 11 February 2002 No
Annual Report 2000 8 March 2001 - No
Annital Report 1999 27 March 2000 No
Annual Report 1998 14 December 1998 Yes
Annual Report 1997 19 January 1998 Yes
Cause:

m . Poor management or neglect to comply with the Grant Agreement.
Effect:

m  Management, USAID and other users of information are denied timely access to

©° management information needed Tor theit ovérsight and stewardship responsibilities,

Management comment:

Management agrees with condition 1 and 2. The 2002 and 2003 annual external audits were
stopped as a result of the US Regional Inspector General disqualifying SAEDF’s external
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SAEDF management always finished the annual financials before the due date. For most
years the delays in finalizing the annual financial statements were due to the following:

-Disagreement on the investment valuations,
-Finalisation of the audit report to management,

“Approval from the US branch of the external auditor with respect to compliance with
US GAAP.

Management agrees and will attempt to finalise the AFS prier to January 3 1, but as the
process has been delayed by the auditors /USIG audit it will take a while to complete.

KPMG Comment
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Performance Management:

Criteria’

m  According to Section B, point 3.3 of the approved SAEDF IIR Policy Manual,
performance appraisals should .be dong twice a year and serve as a basis for any
appropriate merit increases including salary increases. The merit increases should not be
granted to employees whose work performance is below SAEDY Standards.

Condition:

W We inspected the performance appraisals in the employee files. For some employees,
performance appraisals were not being performed twice a year as can be seen below:

Mumber of employees on 32 31 26 35 26 9
the payroll during the '

vear

Nomber of  employees 25 15 14 22 18 4

that did not have
performance appraisals

Percentage of employees | 78 % 48 % 54 % 63% 69% 44 %
that did not  have
performance appraisals

]

m  For the performance appraisals that were completed during the years 1998 — 2003, the
following was evident:

a. Certain performance appraisals were not signed by the appraiser and the
person being appraised.

b. Most performance appraisals were not detailed enough: there were no clear
objectives, responsibilities or areas for improvement. No individual ratings
were also given to the employees for the different categories to obtain the final
rating.

c. There was no set format for the performance appraisals. The appraisals that
were completed were in different formats.

Cause:

®m  Poor performance management and lack of proper procedures and guidelines for the
preparation and completion of performance appraisals,
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Effect:

# The absence of a documented performance appraisal svstem makes it difficult for
management to justify salary increases,

8 Staff morale may suffer if only a few emplovees obtain salary increases, and the
procedure is not consistent and transparent.

®  Inability to review the stall on a regular basis may impact on the organisation’s
perfonmance

®  Questions costs were raised under timekeeping.

Recommendations:

8 SAEDF must comply with its performance management policies.

Management Commients:

Appraisals were performed during these years and were signed by the appraiser and the
appraiscd. Original Finance and Accounting appraisal forms were filed in the SAEDF safe as
they contained confidential information. At no time during the auditors audit were SALDF
staff requested to provide these appraisals. SAEDF staff were appraised on performance for
the past 6 months.

The appraiser would identify areas that required improvement and communicate the facts to
the appraised. The appraised would then be required to identify training courses that would
assist in development in these areas. In the next appraisal the appraiser would again review
these areas. Staff responsibilities were detailed in their job descriptions and contract of
employment and it was thercfore unnecessary to repeat them in the appraisal form.,
Individual ratings were given but the percentages and numbers differed between
departments.

Management agrees with condition 1.c. The updated IR policy, currently being completed,
will rectify these issues.

Management agrees with the anditor’s cause,

It is agreed that the formats were not standardized in the early years. However in 2002, after
the initial McKinsey report. a standardized appraisal process was adopted. Staff strengths,
weaknesses, deliverables etc were all detailed in the appraisal form. The updated HR policy,
currently being completed, will rectify these issues.

KPMG comment

SAEDF did not provide us with any additional information, the original finding thus
remains.
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1.17 Authorisation of expenditure

Criteria:

Paragraph 6 (accounts payable) of the SAEDF policies and procedures manual states the
following:

- Invoices must be reviewed by a person independent of the person who requisitioned
the purchase. . o
- For expenses to be paid a cheque requisition must be completed and the appreved

- Once an invoice has been paid the package of documents containing the cheque
_requisition, purchase order and original inveice should be stamped “paid” to avoid
duplicate payment.

® - Paragraph 10 (travel expenses) of the SAEDF policies and procedures manual states the
following: .
- All American Express / Nedbank / Dincrs Club gredit card holders are required to
allocate the costs reflected in the statement to specific business related activities.
Once the costs have been allocated the staternents must be authorised by either the
CEO ot the CFO.
m  According to sound business practices and VAT Jegislation expenses shoutd only be paid
on original documentation, i.e. invoices.
Condition;

During the reviewof the expénditure accounts the following was noted:

Invoices were not reviewed by a pérson independent of -the person requisitioning the

purchase. Tt was not clear who had requisitioned the purchase, as there were no purchase

orders.

Forapproximatély 90% of documentation examined, including the expense claims

There was po evidence that credit card statements were authorised in any of the
transactions examined. Credit card balances were paid direéctly through debit order.

Of the transactions examined 75% of the credit card statements reviewed did not contain
an allocation of expenses to specific business related activities,
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Cause:

m  Poor management review, or wilful non-compliance to the SAEDF policies and
procedures,

Effect:

m  This impacted on segregation of duties and may have resulted in goods and services
procured being used for non-Fund purposes.

m  As the package of documents is not stamped “paid”, this may have resulied in duplicate
_payments being made.

& Payment of expenses on copies of invoices may have resulted in duplicate payments and
invalidate VAT claims. ..

w' As credit card statements were not authorised, pavmmts mav have been made for invalid
expenses. :

m  As credit card expenses were not allocated to specific business related activities, specific
gxpense accounts could be misstated resulting in an inaccurate analysis of SAEDF’s
expenditure.

Recommendations:

®m  SAEDF. management must.-enswre that it’s policies ‘and procedures relating to the
authorisation and payment of all expenses are strictly complied with.

Management Comments:

The reason for an independent person reviewing the invoice was 1o prevent the possibility of
fraud. However, with the introduction of the Procurement Manual this risk was eliminated as
the originator approved the purchase requisition, the Chief Financial Officer/Financial
Manager approved the purchase order and then the originator approved the invoice. It was

SAEDF’s view that as the originator was responsible for his own budget he should also be
- reqmred fo approve the .invoice. By approung the invoice. 111e ongmator checked the

Accpac accounts payable module has a2 feature that prohibits the capturing of an invoice

.marte than, once. In addmcm SAEDF pohcy was: 1o, only pay ongmal invoices, In thc event

that cupy documemataon was attached to expense claims as all ongmals were attached to the
credit card statements. (where payment was made by SAEDF credit. card) Again, this is an
c,xamp}e of the audltors mxsnnderstandmg of the processes involved. For travel

trip as \&E“ as the relmbursements in 1ater ycars 1t does, however, appear that this

spreadsheet was not wtilised and the pmsdamty for reimbursing an employee more than once

_could occur. In future SAEDF will stamp the documentation “paid” to avoid duplication,
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Credit card policy was that documentation was attached to-the original eredit card statements
(Finance and Accounting allocated the copy statement for capture into Accpac). The original
statement was then signed by the cardholder and reviewed by the department head. The
mlssmg cradlt card documentatlon was remlt of misfil Ld crcdit card statemcnts and
fully’ undurstandmg the emctmg f"lmg systern,’ rcsu}tmg in docamcnts being misplaced or
misfiled: :

The auditor’s cause is incorrect, Flowever management does agree that the procedure needs
to be reviewed and updated.

Munsgement agrees with the recommiendation. In - addition management feel that the
procurement process controls need to be enforced and updated.

KPAMG comment

SAFDF po!tcy manual has not been chanﬂcd to md:cate that invoices do no need to be
approved by an-independent person and thus this condition is still applicable. We could also
not-find evidence in'most cases that purchase orders were completed for specific expenses.

49



1.178 Bank Reconciliation’s: Prior to 1997

Criteria:

According to section 5.3 of the SAEDF’s Accounting manual, reconciliations between the
cashbook and the bank accounts should be performed periodically but not less then once a
month. The reconciliation’s will be subject to regular review by the CFQO and periodical
review by the CEQ.

Condition;

a. N_o_gg_r_:neral ledgers or cashbooks were found for periods prior to 1997,

b. The boxes with bank reconciliations for this period, were scrutinised and the
following was identified: R

® Not all the bank reconqi]iat_ion’s for the pe_rio_d _p_rio_r 1o 19_97_ were available

"'m.. None of the bank reconciliations performed during this. period were reviewed by either
the CFO, CEO or Financial Manager, i.e. the reconciliations were not signed as evidence
of review

m The Nedbank Cheque Account reconciliations for 1996 and 1997 had a long list of
reconciling items, but the dates from which these items have been outstanding, was not
indicated on the reconciliation. It could thus not be determined for how long the items
have been outstanding.

Cause:

a. The general ledger and cashbooks for period pricr to 1997 had been lost due to poor
record keeping and information on the system had not been adequately backed up
due to a lack of formal disaster recovery process.

b, Bank reconciliation’s for certain periods have not been done or may have been

misplaced. Poor management oversight is the cause of a lack of review of bank
reconciliations.

Effect:

a. Non-compliance with SAEDF’s accounting manual and the accuracy and validity of
information for pericd prior to 1997 cannot be verified.

b. The integrity of bank reconciliations for this period is in question and the possibility
of irregularities cannot be ruled out.

¢.  Uncertainties as to the completeness of program income,
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Recommendation:

w» SAEDF management must ensure that it’s policies and procedures relating to the bank
reconciliations are strictly complied with,

Management Comment:

The SAEDF accouriting system was maintained by an accounting firm prior to Oct 1, 1997.
A Chief Financial Officer was appointed near the end of this period, but left SAEDF. In
January 1998 a new Chief Financial Officer was appointed and then in March 1998 the
Financial Manager and Accountant were appointed. Reconciliations-and records comprised |
cardboard box and were hopelessly inadequate. From March 1998 the full time department
“had to reconstruct the department, repdrts, reconciliations, etc. It-was for the same reasons
mentioned by the auditors that prompted SAEDF management and board to appoint the full
time department. Bank recons could not be located. If located they would not have been
approved by a Financial Manager or Accountant as none of these positions existed.

Management agrees with the auditor’s causes.
Management agrees with the recommendation. Since the introduction of a full-time Finance
and Accounting department the processes. did improve, For the period prior to this, it is

agreed that most documents are missing and it is difficult to determine if bank recons were
compleied. Management will strive to continuously improve controls in this area.

No additional evidence was provided, finding rernains.
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1.19

Bank Reconciliation’s: 1998 - 2003

Criteria:

According to section 5.3 of SAEDF’s Accounting manual, reconciliations between the
cashbook and the bank accounts should be performed pcriodically but.not less then once a
month. The reconciliation’s will be subject. to regular review by the CFO and periodical
review by the CEO. :

Condrtzon:

For.the vears, 1998 — 2003, no authorised bank reconciliations were available for some
month’s bank accounts, as follows:

® Tor the years 1998, 1999, 2000 and 2003, certain bank reconciliations were not reviewed
by the Financial Manager or CFO. :

® The reconciliation’s were also not periodically reviewed by the CEQO.

Cauge:.

m ' Bank reconciliation’s for certain peﬁods eﬂher havc ot been done or may have been
misplaced.

® Poor management oversight is the cause of a lack of review of bank reconciliation’s.

Effect:

m Non-compliance with SAEDF’s accounting manual and the accuracy and validity of
missing reconciliations cannot be verified.

Recommendation:

® SAEDF management must ensure that it’s policies and procedures relating to the bank
reconciliations are strictly complied with.

Management comment.

Bank reconciliations were performed monthly. The reconciliations were performed by the
Accountant and reviewed by the Financial Manager. Periodically the Chief Financial Officer
used to randomly sample/review the reconciliations. At month-end a “Bank reconciliation”
checklist detailing all the bank account was initialled by the Accountant. The Financial
Manager would then review the bank recons and sign the “Monthly Controt Checklist”™. The
Chief Financial Officer reviewed the checklist every month, and copies of the signed
checklists were attached to the monthly Management as well as quarterly Treasurer’s reports
for review by the rest of SAEDF management (Monthly and Treasurer’s reports) and the
SAED¥ board (Treasurer’s Report only). A review of the SAEDF bank reconciliations
showed that the above procedures were adhered to for a vast majority of the period in
question.
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The bank reconciliations were never reviewed by the Chief Executive Officer. However the
Chief Financial Officer reviewed the reconciliations on a periodic basis. :

Management agrees with the auditor’s causes.

Management agrces with the recommendations and will strive to continuously improve
controls in this area, Management, however, do not feel that it is necessary for the Chief
Executive Officer and Chief Financial Officer to review bank reconciliations, Once the Chief
Financial Officer is appointed he will periodically review the bank reconciliations performed
by the Accouiitant (and primarily reviewed by the Financial Manager).

KPMG Comment. .

No additional ¢viderice was provided, finding remains,
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1.20 Unreasonable cos.tis.; .

Criteria:

m  According to OMB Circular A-122: *A cost is reasenable if, in its nature or amount, it

circumstances prevailing at the time the decision was made to incur the costs. In
determining the reasonableness.of a given cost, consideration shall be given to:

- Whether the cost is of a type generally recognized as ordinary and necessary or the
operation of the organization or the performance of the award.

- The restraints or requirements imposed by such factors as generally accepted sound
business practices, arms Jength bargaining, Federal and State Jaws and regulations,
and terms and conditions of the award. '

- Whether the individuals concerned acted with prudence in the circumstances,
considering their responsibilities to the organization, its members, employees, and
clients, the public at large, and the Federal Government.

- Significant deviations from the established practices of the organization, which may
unjustifiably increase the award costs.’
Condition:
During the review of the expenditure accounts the following was noted
Telephone costs claimed by empfoyees:
m  There were instances were telephone costs claimed during business appeared excessive.
For example:

e Anemployece claimed $1,372 telephone costs at The Mayflower Hotel for a 6-
day business trip. The amount was on the individuals room account and there
was no indication on the bill that this was business related.

e Anemployee claimed telephone costs of §2,173 while travelling, there was no
indication on the invoice that this cost was business related.

o AT &T telephane costs of $4,989 were incurred and the only supporting
documentation relation to this expense was the credit card statement,
Management could not present an invoice relating to this expense.

Security costs:

®  During the 2003 year, a total of $2,069 was paid for the instatlation of security gates at
the residence of investment officers (both SA residents)

Cause:

Minimal efforts were made by management and officers of the Fund to reduce telephene
costs.
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Effect;
m  The free spending leads te wastage of USAID funds.

® The lack of control over telephone expenditure leads to the posmbxhty of personal
expenditure paid from USAID funds.

m  The effect of the abuve on questioned costs is as follows;

Business Expenses 98,747 $6,5:f'4 $2.1 73A
Admin and other $11,812 $11,812 0
Security - $2,069 : $2,069 ' 0
Total £22,628 §£20,455 | 52,173
Recommendations:

m The Comractmg Officer should determine the allowability of $22,628 in questioned costs
(326,455 ineligible and $2,173 unsupported) and recover from SAEDF any amounts
determined to be unallowable.

Management Comment:

Telephone expenses, while travelling, were charged to the hotel room and therefore to

SAEDF, via the company credit card. Copies of the hotel bill were attached to the expense

claim submitted on return to the office. The expenditure would therefore have been reviewed
via the credit card statements, via the expense claim and finally via the detailed monthly
“travel” report (included in the Management and Treasurer’s Reports),

AT&T charges related to SAEDF board meeting conference calls and the Chief Executive
Officer’s calling card (used in the USA). As the costs were incurred while calling from the
USA to Scuth Africa it is understandable that the costs are high. However the card was
utilised, as the call costs were significantly lower than calls made from hotels. It is agreed
that there should have been a formalised approval process, administered by the Chief
Financial Officer.

The SAEDE board approved the installation of security syvstems for certain SAEDF
cmployees (see March 2000 board minutes).

The auditor’s cause is incorrect. Management does not agree that the costs are excessive, but
agrees that costs should be monitored to prevent abuse.

® Toral questivn costs previeusty reported was $9,348
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Management agrees with the recommendation.

PMG comment

SAEDF provided additional supporting documentation which reduced the total question
costs to $22.628. No evidence was provided that telephone costs incurred at hotels were
monitored and investigated.
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1.21

Advertising and Promotions

] Accardin'g to OMB Circular A-122, Attachment B, paragraph lc, the only allowable
advertising costs are those which are solely for:

- The recruitment of personnel required for the performance by the organisation of
obligations arising under a sponsored award, when considered in conjunction
with all other recruitment costs.

- The procurement of goods and services for the performance of a sponsored
- award. -

- The disposal of scrap or surpius matenals acqun'ed m the performance of a
sponsored award. o RRERE

Condition. Ll

- w -During the review of the expenditure accounts the following instance was noted:

Advertising and Promotion Costs:

® Included in the promotions account was the cost of Ambassador Andrew Young’s
birthday party $2,500, such costs are prohibited in terms of OMB Cireular A-122.

Cause.
wm Ignorance or wilful non-compliance to OMB Circular A-122,
FEffect:

Non-compliance with OMB Circular A-122 leading to question costs of $2,500.

Admin and other

Recommendations.

» The Contracting Officer should determine the allowability of $2,500 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable,

¥ Total question costs previously reported was $4,830.
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Management Comments:

USAID approved that SAEDF could incur such expendituré as tong as it was deducted from
non-grant income. SAEDF needs to allocate all such expenditure to a separate account so

that it ¢an’ be deducted from non-grant income. Management will perform the reconciliation
and prepare a journal entry correcting the error.

The former SAEDF Chief Executive Officer approved the expenditure in order to help
promote SAEDF’s image in the region. It is understood, as they involve self-promotion, that
these expenses cannot be paid out of Grant funds, but can be paid from “Reflow” funds. The
expense was correctly allocated to the “suspense™ account in the balance sheet. This account
kept track of all expenditure that did not comply with OMB requirements. In September

2002 the Finance and Accounting department incorrectly re-allocated the expense to the

“promotions” account in the SAEDF income statement.

The auditor’s cause is incorrect.

Management regards the expenditure as allowable for the reasons mentioned above.
KPMG comment

SAFEDF provided us with additional information which reduced question costs to $2,500.
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SF-272 .
Criteriaz . SR -
m  According to Enclosure 3 section F paragraph 1 (Reporting) of Grant Agreement.
- SAEDF must submit an S§F-272 “Federal Cash Transactions Report” within 15
working days following the end of each month. For the purposes of preparing

SE-272; SAEDF should report the use of Federal Grant funds only and be net of any
income reflows.

Condition.

For the period under review, the following period’s SF-272s were not available:
m  April 2003 to September 2003;
&  August 2002 to September2002; - -

For the period under review, not one of the SF-272s were ever completed and submitted
within the 15 day limit.

Effect:

m  Non-compliance to Annexure B section F paragraph 1 (Reporting) of Grant Agreement.
Cause:

® Poor management or ignorance.

Recommendations:

m SAEDF management must ensure that reporting deadlines with regard to SF-272s are
complied with as required by Annexure B section F paragraph 1 (Reporting) of Grant
Agreement,

Management Commient.

The SF 272’s for April 2003 to September 2003 have not been completed.
The SF 272’s for August 2002 and September 2002 are missing from the file.
Submission dates are communicated verbally to USAID and they were not concerned by the

late submissions. The only stipulation at the time was that SAEDF would not be permitted to
draw any funds down if the returns were not up to date,
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The auditor’s cause is incorrect. Management feel that the presentation of final/correct
figures to USAID is far more important that the presentation of estimates. The delays were
caused in an attempt to capture all expenses in the month they were incurred. In future the
month end cut off will be moved a few days earlier so that the financials are completed
earlier and therefore the SF272 and SF269 returns submitted on time:

Management agrees. SAEDF will comply with the deadline once the current audit/s are
complete and the HR issues in the department have been resolved. Previously, the deadlines
were missed as SAEDF wanted to present final/correct figures, instead of closing off the
month and having to pass corrections in the following month.

KPMG comment

SAEDF provided us with additional evidence and the finding was adjusted accordingly.
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1.23

Appoiﬁf'rﬁént of recruitment agencies

Criteria:

a. According to OMB Circular A-122, Attachment B, Paragraph 44:

®  Costs of “help wanted” advertising and operating costs of an employment office
i, necessary to secure and maintain an adequate staff are allowable to the extent that
such costs are mcurred pursuant to awelk, managed recraiiment program.

b. Paragraph 6 (accounts paydble) Of the SAEDF pohc;es and procedures manual details
the following w1th respect to the obtammg of quotations,

= Orders less than $3 000 requxre one quotation.

®  Orders greater than $3, 000 ss_ :than $30,0Q0--reqnire fhree quotations.

& Orders greater than: $30,600
of four senior managers.
rev:eWed.--

" Condition:

For the years 1998 — 2003:

a.

There were no formal contracts between SAEDF and recruitment agencies. A

- recruitment. fee of $31,496 was paid. 1o Equal Access Consulting (EAC) for the

| _ appointment of a former CEO during 2002. A previous CEO was the Chief Operating

Officer of SAEDF prior to his appointment as the CEQ. There was no contract in
place between SAEDF and EAC, which stated that SAEDF was responsible for this
venﬁeat:ons on the candidates that they subm:tted to SAEDF (see comment in
Appendix - 2 regarding fi nanmal managers appomtment under Appointment of

_ emp[oyees for ﬁrrther details).

" The commiseion rate charged by the eniployment agencies. is not agreed by SAEDF

prior to appointing the employees and the percentage commissioa eharged in certain

recru:tment agenmes varied between 16 ~ 19%, wl'uch is. reasonabie But, in 2002,

... only one agency was used, Equal Access Consulting (EAC), and the rate charged by

EAC was between 20 — 22%, which appears excessive. Subsequent to this issue being
raised by us, EAC reduced the commission rate to 17%.

There is also no evidence that a tender process was followed in the appointment of
recruitment agencies.
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Cause:
a. Management lack of understanding of OMB Circular A-122.

b, There was and currently is no contract committee in place. (This has been highlighted
under Appendix 3, note 1.6).

Effect:

a.- The lack of a well-managed recruitment program, specifically during 2002 has resulted
in questioned costs of $84,143 (this includes the amount of $31,496 mentioned above)
and may have impacted on SAEDF’s ability to recruit the best candidate for the job.
Selected recruitment companies may. charge excessive commission rates as compared
with other recruitment companies.

b. Non-compliance with SAEDF’s policies and procedures refating to the obtaining of
quotations and approval by a contracting committee.

The effect of the above on questioned costs is as follows:

SHiREEHInG S HE I

| E'nﬁaplyee Compensation and benefits | $74,43 $4, 143 0

Recommendations:

& SAEDF should comply with existing criteria with regard to the appointment of recruiting
agencies.

®  The Contracting Officer should determine the ‘allowability of $84,143 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management Comment.

Management agrees with condition a. Management agrees that SAEDF should not have paid
the recruitment fee for the Chief Executive Officer. Management is of the opinion that the
Chief Financial Officer failed in his fiduciary duties in this regard. He has since resigned
from SAEDF. It is not evident why a percentage of 20% was agreed upon and management
agree thal the pércentage was high.

- Management agrees with condition b. The decision to-appoint one recruitment agency was
taken by the, then, Financial Manager and Chief Executive Officer. They decided that the

recruitment need of SAEDF would be served best by using-one company. This would build a
relationship with SAEDF and thereby reduce the time for recruiting new employees.
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Management agrees with the auditor causes. However, the expenditure was incurred as a
result of the Chief Executive Officer and Financial Manager concluding a contract without
the knowledge of the other senior managers. Although the amounts fell within the Chief
Executive Officer’s authority levels, it would have brought valued input into the contract and
eliminated any appearance of a lack of transparency. It is therefore essential that the Chief

Management agrees with the recommendations.
KPMG comment:

SAEDF did not provide us with any additional information. The original finding remains.
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1.24 ~ Training

Criteria:

m  According to OMB Circular A-122, Attachment B, paragraph 53:

Costs of preparation and maintenance of a program of instruction including on
the job, classroom, and apprenticeship training is allowable. Also, tuition and
fees as well as training materials, textbooks and salaries and wages of trainees
are allowable.

Specialized programs specificaily designed to enhance the effectiveness of

exgcutives or managers or to prepare employees for such positions are

Costs of part-time education including that provided at the organization’s own
facilities, are allowable only when the course or degree pursued is relative to
the field in which the employee is now working or may reasonably be expected
to work.

& According to OMB Circular A-122, Attachment A, point 3:

A cost is reasonable if, in its nature or amount, it does not exceed that which would be
incurred by a prudent person under the circumstances prevailing at the time the decision
was made to incur the costs. In determining the reasonableness of a given cost,
consideration shall be given to:

Condition:

Whether the cost is of a type generally recognized as ordinary and necessary or
the operation of the organization or the performance of the award.

Whether the individuals concerned acted with prudence in the circumstances,
considering their responsibilities to the organization, its members, employees,
and clients, the public at large, and the Federal Government.

Significant deviations from the established practices of the organization, which
may unjustifiably increase the award costs.’

Staff has been sent on expensive training course that may not have been appropriate or
formally linked to their development needs, and may have been wasteful, for example:

During October and November 1997, 2 employees had attended a specialised Venture capital
Training Course in USA, The total cost of the course was $53,698. This cost included fees,
plane tickets, hotel accommodation and transport. The amounts appear to be excessive and
there does not appear to be any contract binding the employees to remain in SAEDE’s
employ foowing such expensive training. They have in fact since left.
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During 2003, 6 employees attended a Venture Capital Training course in Atlanta. The total
cost of the course including fees and accommodation costs: is $23,502. In view of the
unacertainty of SAEDF’s fiture as well as the volatility of staff at SAEDF (C. Malindi left
three months after the course), the appropriateness of the-decision to send staff on training
courses at present is questioned.

Cause:

m  There is no formal HR policy on staff training,

Effect:

#  The cost of training courses attended by employces may have been excessive and may
not necessarliy have benefited SAEDF; =+ 7+ 7

qProfésswnai Servms ) ’ $53 698 T $53 698 0

Employee Compensation and benefits $23,502 523,502 0
Totals $77,200 $77,200 0
Recommendations

s The Contracting Officer should determine the allowability of $77,200 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable,

Management Comment:

SAEDF, at the time, could not locate any suitably qualified private equity professionals. The
Chief Executive Officer recruited senior staff that had investment experience and decided to
train them in the USA — hence the course. The course was an extensive senior management
course and the fee was reasonable at the time. There was and still is no comparable course, in
terms of quality, in South Africa. SAEDF has always adopted an employee-determined
approach to training. While preparing the annual operational budget SAEDF employees
decide what courses they would like to attend for the coming year and, with their department
heads agreement, include them in the coming year’s budget. The departmiental head decides
if the course will be beneficial to SAEDF and the employee or not. In addition budgeted
amounts are provided for US training courses for the investment and Finance and
Accounting departments. In 1998 it was SAEDF policy that employees from Financial
Manager and above (Finance and Accounting) and Analyst and above Investments) qualified
for overseas training once they had been with SAEDF for 2 years. It was SAEDF’s view that
the employee had already worked off the cost of the course and was not concerned if the
employee left SAEDF soon after completing the course.
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‘Restructuring has no relevance on the training process. In 2003 SAEDF was instructed to

“carry on business as usual” during the Chief Executive Officer lawsuit and subsequent

- USAID audlt Had SAEDF cancelled trammg courses that staff were entxtled to would have

emplovee. It must also be mentioned that the US course frequently attended is the US

LI

Venture Capital Association Conference, which relates directly to SAEDF’s business.
Management agrees with the auditor’s cause.
Management regards the expenditure as allowable for the reasons mentioned above.

KPMG additional work performed:

) SAEDF dld not prov:de us w:th ay addltmnal information. The orlgmal finding remains.
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1.25

‘Program Income

Lriterich

Modification number 4 poin't:':D:df' theGrant Agreement states:

“Program Income’ shall be lised to further program objectives and shall be subject to the
same terms and conditions as funds provided under this agreement. The definition

' '_regardmg Program income is:

o Interest earned on funds
e  Other program income prior to their expenditure

¢ [Income ecarned by grantee on any activities financed by

i Program Income, including loan repayments proceeds from

sale of equity: investments, fee income and other cash re-
flows. T R S .

preserve and make available such records for examination and audit by USAID and the

. Controller General of the United States, or their duly authorised representatives, until the

Grantee is liquidated and its assets distributed and such longer period, if any, as is
reasonably required to complete an audit and to resolve all questioned concerning the

expenditure of the US Government funds and the Grantee’s compliance with the terms of

the agreement.

Condition:

Prior to 1998: No ledgers could be located for this perlod Investments were also made

_from 1998 thus no significant program income for this perlod There were also no

'IIICOIBE

1998 & 1999: Program income was kept separately in an account and reconciliations
were done indicating the movement in the account.

_;Qbeforg_a_ny new draw downs could b_e_made from the US Treasury. The program income

" lost ifs identity.

Program income recongiliations were still done indicating what shouid be in the account.
The balance per the reconc111at10n per the Treasurer’s report did not agree to the bank
account s T
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m  2002: By scrutinising the program income bank account reconciliation as per the
Treasurer’s report, it is apparent that some of the income was recorded in the account,
but there were various transfers made from the account to other accounts, All program
income was alsp not transferred to the account. The reconciliation indicated what the
balance in the account should have been, but this balance did not correspond with the
bank balance as per the bank statements.

m 2003: No program income account reconciliation was prepared for the 2003 financial
year. By scrutinising the bank statements for this period, it is apparent that operational
payments were made from the account.

Cause.

= The inconsistent freatment of program income funds is due to differing understandings of
the- nature and permifted use of funds, as well as apparent changes in instructions as to
the use of program income,

Effect:

m Program income funds received fost its identity and has been used to make operational

payments, some of whlch ‘may not be perm1tted by the Grant Agreement.

Recommendation:

8  We recommend that this issue is discussed at a high level and clarified once and for all.

Management comment:

' 'madequate From March 1998 the full time department had’ to reconstruct the department,

reports, recons,
Management agrees with condition 2.

Funds were transferred from the various SAEDF bank accouats into the Reflow account on a
quarterly basis. If the amounts were significant transfers were done more frequently, At the
time of the auditors revigw it is possible that the transfer bad not yet been done, and the
Reflow account balance was therefore lower that what it should have been.

Management agrees with condition 4.’ Management was told to utilize all existing (non-

commiitted) ﬁmds for Qpcrauor_ls and mvestments before USAID/US Treasury would approve

performed every month it apﬁcars that the auditors did not refer to the correct documents.
SAEDF reviewed to reconciliations and alt appeared to be in order.

meninoned was to recoricile the ’oank Baldnce to the accumulated Reflow account figure.
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Managements understanding was that this money would eventually be deducted from
investment capital payments, which were to be returned to the Treasury, and utilized for
sustainability post USAID.

Management agrees with the auditor’s cause.

Management agrees with the recommendation.

KPMG additional work performed

Under condition 4 we did not say that bank reconciliations and balance sheet reconciliations
were not done, we stated that the balance of the Program income account per the Treasurers

report did not agree to the bank-account as the Program income bank account, as this account
had lost its identity during 2001, Our original finding remains.
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1.26.1

African B'ai:i:kz.'(.:,‘orporation Holdings (“ABCH”)

Investment limits

Criteria. ST L

Paragraph C of Modification No.06 to the Grant Agreement siates that the grantee shall

approved by the SAEDFﬁ'Bﬁard::and-Grants Officer,

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equity investments, the “maximum investment shall not exceed

$1,000,000 or 2% of the fund’s value whichever is less”.'®
Condition:

On 27 August 2002 SAEDF made an investment of $5,000,000 in ABCH, which is in excess
of the policy amount.

Cause:

Management believed that the limits, as stated in the criteria, were increased due to the fact
that the SAEDF Board imcreased the Investment Policy Committee’s authorisation limit to
$5,000,000 during a Board meeting held on 27 February 1999. However, this increase was
never submitted to USAID for formal approval.

Effect:

m The investment of $5,000,000 was not properly authorised. The amount in excess of
$1,000,000, i.e. $4,000,000 is therefore questioned as an ineligible cost.

Recommendation:

m The Contracting Officer should determine the allowability of $4,000,000 in ineligible
guestioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment.

Section B of the Grant Agreement provides that the board of directors and executive
management of the Fund, “will have maximum flexibility in the manner in which the Fand is
structured and its strategic and operating decisions, subject to the provisions of the Grant

' In the absence of a definition of “fund’s value™, and for the sake of practicality and a conservative approach we
have uniformly applied the $1 million threshold as the investment limit in computing questioned costs.
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Agreement: This provision permits the board and management to freely make operational
decisions provided they do not conflict with the provisions of the Grant Agreement. The
- Grant’ Agreement does not stipulate investment authorities and contemplates that decisions
regarding fall solely within the ambit of the Board and Management.

Accordingly, on June 17, 1998, a decision was taken by the board to increase the investment
limits of the investment committee and tocal management as foliows:

Investment Policy Committee from US$IMM to USS2.5MM .- -

On February 25; 1998, a decision was taken by the board to further increase the investment
authority of the investment committee and local management as follows: ...

Investment Policy Committeg from US$2.5MM to US$SMM

Local Managenient: from USD 1" MM to USD 2.5. See Appendix A2 and A3 for copies of
the Board Minutes containing this resolution.

KPMG s additional work performed:

The originals of the Minutes of Strategy Session of the Board of Directors and On-Site
Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:

“Resolved, that the investment credit authority of the Investment Policy Committee for a
single transaction or a company (whichever is applicable) be, and same hereby is, increased
Jrom USD 2.5 million to USD 5 million;

Resolved, that the investment credit authority of SAEDF's on-site management for a single
transaction or company (whichever is applicable) be, and same hereby is, increased from
USD I million to USD 2 million;

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect
to a properly approved transaction pursuant to the joint signature of either the President
and the CFO or the President and any twa senior vice presidents of SAEDF.”

However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee
shall provide USAID with ihe Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer.

Section 12 of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the prior written approval of USAID, it will not make any material change in its corporate
structure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
contrary to-the terms and conditions of this Grant or applicable legisiation.
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The increase approved by the Board of Directors {(discussed below) would constitute a
significant change in Corporate Investment Policy as the increase in the authority lmit
would have a significant impact on the risk of the Fund and this change should therefore
have beenapproved by USAID.

There is no evidence that the increase in the investment authority was reviewed and
approved by USAID.

KPMG conclysion:

Based upon the review of the. documentation and .information subsequently provided by
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors
relating to the Investment limits. However this: relates to a change in policy that was not
approved by USAID and should therefore not be allowed in terms of Section 12 of Enclosure
3 to the Grant Agreement. The increase in the authority limits constitutes a significant
change in Corporate Investment Policy and without approval by USAID, the original finding
still remains and an amount of $4,000,000 being the excess funds disbursed over the
$1,000,000 investment limit is therefore ineligible. and a questioned cost.
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~1.27

1.27.1

Ahanang Construction CC (“Ahanang”)

Monitoring of invesiment

Criteria:

Section D.1 of Enclosure 2 to the Grant Agreement stafes that “The Fund’s primary activity
will be to provide financial resources and services through the investment of risk capital in
profitable opportunities throughout Southern Africa.”

~ Paragraph G of Modification No. 06 to the Grant Agreements further states that the success
~ of the Fund will be 'udged on the extent to which the Fund, over the long term, is able to

* develop an inve
‘of funding provided to thé Fund for investment.

efit portfoho whose itiflation

adjusted value is at least equal to the amount

SAEDF did not monitor the investment in 'Ahanéng and disbursed funds {$34,120) 1o
Ahanang subsequent to the company having ceased trading.

Furthermore, SAEDF did not secure registered bonds over the assets of Ahanang to insure
itself against any losses that may be incurred.

Cause:
‘The condition is due to poor management oversight of the investment portfolio.
Effect:

The value of the investment portfolio was reduced by $34,120 and SAEDF lost this amount,
as they did not have any security ever the investment. e o

Recommendation:..

......

Management cormment:

"‘Ahanang was: started in' 1998 with housing construction as.its core business. Initially, the

business was targeting low cost-housing {(e.g. homes subsidized by-the Reconstruction and
Development Program of the government) in the impact monitoring report presented at the

- Semi-zAnnual Reéviéw in July 2002, : management reported that. the main support that

government was to: give tg:this business was. to provide.an euabll_ng_enwmnment The reason
that Ahanang and so many similar businesses failed was because government was slow to
pay. ‘This ‘created ‘a cash-flow.preblem which-led.‘to-the: failure of -this business. See

. ‘Appendix-B3 for copy of impact monitoring, assessment.in Semi Annual Review.
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The government of the Republic of South Africa changed its policy from providing funding
to building contractor to directly funding the building of homes by the home owners
themselves. Ahanang thus could not rely on government tenders to meet its business
objectives. s

This investment was extensively monitored as is evident from the monitoring documentation
appended and marked “B4.

The mission of SAEDF is to provide capital under conditions of "market failure”. By
definition, these investments have a high level of unsystematic risk. Unsystematic risk, in
. this situation is defined as rlsk that is umque to the mvestment

'August 2002 See Appendix B3 for copy of le_tt_er from investee ev;dencmg that the business
" was still operating, dated August 19, 2002.

A lien was not filed at the time because there were no assets which belonged to Ahanang as
the assets used by the business were subject to a Hire Purchase Agreement. A lien was not
registered over the assets, because all the movable assets were subject to installment sale
agreements. See Appendix Bé6 for the list of movable assets—leased, The total disbursement
in this investment was USS 34 120.

- KPMG s additional work performed.:

Reviewed the Impact Monitoring Case Study “Sccial Development Dividend rather than Big
Financial Gain” for Ahanang Hardware and Construction prepared in April 2002.

Noted the reasons for difficulties with regard tor - ..

The Role of the Private Sector, including SME’s, in Development;:.

S Competmg Govemment PD]IC]E-S / Practices and Exogeno: _: FactOrS' and

Development Venture Capital must sometimes accept §1paller returns.

- Review: of-the: Memorandum  prepared . by -the. Investment Officer; Nhlanh]a Nyembe to
-Robert Keiiey Il dated March 13 2002 noted G

- 1:"The amount 10 be advanced on; the 14&‘ December 2001 wx]l be used 10 cover operational
e expenses as weil as workmg capltai for the nioiith: of March 2002,

SRR TN 1'=1'In an Ahanang Post Investmaent Assessment and uses of SAEDF funds dated the same day as
: i .::the above menforandum, performed by the same person-to-Robert Kelley IH it was noted:
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usage_ of funds.

As:evidenced, the funds that were to be used to cover operational expenses as well as

wbri'{ing'capita} for the month of March 2002 were actually used to pay for expenses
incurred in December 2001 and for which reasonable expianatrons and supporting
documentation were not reasonably avallabie o

It was also noted that “The riain concern is that Ahanang continues 10 incur costs while there
is no clear indication as to the commencement of the Naboomspruit project. With no
revenues being generated, there is a risk of funds earmarked for the project being depleted
before the project even commences.”

A recommendation noted “It is recommended that Ahanag be given a dead line to commence

with the Naboomspruit project, Should the company fail to meet this deadline, SAEDF
should consider suspending the loan until Granny comes with a clear posmon regarding the
prOJect

In an é'::n'ail dated 11 March 2002 from Cuthbert Malindi to Robert Kelley TI reiterating the
| issue in Ahanang it is stated “I suggest that the money be held back until a meeting is held
' between Granny and yourself to state very clearly what she is alfowed and not allowed to
“de.” :

Review of copies of the attached supporting documents indicates that Ahanang was paying
amongst others:

R1,725 to Parks Restaurant for entertainment;

R26,676 paid to Sediba South Africa CC for community, suppliers and council meetings;

was mvmced to a DR Sid Seape;

Certain expenses were being paid that were incurred by Ahanang Agency (versus Ahanang
Hardware and Construction);

Expenses were incurred that did not appear to be in the course of business (i.e. wine sets and
home cutlery): and

DR § J D Seape’s vodacom bill was being paid.

Ahanang is a company wholly owned by an entrepreneur - the validity of the payment for Dr
Seape’s personal expenses is therefore questionable.

In the September 2002 quarterly report it was noted that Ahanang has not been trading since
the beginning of #ts financial year on March 1, 2002.
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There is.no evidence that a meeting was held with “Granny” to discuss these issues and
funds were disbursed as follows:

14 December 2001 Funds disbursed $28,662.85
24 January 2002 Funds disbursed $26,839.41
18 March 2002 Funds disbursed $16,013.34
25 April 2002 Funds disbursed $I0,034.G? |
| $89,622.22

KPMG conclusion:

Based on the review of the information and documentation subsequently provided it appears
that the Ahanang investment was monitored. The monitoring however indicated that further
funds should not be advanced to a-dubious investee. This was éithier ignored or over-ridden,
with no valid reasons being recorded. The $34,120 disbursed after 11 March 2002 therefore
remains a questioned cost.
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1.28

1.28.1

Babete / Maxiprest (“Maxiprest™)

Target group
Criteria:
Paragraph E.1 of Modification No..06 to the Grant Agreement states that the Fund will invest

in enterprises that are disadvantaged by their inability to attract long-term capital investment
from existing commercial sources

. Condition: .. . ... .. . . o

m SAEDF invested $3,771,404 in Maxiprest, which is tisted on .t'h'é'J.ohannesburg Stock
Exchange (JSE). Enterprises listed on the JSE are large enterprises and accordingly are
not considered to have difficulty attracting long-term capital investment.

Cause:

®  Present SAEDF management were unable to state why the decision was taken to invest
in a listed company.

Effect:

m $3,771,404 was invested in a manner that did not further the goals of the award, The
investment of $3,771,404 is therefore raised as an ineligible questioned cost. On sale of
the shares in Maxiprest, the actual loss fo SAEDF on this investment was $170,240.

Recommendation:

m  The Contracting Officer should determine the allowability of $170,240 in ineligible
guestioned costs and recover from SAEDF any amounts determined to be unallowable.
Monagement comment:

Maxiprest was a multi staged transaction that then Management believed required the
purchase of shares in-Maxiprest by SAEDF in order to be later transferred to a broad based
econoimic empowerment group (Babete). In the long term, this target group was to assist
Maxiprest in expanding its operations throughout South Africa and the region.

KPMG Comment o

No additional evidence provided to amend finding — original questioned cost of $170 240
remains.
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1.28.2

Performance of due diligence

Criteria:

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the abovementioned SAEDF Investment Policies, Guidelines and Procedures
Manual requires that the due diligence process must be performed prior to approval and
dlsbursement _

C’ondftforz'.- -

[ The due dlhgence for the investment in Maxiprest was conducted after the initial
investment of $825,265 had already been made. =~

Cause!

®  The condition is as a resuit of wilful non-adherence to the Investment Policy by the
former CEOQ.

Effect:

m The investrent in Maxiprest was made in’ contravention to the SAEDF investment
policy and resulted in a loss of $170,240 to SAEDF and is accordingly an ineligible cost.

Recommendation:

- The Contracting Officer should determine the allowability of $170,240 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

KPMGcommen{

No additional evidence was provided, original finding remains: -
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1.28.3

Approval of investment . .

Criteria:

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forths part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that “the full board shall Ratify all mvestment dec1sn0ns made by the CEO and

Y the investinent comsnittee of the board™. - . s

Section E of Modification No. 06 to the Grant Agreement further requires that the
apphcatlon ‘of the policies to individual investment decisions will be based on the business

o Judgemeni ()f the thd s board of directors and executwe management

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

SAEDF purchased its initial shares in Maxiprest during April 2002, without any Board of
Directors approval to purchase the shares:

At the Boarcl meeting in June 2002 management requested approval to purchase Maxiprest

Despite no apprcwal bemg given for the Maxiprest investment, SAEDF management
proceeded in acquiring further shares to ‘the vatue of $2,946,138 in Maxiprest. The total
investment in Maxiprest amounted to $3,771, 404

Cause:

w The condition is as a result of the CEO initially investing without Board approval, and
. then deliberately not adhering to the directors’ decision not to acquire further shares in
Max:prest L e

= The investment in Maxiprest was made w1thout Board approval and is accordingly an

1nel1g1ble cost.

Recommendation:

m The Contracting Officer should determine the allowablhty of $170,240 (actual loss
‘suffered) in. ineligible. questioned costs and recover from SAEDF any amounts
determined to be unallowable.

Management comment:
The then CEO was disciplined by the board and eventually terminated
KPMG comment
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1.29

1.29.1

Eerste River Medical Centre (Cape) Ltd (“ERMC”)

Monitering of investment

Criteria:

Paragraph G of Modification No. 06 to the Grant Agreements states that the success of the
Fund will be judged on the extent to which the Fund, over the long term, is able to develop
an investment portfolio whose inflation adjusted value is at least equal to the amount of
fundmg pr0v1ded to the Fund for investment,

be the exchangc of mformat:on regardmg the ovcraii heaith and performance of the fund, the
current status of future requirements for US Government funding, the funds compliance with
the terms of this agreement,

Subsection C “office visits” states that USAID will visit the. home and field offices of the
fund, and a sampling of the firms which have received loans or equity from the funds. In
preparation of these field visits, the project officer and /or USAID representative may
request current financial information from the fund including the financial statements
reported to-the fund by investees. USAID does not intend that new reports be prepared for
this purpose;, but rather would expect to receive working papers that the fund would routinety
prepare or receive for its own information, USAID also may request various information
related to the menitoring issues listed in subsection D.

Condttwn

SAEDF dld not monitor the finanéial p051t10n of ERMC or the strateg:es put in place by it’s

promoters to achieve the forecasts given in the due diligence report, during the period
between the receipt of the funding application and the final d:sbursement of funds, ie.
18/02/ 1997 to 13/08/1998;

ended 30 September 1999 and 30 September 2000 even though SAEDF had invested
$9000(}0mERMC
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E Recommendat;on

Cause:

m SAEDF had no formal monitoring and capacity building policy to ensure that the value
of the investment portfolio. is maintained. Investment staff neglected to monitor the
investment once the funds had been disbursed.

Effect:
® As aresult of the poor monitoring SAEDF investment staff did not identify a number of

irregularities at ERMC. ERMC was liquidated and SAEDF lost the total investment
{$900 000) they had made in the company.

u The Contractmg Officer should determine- the allowabthty of $900 800 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unaliowable.

Muanagement comment.

These high risk investmentshave.a high exposure toevent risk. The unfavorable
consequences of this event risk are often interpreted as failure to monitor. Quite the contrary,
investment monitoring was adequate. The event, which caused the failure of the business,
was. simply unpredictable and catastrophic. Please refer to appendix. to for evidence of
monitoring. See Appendix C1.

SAFEDF acknowledges the difficulty it has had in developing small and medium enterprise
business consultants. It is important to-keep in mind that small business and Venture Capital
is new and-even today an established institutional expertise in small business does not exist.
SAEDF will continue to utilize its resources to address this concern.

There are several items of correspondence between SAEDF and ERMC officers addressing

'_;uns:gned fi nanc:a!s of the company, Ms Moyo, m a letter dated— Apnl 10, 2000, notified

i ERMC of her, dlssatlsfaction with their financials. and requested that ERMC provide SAEDF

. with. updates of the company’s financial position on a monthly basis. Copies of these items
. of correspondence is. appended hereto marked C2.

M”SAEDF Invcstment ofﬁcers requested ERMC ﬁnancnais contmuously since September 1999
and recewed uns:gned coples on July 25 2000. 1t i is quite common for smaii businesses to
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KPMG s additional work performed:

Reviewed the following investment information subsequently provided:

Update report on Eerste River Medical Centre (Cape) Limited prepared by Mary Jean Moyo
on May 20, 1998 to the SAEDF Investment Committee — discussed the current situation with
regard to the revised Share Purchase Agreement. No detailed review of Eerste Rivier
Medical Centre was done.;

A memorandum sent by Steven Weddle to First Growth Group summarising the background
information;

on Febmary 1, 1999 o the SAEDF investment Comumiitee « discussed” the deiays in the

;.-_'ccnstructionofthehospltal T

' Mon‘rhly report dated Dccember 03 1999 dlscussed the reccnt operatmg performance of
_ the company for the 11 months to August 31, 1999, . :

Monthly report dated February 21, 2000 - discussed the same financial period as above with
the exception that Noteés to the Financial Statements were now providéd and reviewed. All
the variances were noted and discussed. [t was noted in'this report under section 4 “Cash
Flows™ — that the hospital was experiencing negative cash-flows impacting adversely upon
the bank overdraft.”

Section § “Adherence to applicable convenants™ states that the company is in breach of the
nét “worth covenant. The net worth as at August:31, 1999 was US$3,163,229 and the
govenant stated that the net worth to be riot less than US$4,500,00.

This report also noted that SAEDF was still awaiting post August 1999 financial statements.

-Monthly report dated June 27 2000 dlscussed under note 3 “Loan to ERAHC”. ERAHC is
ERMC has a 25%

- Zeqmiy stake' in ERAHC wnh the ba!ance of the’ shares bemg held by 'a group of doctors.
- During the period February 1999 to Juhe 2000, ERMC advanced ﬁmdmg to ERAHC. Due to

the current cash flow probiém-currently being experienced by ERMC, it was decided at a

_ _hnard meetmg held on June 23, 2000 that the Ioan should be repald as ERMC was not in a

M th]y report datect August 25 2000 - dlscussed uncter note B “Recent operating
' 5sammary” that “‘the openmg baiances on the baiances sheet have not been finalized yet by

suggested by t_h_e accoyntant that the current _audltor_s be replaced with a f' irm of auditors that
is not connected to the management or shareholding of ERMC and totally impartial.

In this report it was apain noted that the company was in breach of the net worth covenant,

At December 31, 1999 the net worth was UUS82,632,024 versus the covenant required of
US$4,506,060.
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v v

A Momtormg Vis:t Report for May 2000 was performed that dlscussed amongst others
the following;

Breakeven position;
Public-private partnership proposal; and
Management’s initiatives.

» The Accounting Systems and Internal Controls;

> Pharmacy section;

»> Access to the Hospital by the use of public transport; = = =
> Casualty / trauma; '

» Liquidity position;

¥

»

>

A conference call report heid on J une 6, 2000 discussed the resignation of the
accountant, cash flow. problems and payments to directors for services rendered. A
decision was taken to dispatch a SAEDF team to go to ERMC in order to extract
financial information, .

A systems review was performed during the period June 19, 2000 to June 23, 2000 by a
SAEDF team. A number of findings were noted and recommendations suggested by
SAEDF. Some of the findings noted that the auditors KMMT Brey were also responsible
for the production of accounting reports. They were also appointed as management
consultants. This led to the situation where KMMT Brey produced the financial results
as well as audited it.

Monitoring Visit report in December 2000 for Fraud — This report discussed the major
development that had been the discovery of fraud that had been perpetrated allegedly by
the company’s insurance broker against the employees’ provident fund.

he Executive Summary of Findings stated:

During the period March 1999 to August 2000, R437 377.58 had been deducted from
the employees’ payroll. This amount should have been invested into a provident fund
run by a recognised financial institution.

It has now been discovered that no such fund exists.

During the period June 1999 to August 2000, R1.359.323.70 had been deducted from
the ERMC bank account. The directors were under the false impression that theses
amounts went towards the employees’ provident fund.

The insurance broker, Mr. Hoosen Ebrahim, has confessed to the crime. He initially
implicated an ERMC director (Mr Faeez Mohamed) but subsequently withdrew this
statement.

It was later noted that Mr Hoosen Ebrahim signed an agreement that the money would be
repaid. Cheques to the value of R50 000 were post dated and issued by the accused which
were subsequently dishonoured. There is no evidence of any further action taken against Mr
Ebrahim to attempt to recover the defrauded funds.

Reviewed the letter from the Vice President (Mary-Jean Moyo) to MR Mohamed regarding
the submission of financial statements. In this letter they drew to ERMC’s attention that
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SAEDF therefore request immediate delivery of financial information, failure by ERMC to

do.so will result in a breach of the Share Purchase Agreement. No further funds were issued
after this. No further evidence indicates the actions taken against the investee or against the

insurance broker to recover the defrauded funds.

The key issue is that there was a significant time lapse from Approval of investment (May
1997) tilt disbursement (August 1998) and there was no evidence of a review done on the
investee. The circumstances at Eerste Rivier may have changed during this period.

KPMG Conclusion:

Based on the review of the information and documentation subsequently provided it appears

- that the ERMC itivestient was not effectively monitored; specifically from time of approval
- of investment to date of disbursement. ‘There tvas also no evidence of corrective action taken
" once significant issues were identified. The originat questioned costs of § 900 000 therefore

remains.
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1.30

1.30.1

. Eﬂect

Gili Greenworld (“Gili™)

Investment limits

Criteria:

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide UJSAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Pollcles and Procedures, were

approved by the SAEDF Board and Grants Ofﬁcer

" 'Page 8 of the ‘above-mentioned SAEDF Investmént Policies, Gmdehnes and Procedures

Manual states that, for equity investments, the “maximum mvestment shall not exceed

$1,000,000 'O'r' 2% o’f 'th'e fund’s value whlchever is less” G

Condition:

SAEDF invested the following amounts in Gili:

15 February 2000 Disbursement $ 1,227,078
15 February 2000 Closing fee ~  § 12,286
7 August 2000 Disbursement $ 670,645
7 August 2000 Closing fee 3 6,774

$ 1,916,783

This is in excess of the policy limits,

Cuause:

$5 000 000 during a Board meetmg ‘held on 27 February 1999, Howevor the increase was
. .mever formally approved by USAID...

.. The investment of $1,916,783 is.in coniravention of the policies approved by USAID, and
 the amount in excess of 51 000 000 is thereforc questioned

1! In the absence of a definition of “fund’s value” anc! for the sake of practzcahty and a conservatwe approach we
have uniformly applied the' §1 million threshold as the investment limit in computing questioned £osts.

85



Recommendation: L e

® The Contracting Officer should determine the allowability of $916,783 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comments:

Section B of the Grant, Agreement provides that the board of directors and executive
management of the Fund, “will have maximum flexibility in the manner in which the Fund is
structured and its strategic and operating decisions, subject to the provisions of the Grant
Agreement:. This provision permits the board and management to freely make operational
decisions provided they do.not conflict with the provisions of the Grant Agreement. The
Grant Agreement does not stipulate investment authorities and <Contemplates that

. decisions_regarding fall solely within the ambit of the Board and Management.

: Accordmgiy, on June 17, 1998, a demslon was taken by the board to. m_crease the investment

limits of the investment committee and local management as follows:

Investment Policy Committee from US$1MM to US$2.5SMM

{.ocal Management: from US$50 000t USD 1 MM.

On February 25, 1998, a deglslon wgs__tal_(gn_ by the board to further increase the investment
authority of the investment committee and local management as follows:

Investment Policy Committee from US$2.5MM to USSSMM

Local Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of
the Board Minutes containing this resolution,

KPMG s additional work performed:

The originals of the Minutes of Strategy Session of the Board of Directors and On-Site
Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:

“Resolved, that the investment credit authority of the Investment Policy Committee for a
single transaction or a company (whichever is applicable) be, and same hereby is, increased
from USD 2.5 million to USD 5 million; :

- “Resblved, that the investment credit authority of SAEDF’s on-site imanagement for a single

transaction or company (whichever is applicable) be, and same héreby is, increased from
USD 1 million to USD 2 million;

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect

to & properly approved transaction pursuant to the joint signature of gither the President and
the CFO or the President and any two senior vice presidents of SAEDF.”
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Manual states', “The full board shall ratify all investment decisioﬁs inadé by the CEO and the
investment committee of the board”

However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer. .

Section 12 of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the prior written approval of USAID, it will not make any material change in its corporate
structure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
conirary to the terms and COlldlthﬂS of this Grant or applicable legislation.

The increase approved by the Board of Directors (dlscussed below) would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant impact on the risk of the Fund and this change should therefore
have been approved by USAID.

There is no ewdence that the increase in the investment authonty ‘was reviewed and
approved by USAID. S

KPMG Conelusion:

Based upon the review of the documentation and information subsequently provided by
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors
relating to the [nvestment limits. However this relates to a change in policy that was not
approved by USAID and should therefore not be allowed in terms of Section 12 of Enclosure
3 to the Grant Agreement. The increase’ in the authority limits constitutes a significant
change in Corporate Investment Policy and without approval by USAID, the original finding
stifi remains and an amount of $916,783 being the excess funds disbursed over the
$1,000,000 investment limit is therefore ineligible and a questioned cost.
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1.31 - Kagiso Ventures Private Equity Fund (“Kagiso”)

1.31.1  Investment limits

Criteria:.

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shail
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equity investments, the “maximum investment shall not exceed
$1,000,000 or 2% of the fund’s value whichever is less”.”?

Condition:

A total amount of $5 million was approved for investment in Kagiso.

SAEDF disbursed the fdllowing amounts in Kagiso for a 11,32% interest in the partnership:

12 JYan 2000 Disbursement b 185,620
12 Jan 2000  Disbursement 5 234 466
3+ Mar 2000 Re-imbursement $ (74,410)
20 Mar 2000 Disbursement 5 558,749 -
26 July 2000  Disbursement $ 49,782
29 Jan 2001 - Disbursement 3 43,846
23 Aug 2001 ~ Disbursement $ 502,564
31 Jan 2002 Disbursement $ 29,750
29 Aug 2002  Disbursement $ 358,592
27 Jan 2003  Disbursement $ 33,558
8 Apr2003 Disbursement $ 710,655
27 June 2003  Disbursement $ 506,471
5 Aug 2003  Disbursement $ 44 484
3 3,184,127

This is in excess of the policy limits.

12 In the absence of a definition of “fund’s value”, and for the sake of practicality and a conservative approach we
have uniformly applied the $1 million threshold as the investmient limit in computing questioned costs.
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Cause.

Management believed that the limits, as set out in the criteria, were incteased due to the fact
that the SAEDF Board increased the Investment Policy Committee’s authorisation Hmit to
$5,000,000 during a Board meeting held on 27 February 1999. However, the increase was
never formally approved by USAID.

Effect:

u - %$2,184.127 of the investment of $3,184,127 was not properly authorised, this amount is
therefore questioned as ineligible.

Recommendation:

m The Contracting Officer should determine the allowability of $2,184,127 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment:

Section B of the Grant Agreement provides that the board of directors and executive
management of the Fund, “will have maximum flexibility in the manner in which the Fund is
structured-and its strategic and: operating decisions, subject to the provisions of the Grant
Agreement:. This provision permits the board and management to freely make operational
decisions provided they do not conflict with the provisions of the Grant Agreement. The
Grant Agreement does not stipulate investment authorities -and  contemplates that
decisions. regarding fall solely within the ambit of the Board and Management.

Accordingly, on June 17, 1998, a decision was taken by the board to increase the investment
limits of the investment committee and local management as follows:

Investment Policy Committee from US$1MM to US$2.5MM
Local Management: from US§50,000 to USD 1 MM.

On February 25, 1998, a decision was taken by the board to further increase the investment
authority of the investment committee and local management as follows:

Investment Policy Commitiee from US$2.5MM to USESMM

1.ocal Management: from USD 1. MM to USD 2.5. See Appendix A2 and A3 for copies of
the Board Minutes containing this resolution.
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KPMG's additional work performed:

The -originals of the Minutes of Sirategy Session of the Board of Directors and On-Site
Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1993
were reviewed and approval was noted for the inerease in investment authority, as follows:

“Resolved, that the investment credit authonty of the Investment Policy Commiitee for a
single transaction or a company (whichever is applicable) be, and same hereby is, increased
from USD 2.5 million to USD 5 million;

Resolved, that the investment credit authority of SAEDF s on-site management for a single
transaction or company (whichever is. applicable) be, and same hereby is, increased from
USD 1 miliion to USD 2 million;

Resolved further, that SAEDF funds may be disbursed for investient purposes with respect

. " 1o aproperly approved transaction pursuant {o the joint signature of either the President and
- .. the CFO or the President and:any two senior vice presidents of SAEDE.”

However Paragraph C of Modification No.06 to the. Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer.

Section 12-of Enclesure 3 to-the Grant Agreement states that the Grantee agrees that without
the prior written-approval of USAID, it will not make any material change in its corporate
structure, - Certificate of ‘Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
contrary to-the terms and conditions: of this Grant or applicable legislation.

The- increase’ approved by the Board of Directors (discussed below) would constitute a
significant . change. in. Corperate. Investment Policy -as the increase in-the authority limit
would have a significant impact on the risk of the Fund and this change should therefore
have been approved by USAID.

There is no evidence that the dncrease in:the investment authority was reviewed and
approved by USAID.

KPMG:C oncfuswn: .

Based upon the:review: of: the documentation- and. information subsequently provided by
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors

- relating to: the Investment iimits However this. relates to a change in poiicy that was not

3 to the Grant Agreement

The increase in the authority limits constitutes a significant change in Corporate Investment
Policy and without approval by USAID, the original finding still remains and an amount of
$2,184,127 being the excess funds disbursed over the $1,000,000 investment hmlt is
therefore ineligible and a questioned cost.
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132 Kingdom Securities Holdings Limited ("KSHL”)

1321

Investment llmitﬁ

Criteria:

provide USAID ‘with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equity investments, the “maximum investment shall not exceed
$1,000,000 or:2% of the fund’s value whichever is less™® = =+

Condition: =+ R EEEEEE

SAEDF invested an amount of $1;£00,000 in the purchase of ;.);"efeye;ljc;‘e éhares in KSHIL..
This is in excess of the policy limits. .

Ca,use: R o

Management believed that the limits, as set out in the criteria, were increased due to the fact
that the SAEDF Board increased the Investment Policy Committee’s authorisation Hmit to

$5.000,000 dufing a Board meeting held on 27 February 1999. However, the increase was
never formally approved by USAID.

Effect:

= The investment of $1,200,000 is in contraverition of the policies, as approved by USAID,

Management comment.

Section' B of the Grant Agreement provides that the board of directors and executive
management of the Fund, “will have maximum flexibility in the manner in which the Fund is
structured and its strategic and operating decisions, subject to the provisions of the Grant

2 1n the absence of & definition of “fund’s value™, and for the sake of practicality and 4 conservative approach we
have aniformly applied the §1 million threshold as the investment limit in computing questioned costs,
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Investment Pohcy Cormmttee from US$2.5MM to US$5MM

- KPMG'’s additional work performed:

Agreement:. This provision permits the board and management to freely make operational
decisions provided they do not conflict with the provisions of the Grant Agreement. The
Grant Agreement does not stipulate investment authorities and contemplates that
decisions_regarding fall solely within the ambit of the Board and Management.

Accordingly, on June 17, 1998, a decision was taken by the board to increase the investment
Iimits of the investment committee and local management as follows:

1nvestment Pohcy Committee from US$1MM to US$2 SMM

1.ocal Management: from US$50 000 to USD 1 MM.

On February 25, 1998, a demsxon was taken by the board to further increase the investment
authority of the investment committee and local management as foliows

Local Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of
the Board Minutes containing this resolution.

The originals of the Minutes of Strategy Sessmn of the Board of Directors and On-Site
Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:
“Resolved that the investment credit authorlty of the Investment Policy Committes for a
single transaction.or a company (whichever is applicable) be, and same hereby is, increased
from 1JSD 2.5 million to USD 5 million: : .

Resolved, that the investment credit authority of SAEDF’s on-site management for a single

transaction or company (whichever is applicable) be, and same hereby is, increased from
/SD 1 million to USD 2 xgu_i_l_lon

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect

to a properly approved transaction pursuant to the joint signature of either the President and

the CFQ or the President and any two senior vice presidents of SAEDF.”

" However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee

shall provide USAID with the Corporate Policies and Procedures Wthh will be reviewed

and approved by the Grants Officer. 7 7 -

Section 12 of EnclOSure 3 to the Grant Agreement statés fhat the'Gra'ntee agrees that without

structure Certificate -of incorporatlcm By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
contrary to the terms and conditions-of this Grant or applicable legislation.
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1.32.2

The increase approved by the Board of Directors (discussed below} would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant impact on the risk of the Fund and this change should therefore
have been approved by USAID.

There is no. evidence that the increase in the investment authority was reviewed and
approved by USAID,

KPMG Conciusion:

o Based upon the rev;ew of. the documentatlon and mformatlon subsequentiy prov1ded by

'change in C_orporate Investment Pohcy and w:thout approval_by USAID, the ongmal finding

stil remains and an amount of $200,000 being the excess funds disbursed over the
$1,000,000 investment limit is therefore ineligible and a questioned cost.

Redemption of shares

Criteria:

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the
Fund will-be judged on the extend to - which-the Fund, over the long term; is able to develop
an tnvestment portfolio whose -inflation adjusted value is at least equal to the amount of
funding provided to the Fund for investment.

Condition:

SAEDF’s Board of Directors approved an investment in KSHL. SAEDF management were
under the impression that the preference shares would be redeemed in USS$. During the
redemption process it was, however, noticed that the Investment Agreement stated that the
preference shares would be redeemed in Zimbabwean dollars (Z39) and not in USS. The Z$
was aiready deteriorating in value at the time of the investment.

An Internal Discussion Draft, dated February 9, 2000, prepared by Mr. Jesse J. Spikes (Long
Aldridge & Norman - LAN} and addressed to a former CEQ, suggests that the redemption
price of the shares was incorrectly changed from US$ to Z$ during the process of drafting
the agreement.

Cause:

The investment associate succumbed to pressure from KSHL and, without proper
authorization, changed the agrecment in order to finalise the deal,
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Effect:

®  SAEDF suffered a loss of US$646,308 as a result of the foreign exchange difference on
redemption of the investment.

Recommendation:

m  The Contracting Officer should determine the allowability of $646,308 in ineligible
questioned costs and recover from SAEDF any amounts defermined to be unallowable.

Muanagement comment;

In terms of the agreements with the investee, SAEDF would, on exit, redeem its preference
ghares - at a premium. The ‘agreements referred in ‘every instance to the specific intended
currency in terms of whick certain payments would occur, these were either in US Dollars or
Zimbabwean Dollars.. The one instance where the agreements failed to specifically denote
the preferred currency was in the provisions pertaining to the redemption of the preference
-shares. In-this instance reference is merely made to: “Dollars” without denoting which
currency, which was intended.

The loss suffered in this investment is attributable to the devaluaiion of the Zimbawean
Dollar, a situation which any investment manager counld never prepare for. The direct reason
for investment failure was not the lacunae in the agreement, but the failure of the
Zimbabwean currency.

KPMG s additional work performed:

We have considered management’s further representations, which include an admission that
an error was made in the Agreement. This is the reason for the Joss, not the devaluation of
the Zimbabwean dollar, which was already weak at the time of the Agreement.

KPMG Conclusion:

Questioned costs of $646,308 remain valid.
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1.33

1.33.1

: :Eﬁ‘ect

c COSt B T O

Megkon (Pty) Ltd/Autoster (“Megkon”)
Investment limits

Criteria;

Manuai dated March 1996 that forms part of the Corporate Pollmes and Procedures, were
approved by the SAEDF Board and Grants Officer. . y :

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equity imvestments, the “maximum investment shall not exceed
$1,000,000 or 2% of the fund’s value whichever is less”."" (This limitation refers to initial
investments only and not additional funding).

Condition:

SAEDF’s initial investment in Megkon was $3,767,036, which exceeds the policy limits.

Cause:

= Management believed that the limits were increased due to the fact that the SAEDF
Board increased the Investment Policy Committee’s authorisation limit to $5,000,000
during a Board meeting held on 27 February 1999. However, the increase was never
formally approved by USAID,

amount in excess of $1 000 000 i.e. $2 767 036 is therefore questloned as an mehgxble

Recommendation :

1% In the absence of a definition of “fund’s value®, and for the sake of practicality and a conservative approach-we
have uniformly applied the 31 million threshold as the investment limit in computing questioned costs.
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Local Management from US$50 000 0 USD l MM

Management comment.

Section B of the Grant Agreement provides that the board of directors and executive
management of the Fund, “will have maximum flexibility in the manner in which the Fund is
structured and its strategic.and operating decisions, subject to the provisions of the Grant
Agreement:, This provision permits the board and management to freely make operational
decisions provided they do not conflict with the provisions of the Grant Agreement. The
Grant Agreement does not stipulate investment authorities and contemplates that decisions
regarding fall solely within the ambit of the Board and Management.

Accordingly, on June 17, 1998, a decis_ion was taktf:_n _by _th__e b_oard to increase the investment
h’mits' csf- the= investmént committeer and iocal ma‘n‘agém‘em as follows: -

On February 25, 1998, a decision was taken by the board to further increase the investment
authority of the investment committee and local management as follows:

investment Policy Committee from US$2.5MM to US$5SMM

Local Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of
the Board Minutes containing this resolution.

KPMG s additional work performed:
The originals of the Minutes of Strategy Session of the Board of Directors and On-Site

Management Staff of Southern: Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:

singie transaction ora company {whlchever is appilcabie) be, and sarhe. hcreby is, increased

from USD:2, 5 million-to USD 5 mllhon

:Resolved that the mvestment credlt authorlty of SAEDF s on-site managemcnt for a single

transaction or company (whichever is applicable) be, and same hereby is, increased from

USD 1 million to USD 2 million;

o & properiy approved fransaction pursuant fo the Jomt signattire of €ither the President and

the CFO or the President and any two senior vice presidents of SAEDF.”

However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed

and approved by the Grants Officer.
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Section 12 of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the prior written approval of USAID, it will not make any material change in its corporate
structure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or .environmental policies that would be
contrary to the terms and conditions of this Grant or applicable legislation.

The increase approved by the Board of Directors (discussed:-below) would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant impact on the risk of the Fund and ThlS change should therefore
have been approved by USAID.

' '"DAEDF the increase in Credit Approval Authorlty was approv_e_gi py.the. Board of Directors

relating to the Investment limits. However this relates to a change in policy that was not
approved by USATD and should therefore not be allowed in terms of Section 12 of Enclosure
3 to the Grant Agreement. The increase in the authority limits constitutes a significant
change in Corporate Investment Policy and without approval by USAID, the original finding
gtill. remains . and ‘an amount of $2,767,036 being.the excess funds disbursed over the
$1,000,000 investment Jimit is therefore ineligible and a questioned cost.
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1.34

1.34.1

Mozambique Equity Fund (“MEF”)

Moenitoring of Investments

Criteria:

Fund will be }udged on the extent to which the Fund over the long term, is able to develop

-an investment portfolio’ whose inflation- adjusted value is at least equal to the amount of

funding provided to the Fund-for investtient;”

After disbursement of funds the vaiue, of the investment portfolio is achieved through the
continuous monitoring of the investment.

The Grant Agreement’s: enclosure 1, General Provisions, paragraph' 9 *“Reporting and
evaluation”; subsection B “progress reviews” states : the focus of the progress reviews will
be the exchange of information regarding the overall health and performance of the fund, the
current status of future requirements for US Government funding, the funds compliance with
the terms of this agreement.

Subsection C “office visits” states that USAID will visit the home and field offices of the
fund, and 2 sampling of the firms which have received loans or equity from the funds. In
preparation of these field visits, the project officer and Jor USAID representative may
request current financial information from the fund including the financial statements
reported to the fund by investees. USAID does not intend that new reports be prepared for
this purpose, but rather would expect to receive working papers that the fund would routinely
prepare or receive for its own information. USAID also may request various information
related fo the monitoring issues listed in subsection D.

Condition:

SAEDF invested $882,000 in MEF. No quarterly reports were on file for the period January
2003 onwards, and there is no other evidence of monitoring after this date,

The December 2002 report indicated that the fund (MEF) had only made one investment of
$180,006 up to that date. This means that from the date that SAEDF disbursed the funds of
$882,000 on September 28, 2001, up to December 31, 2002, SAEDF’s funds were earning
interest to the advantage of MEF and not yielding any retums for SAEDF, 1t should further
be noted that the $186,000 investment by MEF was also funded proportionately by the other

investors in MEF,
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Even though only one investment had been made by MEF’s management company, the
latter still received monthly management fees, which were funded from the disbursements
made to MEF by SAEDF. The effect of this is that the initial funds disbursed by the various
investors were being exhausted through management fees and other expenses while no other
investments were made.

Cause:

m _SAEDF did not have a formal monitoring policy. Investment staff did not adequately
monitor the investment in MEF.

Effect.

m  SAEDF was not alert to the impairment to its investment in MEF through the way the
latter was conducting ‘its business. Ultimately the full investment of $882,000 was
written off.

Re.commenrcriaﬁcrjrf;:” 7

m The Contracting Officer should determine the allowability of $882,000 in ineligible
questioned costs and recover from SAEDY any amounts determined to be unaliowable.

Management comment:

SAFEDF has always conducted comprehensive monitoring of the Mozambique Equity Fund
(“MEF*).

SAEDF investment managers visited MEF three times in 2003 and three times during 2004.
SAEDF senior investment managers have also attended board meetings on a quarterly basis.

SAEDF has co-invested in MEF along with European Investment Bank and FMO. SAEDF
has been leading the restructuring process, and has, over the past twelve month; period,
produced two comprehensive reports for circulation to other investor, on the state of the
Fund and the proposed way forward for the Fund.

SAEDEF continues to play an active role in MEF by providing capacity to the Fund where
possible.

MEF has:-not been successful as a result of poor deal flow. SAEDF has leveraged its
extensive networks and has facilitated aumerous interactions between the Fund and potential
promoters in Mozambique that management hopes will encourage a greater level of deal
flow, Management has identified Mozambique as-a difficult market in which to invest
because of the regulatory framework and economic development has been very slow to date.
Currently, MEF is teviewing three potential investments that were facilitated by SAEDF.
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SAEDF continues to hold the investment at: cost as guided by the European Venture Capital
Association (EVCA) and has not written the disbursed funds off as it views MEF as an
“essential source of venture capital and enterprise. development platform for Mozambique.
* See Appendix K1 for evidence of monitoring activities and K2 for SAEDF Reports on MEF.

KPMG ’s additional work performed:

Reviewed the Mozarhbique Private Equity Fund (MEF) Monitoriﬁg Report — December
2003 that noted: '

“Thc external investment committee of GCI which includes SAEDF FMO and CGD, has

management resultmg in slow decision makmg “This in turn has dxscouraged potential
promoters from directing deals to MEF.”

 Reviewed the SAEDF’s potential exit mechanisms from MPEF prepared by Tsepo Headbush

: 'to R1chard Swai and Cecﬂ CaIlahan dated February 26, 2004,

Rev;ewed a letter “Restructurmg of GCI” prepared by Cecil Cai!ahan to the Sociedade de
Capital de Risco in which they state that during an.earlier monitoring visit they identified
certain weak areas and their wish to conduct an assessment of GCI's operations to gain a
better understanding of the operations and potential deficiencies.

- Review of the Commercial Finance Services — Scope for new MEF Business prepared by

 Tsepo Headbush to: Rlchard Swai and Cecit: Cal!ahan on March 29, 2004 noted that the
" “following was discussed:

m Lack of deal flow and
B Absence of liquidity.

It a]so noted “We have identiﬁed some organisationai structurai and operational issues that

baen the effectweness of management and the mvestment commlttee

In the conchision of the above report it states “It is our opinion that GCI does not have an
understanding of its role in the market place, nor does not have operational capacity fulfil its
perceived role. This can be attributed primarily to issues pertaining to the present structure of
the organisation and “otheér operational efficiencies, We believe that the fund lacks an
understanding of its environment and this lack understanding has prevented the organisation

" from adapting to its surroundings. The issues putlined above define the reasons why GCI has

been largely ineffective in the Mozambiquan market.”

{inder the recommendations they noted:
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“We believe that the Investment Committee of the Fund:
m Has to be more involved and needs to provide greater guidance to the Fund,
m  Should meet on a quarterly basis; possibly twice telephonically and twice in person;

W Must ensure timely decision-making and should not unnecessarily impede the investment
process, thereby facilitating faster deal turn-around times.

KPMG Conclusion:

The disbursement of funds was made to the . investment in. 2001, the supporting
documentation provided 1o us for review relates to December 2003 and February, March
4004, Based o 'the review of the supporting documentation and information subsequently

~ provided, it appears’ that the investment was later monitored but even then, monitoring

disclosed serious problems. "~

Questioned costs of $882,000 remain valid.
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1.35

1.35.1

Metals Closure Group South Africa Limited (“MCG”)

Investment limits

Criteria: "

Paragraph C' of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manua! dated March 1996 that forms part of the Corporate. Policies and Procedures, were
approved by the SAEDE Board and Grants Officer. -

Page 8 of the above&nehﬁehed SAEDF Investrent Policies, Guidé_{iizés and Procedures

- Manual states that;. for equity investments, the “maximum investment shall not exceed
$1,000,000 or 2% of the fund’s value whichever is less”.””

Condition:
®  SAEDF invested $2,159,036 in MCG, which is in excess of the policy limits.
Cause:

®  Management believed that the limits, as stated in the criteria, were increased due to the
fact that the SAEDF Board increased the Investment Policy Cormmittee’s authorisation
limit to $5,000,000 during a Board meeting held on 27 February 1999. However, the
increase was never formally approved by USAID.

Effect:

8 The investment of $2,159,036 was not properly authorised. The amount in excess of
£1,000,000, i.e. $1,159,036 is therefore questioned as an ineligible cost.

Recommendation:

m The Contracting Officer should determine the allowability of $1,159,036 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment:

Saction B of the Grant Agreement provides that the board of directors and executive
management of the Fund, “will have maximum flexibility in the manner in which the Fund is
structured and its strategic and operating decisions, subject to the provisions of the Grant
Agreement:. This provision permits the board and management to freely make operational
decisions provided they do not conflict with the provisions of the Grant Agreement. The

1% {n the absence of 4 definition of “fund’s value”, and for the sake of practicality and a conservative-approach we
have uniformly applied the $1 million threshold as the investment limit in computing questioned costs.
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Grant “Agreemeént does not stipulate investment authorities and contemplates that
decisions_regarding fall solely within the ambit of the Board and Management.

Accordingly, on June 17, 1998, a decision was taken by the board to increase the investment
limits of the investment comm;ttee and local manafbement as follows

Investment Policy Committce from US$1MM to US$2.5MM

Locat Management: from US§$50,000to USD 1 MM.

~ authority of the mvestment comumittee and locai management as follows;
Investment Pollcy Commmee from US$2 SMM tc US$5MM

Local Management: from USD 1 MM toc USD- 2 5. See Appendlx A2 and A3 for copies of
the Board Mmutes contammg this resoiutlon T

RKPMG's addrt:onal work performed:

The originals of the Minutes of Strategy Session of the Board of Directors and On-Site
Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:

“Resolved, that the investment credit authority of the Investment Policy Committee for a
e action or a company (whichever is applicable) be, and same hereby is, increased
million to USD $ million;

=y

Q

B

o

Bos
1=
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Resoived, that the investment credit authority of SAEDF’s on-site management for a single
transaction or company {(whichever is applicabie) be, and same hereby is, increased from
USD | million to USD 2 million;

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect
to a properly approved transaction pursuant to the joint signature of either the President and
the CFO or the President and any two senior vice presidents of SAEDF.”

However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer.

Section 12 of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the prior written approval of USAID, it will not make any material change in its corporate
structure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
contrary to the terms and conditions of this Grant or applicable legislation,
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The increase approved by the Board of Directors {discussed below) would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant impact on the risk of the Fund and this change should therefore
have been approved by USAID.

There is no evidence that the increase in the investment authority was reviewed and
approved by USAID.

KPMG Conclusion:

Based upon the review of the documentation and information subsequently provided by
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors
and it relates to the Investment limits. However this relates to a change in policy that was net
approved by USAID and should therefore not be allowed in terms of Section 12 of Enclosure
3 to the Grant Agreement. The increase in the authority limits constitutes a significant
change in Corporate Investment Policy and without approval by USAID, the original finding
still remains and an amount of $1,159,036 being the excess funds disbursed over the
$1,000,000 investment limit is therefore ineligible and a questioned cost.
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1.36

1.36.1

Pick-a-Spaza Holdings (“PASH”)

Due diligence

Criteria:

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures

Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the abovementioned SAEDF Investment Policies, Guidelines and Procedures
Manual requires that the due diligence process must be performed prior to approval and
disbursement.

Condition:

SAEDF invested $1,023,109 and $31,622 in commitment and closing fees in PASH. The due
diligence performed on PASH by the SAEDF was superficial and did not address key issues.

Cause:

® Present SAEDF management are unable to state the reason for the investment associates
not performing a proper due diligence or not reacting on information obtained.

Effect:

= The investment was made and SAEDF was not aware of the risk to its investment. PASH
subsequently went into liquidation and SAEDF had to write off the entire investment of
$1,654,731.

Recommendation: 7

® The Contracting Officer should determine the allowability of $1,054,731 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Marniagement comment:

An extensive due diligence was indeed performed, see appendix N1 for copy of due
diligence '
documents.

KPMGF's additional work pérformed:
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Reviewed the Due Diligence file and it seems that some Due Diligence was done. The Due
Diligence does however not seem to be very effective i.e. Due Diligence questionnaire seems
to have been completed by investee, with no evidence of being checked by SAEDF staff, no
evidence of analysis of financial information and no evidence of background checks being
done on promoter (i.e. Mr Pottas) of deal i.e.

KPMG Conclusion:

Based on the above it appears that the questioned costs of $ 1054 731 will remain.

Criteria:

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the
Fund will be judged on the extend to which the Fund, over the fong term, is able to develop
an investment poitfolio whose inflation adjusted value is at least egual to the amount of
funding provided to the Fund for investment,

After disbursement of funds the value of the investment portfolio {is achieved through the
continuous monitoring of the investment.

The Grant Agreement’s enclosure 1, General Provisions, paragraph 9 “Reporting and
evaluation”, subsection B “progress reviews” states : the focus of the progress reviews will
be the exchange of information regarding the overall health and performance of the fund, the
current status of future requirements for US Government funding, the funds compliance with
the terms of this agréement.

Subsection C “office visits” states that USAID will visit the home and field offices of the
fund, and a sampling of the firms which have received Ioatis or€quity from the funds. In

" ‘preparation .of these.field visits, the: project officer and. /or USAID representative may

- .:--request current - fi nanciai mformatzon from:the ﬁmd mc]udmg the financial statements

' reiated to the momtormg issties Hsted in subsectlen D

Condition: RSN

Investigation by the investment team-found that PASH had purchased shares, amounting to
R2,6 million, on the Johannesburg Stock Exchange with SAEDF funds. The shares had

subsequently been sold but the proceeds could not be traced back to PASH. The funds were,

furthermore, used for the repayment of a shareholder’s loan account {Mr. Pottas — promoter),
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"f_KPMGsconcIus:on e '

The full investment amount of $1,054,731 in PASH was written off. There is no-evidence on
file to suggest that SAEDF tried to recover the funds.

Cause.

m  Present SAEDF management were not able to state why an attempt made to recover the
funds.

Effect:

m As aresult of poor monitoring, SAEDF found out too late that their funds had been mis-

- used and had to write: off the entlre mvestment m PASH aﬁer lt’ l:quxdatlon

Recommendation:

m The Contracting Officer should determine the allowability 6f.$1,(.}.54.,731 in ineligible
.. questioned costs and recover from SAEDF any amounts determined to be unallowabie.

Management comment.

The stock purchase transaction came to SAEDF’s aftention in November 1999, a month
before the company stopped trading. It was specifically Teported in the quarterly report that
the stock purchase was made contrary to SAEDF’s agreements with PASH, but there was not
much SAEDF could have done about it, at that stage; as this transaction ws not disclosed to
SAEDF nor was it evident from the business’s financial records.

Management pursued Mr. Pottas, who in turn, signed an agreement to pay SAEDF the sum
of ZAR2IMM for the purchase of SAEDF’s shares in PASH. He was unable to pay and
promised only ZARISMM which he could not pay after all.  SAEDF approached Brink
Cohen Le Roux (“BCLR™) to receive an opinion as to how to collect the monies in MR.

Pottas’ personal capacity BCLR advised that SAEDF should obtain Mr. Pottas written

| -;-#nvesngahon was. done to ascertam whether Mr Pottas had any assets wh:ch could be sold to

satisfy SAEDF’s claim. The claim was not pursued because no assets were found to be
registered to Mr. Pottas’ estate. See Appendix N4 for opinion -on chances of SAEDF

'recove_ri_ng its debt.

" ‘There was an agreement between ‘Mr Pottag and SAEDF to pay outstandmg arpounts,
~however Mr Pottas could not pay 'th outstandmg amounts and no attempts were made to
' instxtute msolvency proccedmgs a
iy lenienit with investees and- does not folfow up where investees do'not' pay SAEDF. The

st him. This could lead to:the perception that SAEDF

original finding remains and the contracting officer should determine the allowability of

$1,054,731 as ineligible costs. R
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1.36.3 - Imvestment limits
Criteria:

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID. with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures

.__Manual states that for equlty mvestments, the ‘maximum- mvestment shall not exceed

Cause:

m  Management believed that the limits as stated in the criteria were increased due to the

fact that the SAEDF Board increased the Investment Policy Committee’s authorisation

- limit to $5,000,000 during a Board meeting held on 27 February 1999. However, the
increase was never formally approved by USAID,

Effect:

e The investment of $1,054,731 is in contravention of the policies, as approved by USAID.
The amount in excess of $1,000,000 is therefore guestioned.

Recommendation:

- "'5l" 'The"'Cont'réctmg' Officer should ‘determine the allowability. of $54,731 in ineligible
' questmned costs- and recover from SAEDF any amounts detenmned to: be unallowable.

Management-comment: e

Section B of the Grant Agreement provides that the board of directors and executive
management-of the Fund, “will have maximum flexibility in the manner.in which the Fund is
structured and its strateglc and operating decisions, subject to the | provisions of the Grant
: ___-Af*reement Th;s pr0v1510n perm1ts the board and management 1o freely make operatlonai

1 In the-absence of a definition of “fund’s value”, and for the sake of practicality and a conservative approach we
have uniformly applied the $1 million threshold as the investment limit in computing questioned costs.
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Accordingly, on June 17, 1998, a decision was taken by the board to increase the investment
limits of the investment committee and jocal management.as follows:

Investment Policy Committee from US$1MM to US$2.5MM
Local Management: from US$50,000 to USD 1 MM.

On February 25, 1998, a decision was taken by the board to further increase the investment
anthority of the investment committee and local managerent as follows:

Investment Pollcy Committee from US$2 SMM to USSSMM -

| Local Management from USD 1 MM to. USD 2 5. Sée Appendnx AZ and A3 for copies of
the Board Minutes containing this resolution.

KPMG s additional work performed.:

The originals of the Minutes of Strategy Session of the Board of Directors and On-Site
Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:

“Resolved, that the investment credit authority of the Investment Policy -Committee for a
single transaction or a company (whichever is applicable) be, and same hereby is, increased
from USD 2.5 million to USD 5 million;

Resclved, that the investment credit authority of SAEDE’s on-site management for a single
transaction or company {whichever is applicable) be, and same hereby is, increased from
USD 1 'million to USD 2 million;

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect
to a properly approved transaction pursuant to the joint signature of either the President and
the CFO or the President and any two senior vice presidents of SAEDF.”

However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer.

Section 12 of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the priot written approval of USAID, it will not make any material change in its corporate
structure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
contrary o the terms and conditions of this Grant or applicable legislation.

The increase approved by the Board of Directors (discussed below) would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant impaet on the risk of the Fund and this change should therefore
have been approved by USAID.
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There is no evidence that the increase in the investment authority was reviewed and
approved by USAID.

KPMG Conclusion:

Based upon the review of the documentation and information subsequently provided by
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors
relating to the Investment limits: However this relates to a change in policy that was not
approved by USAID and should therefore not be'allowed in terms of Section 12 of Enclosure
3 to the Grant Agreement. The increase in the authority limits constitutes a significant
change in Corporate Investment Policy and without approval by USAID, the original finding
still remains and an amount of $54,731 being the excess funds disbursed over the $1,000,000
investment fimit is therefore ineligible and a questioned cost.
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1.37

1.37.1

TV Africa (“TVA”)/Africa Broadcasting Network (“ABN”)

Due diligence

Criteria:

Paragraph C of Medification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forms part of the Corporate Pohcxes and Procedures were

approved by the SAEDF Board and USAID Gra.nts Ofﬁcer

o :disbursement

Condition:

The investment of $5,000,000 in ABN was made in April 1999 following a due diligence
that was performed by SAEDF staff. In August 1999 SAEDF invested an additional
$1,718,238 in ABN.

The initial due diligence performed by SAEDF was not adequate, as it did not identify areas
of concern, which were identified 4 months after disbursement. Furthermore, the SAEDF
staff involved in the due diligence did not undertake sufficient research relating to the
amount of capital injection that is needed for a television network.

Cause:

Present SAEDF management were unable to state why an inadéquate due diligence was
performed.

E]j‘ecr

m As a result of the poor due dlllgence SAEDF was unaware of the madequate

requests for more investrent funds. The full investment Of $6, 718,238 in ABN was
ultimately written off.

Recommendation.:

m  The Contracting Officer should determine the allowability of '$6,718,238 in ineligible
questioned costs and recover from SAEDF arry amounts determined to be unallowable.

Management comment: ' .

Management conducted a comptehensive due diligence on TV Africa. In some areas this

due diligence was more thorough than SAEDF’s own due diligence questionnaire.

Management evaluated all aspects of the business available during a typical due diligence

review.
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during this period.

This included thorough review of company policies and procedures, HR, Environmental
Monitoring etc. In August 1999 (4 months after disbursement) SAEDF management
undertook a further appraisal of TV Africa afier uncovering potential issues at TV Africa
during monitoring visits. A number of these problems were only identified and occurred post
SAED¥’s initial due diligence review,

Ongce this appraisal was complete the report was forwarded to TV Africa senior management
who then effectively responded and suggested an action plan to address specific ongoing
concerns.

This condition actually acts as a testament to SAEDF management’s thorough monitering

riﬁi:iré, this deal was char __on d'by many ﬁiajor fmancla! services & accounting firms
such as McKinsey & Co., Solomon Smith Barney & KPMG.
Even government reform & privatization experts such as Josphat Mwaura, director of KPMG

 Consultinig (Kenva), the same affiliafed organization as the current auditors, were extremely
* supportive of TV Africa citing it as crucial part of mfrastructural development of continental

Africa in “Ten Degree Africa,

See Appendix O1 for transaction summary detailing due diligence processes.

KPMG s additional work performed:

Reviewed the Project Summary Report for TV Africa (under Appendix O1) in which a
detailed postiinvestment report was performed. The following was discussed:

m  Project description;
W Investment terms;

W Actual and projected performance;

. ﬁ-SfﬁE’?F Y?“‘F"?“m_‘ ?ﬁ_d_ -d‘.scussw_n of Sm?hs.j. f

¥ Projected returns;

® Exit,

. :B'éc'k'gfbiéindoh the company;

®  Future shareholding and return analysis with 3 scenarios;
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m  Market analysis;
m  Competitor analysis; and
® Recommendations.

This summary reports however relates to work done when additional funding was requested
and not the initial Due Diligence.

KPMG Conclusion:

Based .on the review of the documentation and information subsequently provided by
SAEDF, it appedrs that the project summary report relates to the monitoring performed once

" the initial funds had already been issued and thie original finding therefore stands.

The Contracting Officer should determine the aliowability of $6,718,238 in ineligible
questioned costs.and recover from SAEDF any amounts determined to be unallowabie.
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investment limits

Criteria;

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDY Invéstment Folicies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDT Board and Grants Officer.

. mvestments only and not additional fundmg)

u  SAEDF’s original investment, made on 29 April 1999, in TVA was $5,000,000, which
exceeds the policy limits.

Cause:

®  Management believed that the limits as stated in criteria were increased due to the fact
that the SAEDF Boeard increased the Investment Policy Commiitee’s authorisation Hmit
to $5,000,000 during a Board meeting held on February 27, 1999, However, this increase
was never formally approved by USAID.

Effect:

® The investment of $5,000,000 is in contravention of the policies, as approved by USAID.
The amount in excess of $1,000,000 is therefore questioned.

Recommendation:
m The Contracting Officer should determine the allowabitity of $4,000,000 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment:

Section B of the Grant Agreement provides that the board of directors and executive
management of the Fuad, “will have maximum flexibility in the manner in which the Fund is
structured and ifs strategic and operating decisions, subject to the provisions of the Grant
Agreement:.

'7 In the absence of a definition of “fund’s value”, and for the sake of practicality and a conservative approach we
have uniformly applied the $1 million threshold as the investment limit in computing questioned costs.
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This provision: permits the board and management to freely make operational decisions
provided they do not gonflict with the provisions of the Grant Agreement. The Grant
Agreement does not stipulate’. investment  authorities - and contemplates that
decisions_regarding fall solely within the ambit of the Board and Management.

Accordingly, on June 17, 1998, a decision was taken by the board to increase the investment
limits of the investment committee and local management as follows:

Investment Policy Committee from US$1MM to US$2.5MM

..Locai Management from US$50,000 to USD } MM. .

- On Pebruary 25 1998 a decision was taken by the board o further increase the investment
-;'aumomy of the. mvestment cominittee and Jocal managemen’t as. foiiows -

- Investment Poitcy Comnuttee from USE2.5MM to US$5MM

Local Management from USD 1 MM to USD 2.5: See Appendlx AZ and A3 for copies of

the Board Minutes containing this resolution.
KPMG s additional work performed:

The originals of the Minutes of Strategy Session of the Board of Directors and On-Site
Management Staff of Southern Aftrica Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as follows:

“Resolved, that the investment credit authority of the Investment Policy Committee for a
single transaction or a company {whichever is applicable) be, and same hereby is, increased
from USD 2.5 million to USD 3 million;

Resolved, that the investment credit authority of SAEDF’s on-site management for a single
transaction or company {whichever is applicable) be, and same hereby is, increased from

USD 1 millios to USD 2 million;

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect

1o .a properly approved transaction pursuant to the joint signature of either the President and

the CFO or the President and any two senior vice presidents of SAEDF.”

However Paragraph C of Modification No.06 to the Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer.

Section 12 of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the prior written approval of USAID, it will not make any material change in its corporate
structure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and
Procedures, personnel compensation policies or environmental policies that would be
contrary to the terms and conditions of this Grant or applicable legislation.
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The increase approved by the Board of Directors (discussed below):would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant impact on the risk of the Fund and this change should therefore
have-been approved by USAID.

There is.no evidence that the .increase. in the investment authority was reviewed and
approved-by USAID.

KPMG Conclusion:

Based upon the review of the documentation and information subsequently provided by
SAEDF¥, the increase in Credit Approval Authority was approved by the Board of Directors
approved by-USAID and should therefore not be allowed in terms of Section 12 of Enclosure
3 to the Grant Agreement. The increase in the authority limits constitutes a significant
change in Corporate Investment Policy and withont approvat by:USAID, the original finding
still remains and an amount of $4,000,000 being the excess funds disbursed over the
$1,000,000 investment limit is therefore ineligible and a questioned ¢ost.
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1.37.3

Indigenous participation

Criteria:

Section E.2 of Enclosure 2 to the Grant Agreement states that; ““The Fund will invest only in
indigenous firms.” “Indigenous” firms, means those with an indigenous majority ownership
or 4 plan to achieve indigenous majority ownership.

Condition:

The only other shareholder in ABN after SAEDF’s investment was New Africa Advisors
(“NAA™). NAA is a wholly owned subsidiary of Sloan Financial Group, a $4 billion
Durham, North Carolina financial services group. NAA and its affiliate New Africa
Management specialise in providing investment advisory services to US institutional
investors.

being held by US funded organisations.
Cause:

# Present SAEDF management were unable to state the reason for the investment in ABN,

Effect:

m The investment in ABN did not benefit an indigenous emerging enterprise and thus
contravenes the requirements of the Grant Agreement. It is therefore questioned on these
grounds.

Recommendation.

wm The Contracting Officer should determine the allowability of $6,718,238 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment:

African Broadcast Networks (ABN) was the pioneer Pan African free-to-air television
broadcaster. SAEDF's investment in ABN had a clear empowerment and indigenous
enterprise beneficiation dimension as ABN entered into direct partnerships with a number of
privately owned locally licensed television affiliates. Local Black entrepreneurs owned the
majority of ABN affiliates. ABN had a direct intention to acquire significant minority stakes
of between 26% and 49% in the affiliates. It was understood that ABN’s investment in these
local affiliates would be utilized to upgrade the broadcasting infrastructure of the local
affiliates.
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Through this direct investment, it was anticipated that ABN would effectively be a platform
upon which local black-owned broadcasting stations would be established across the African

continent.

KPMG s additional work performed.:
We have considered management’s further representations, which we find unconvincing.

ABN is a South African Media company incorporated in Mauritius for tax and exchange
control reasons and the shareholders were not indigenous,

KPMG Conclusion: = . =~

 Questioned costs of $6,718,238 remain valid.
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1.38

1.38.1

Ubambo Telecommunications (Pty) Ltd (“Ubambo”)

Spirit of the Grant Agreement
Criteria; o

The mission of the fund listed on Page 4 of the SAEDF Investment Policies, Guidelines and
Procedures Manual dated March 1996 and approved by SAEDF Board and USAID includes
to “promote the development of broader capital accumulation by investing in enterprises that
are “historically disadvantaged” as a result of former socio-political practices”.

Section A of Enclosure 2 to the Grant Agreement states the purpose of the fund “is to
encourage the creation and expansion of indigenous small and medium-sized enterprises in
the southern Africa region”,

Condition.

SAEDF invested $59,070 in Ubambo. Ubambo’s business plan was to buy-out the interest of
the other black economic empowerment entities in the CellSAf shareholding in order to
increase their stake in Cell C (Pty) Itd, i.e. Ubambo was purchasing the minority
shareholders rights in CelISAT to strengthen their own shareholding in Celi C (Pty) Ltd.

This transaction violates the spirit of the Grant Agreement as USAID funds were to be used
to buy out minority shar¢holders (mainly historically disadvantaged individuals), and

concentrate their stake in the hands of a few wealthy individuals,

The investment was initially approved by the SAEDF Board, but was later stopped by the

Board as they realised that the transaction would be against the spirit of the Grant

Agreement.

Cause:

# The cause was due to wilful contravention of the Grant Agreement by SAEDF
management.

Effect:

m  The amount disbursed in this investment, i.e. $59,070 is questioned as an ineligible cost
due to the fact that it is in clear contravention of the spirit of the Grant Agreement.

Recommendation:

® The Contracting Officer should determine the allowability of $59,070 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unaliowable,
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Management comment:

This investment is not in violation of the Grant agreement nor the OMB circular A-122.
Charges based upon the spirit of the Grant Agreement, may be spurious and unfair because
of the subjective nature of interpreting the spirit of the Grant Agreement.

KPMG Conclusion:

No additional evidence was provided, original finding remains. The Contracting Officer
should determine the allowability of the § 59 070 ineligible costs,
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1.39

1.39.1

Vantaris Capital Fund (“VCF”)

Maintenance of records

Criteria;

Section 2.A of Enclosure 3 to the Agreement states; “The Grantee shall maintain books,
records, documents, and other evidence in accordance with generally accepted accounting
practice. The Grantee’s financial management system shall: (i) provide for accurate, current,
and complete disclosure for each Grantee-sponsored activity; (ii) identify adequately the
source and application of funds for all Grantee-sponsored activities, and (iii) enable the
Grantee to accurately determine Grant balances, book balances and reconciliation of book to
Grant balances.”

Condition:

The following payments to VCF, as per the general ledger, could not be traced to the bank
statements for the iAfrica Investment Account, due to the bank statements not being on file:

General ledger  Amount-§

entry date
7 April 2000 $27,333
31 January 2001 $21,277
6 July 2001 $19,726
Total $68,336

The approved journal voucher (9/34) and supporting calculations relating to the provision for
the write-off of the investment in VCF for the amount of $9,927 was not in the journal file.

Cause:
®m Present SAEDF management were unable to state the reason for the condition.
Effect:

Without the supporting documentation it is not possible to substantiate the above
disbursements/provision.

The disbursed amount of $68,336 as well as the provision of $9,927 is thus questioned as
ineligible costs.

Recommendation:
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m The Contracting Officer should determine the allowability of $78,263 in ineligible
guestioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comments:

No additional supporting documentation i.e. approved journals efc providing, questioned cost
of § 78 263 remains. : SRR R _ ;
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1.40

1.40.1

Zambia Pork Products (“ZAPP”)

Memtormg of Investment o
Criteria:
Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the

Fund will be judged on the extent to which the Fund, over the long term, is able to develop
an investment portfolic whose inflation adjusted value is at: least-equal to the amount of

funding provided to the Fund for investment.

After “disbursement of funds the value of the investment portfolio is achieved through the

continuous monitoring of the investment.

The Grant Agreement’s enclosure 1, General Provisions, paragraph 9 “Reportmg and
_evaluation subsectlon B« “progress rev1ews States the focus. of the progress reviews will

current status of future reqmrements for. US Govemment funding, the funds compliance Wlth
the terms of this agreement. :

Subsection C “ofﬁce visits™ states that 'USAiD Wili visit the home and field offices of the

preparation of these field v:szts the pro_fcct ofﬁcer and /or USAID representative may

crequest:ourrent. financial information from the fund dncluding the financial statements
 reported to the fund by investses USAIDY does not intend that new teports be prepared for

this purpose, but rather would expect to receive working papers that the fund would routinely
prepare or receive for its own information. USAID also may requf:st various information

related to the monitoring issues listed in subsection D.

Coﬂdition:

SAEDF disbursed funds of $1,050, 000 to ZAPP in July 1998. ZAPP went into receivership
in 2001, Only 5 quarterly reports were prepared during this period. During the course of
SAEDF’s investment in ZAPP certain information relating to the use of SAEDF funds and
poor-internal controls of ZAPP were brought to the attention of SAEDF management.

. ;SAEDF however, did not take any action.

Cause:

were discovered.
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Effect:

SAEDF were initially unaware of the true status of ZAPP’s financial position due to the poor
monitoring. When breaches of the investment conditions were discovered, management
exposed SAEDF 1o unnecessary tisk by not taking decisive action, .

ZAFPP was placed into receivership and the total investment in ZAPP written off resulting in
the decline of SAEDF’s investment; partfeho value, R

Recommendation:

m The Contracting Officer should determine the allowability of $1,050,00C in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment:

An éxtensive amount 6f niéﬂitoring was dohé" in t’ﬁis transaction Séé Appendix Ql1 for

KPMG s additional work performed:

Reviewed an, action. plan for Zambia Pork Products Limited prepared by Steven Weddle to
the CEQ of NORASAD which clarified the way forward regarding their mutual investee
company. This report: indicated a decisive action: and. business plan splitting the
responsibilities of SAEDF and NORASAD in an attempt to imprave: the s;tuation at ZAPP.

When ZAPP had not. been able to service.its: debt obllgaﬂon to SAEDF as part of the
monitoring strategy and in an attempt to strengthen SAEDF’s portfolio, the monitoring team
was looking at ways to assist ZAPP to achieve profitability and sustainability, The first step
was to perform a week’s due diligence to ascertain the extent of the problems and
weaknesses w:thm the company The supportmg due diligence is discussed below,

Revnewed the Due Dxlngencc report which set: out 1o SAEDF management their findings and
recommendations. This memo did not seek a further capital injection into thie cotnpany as the
monitoring team would ike 1o see that their recommendations first be implemented before
any further capital injection be considered. The same report went on to discuss the historical
performance, project description, company profile, capital structure and economic outlook.
There was however no date on this report to indicate when it was performed.

Reviewed the Board discussion points — ZAPP prepared by Nontobeko Ntsinde and Amanda

“ Greef to Steven Weddle on November 7, 2000 which discussed the appointment of audltors,
" way forward regarding the financial manager and Barciays Bank’s willingness to increase

the bank overdraft.

Reviewed the Report — Zambia Pork Products Limited prepared by Amanda Greef to
Nontobeko Nisinde on October 4, 2000, Please refer to attached documents for further issues
at ZAPPD,
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Reviewed the Monitoring Report - Zambia Pork Products Limited prepared by Lindiwe Toyi
and Amanda Greef to Nontobeko Ntsinde on August 30, 2000, This report discusses that the
monitoring team had meetings between August 21 to August 25, 2000 with the following
people:

m  The CEQ of the company;

a The Financial Manager of the company;

s The auditors of the company;

s The CEQ of NORSAD; and

#  The project ceonomist,

“The various discussions heild were documented and follow up was performed as evidenced

by the Report ~ Zambia Pork Products Limited prepared by Amanda Greef to Nontobeko
Nisinde oii October 4, 2000, - - '

Reviewed the quarterly report for September 2000, dated November 10, 2000 for the fiscal
year end March 31, 2000. This report discussed the recent operating summary, operating
performance, variance analysis and outlooks.

The exact same work was discussed in the following quarterly reports:

# Dated August 13, 2000 for the fiscal year ended March 31, 2000;

®  Dated June 23, 2000 for the fiscal year ended March 31, 2000; and

m Dated February 10, 2000 for the fiscal year ended March 31, 2000,

Reviewed the Travel Authorization Form for Amanda Greef (Investment Analyst) dated 22~
02-2001 which should that she had been approved to travel to Zambia from 25/022001 to
31/03//2001 in order to monitor ZAPP and Liquefied Foods. This was only an authorization

form and no documentary evidence was provided of the monitoring performed during this
period. '

KPMG Conclusion:

The time period between the disbursement of the funds in July 1998 and the monitoring
reporis provided above (February to November 2000} however indicates that the monitoring
was not done timeously. A lengthy period of time elapsed during which there appears to be

no effective monitoring and corrective action taken.

Questioned costs of $1,050,000 remain valid.
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1.40.2

Recommendation:

Investment limits
Criteria: '
Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.
Page 8 of the above-mentioned SAEDF Investment Poligies, Guidelines and Procedures
Manual states that, for equity investments, theé “maximum investment shall not exceed
$1,000,000 or 2% of the fund’s value whichever is less™.'*
Condition:
m SAEDF’s initial investment in ZAPP amounted to $1,050,000, which is in excess of the
_..policy limits. . . ‘ L : _
Cause:
B  Management believed that the limits, as stated in the criteria, were increased due to the
~ fact that the SAEDF Board increased the Investment Policy Committee’s authorisation
limit to $5,000,000 during a Board meeting held on 27 February 1999. However, this
increase was never formally approved by USAID.
Effect:

m  The investment of $1,050,000 is in contravention of the pdiiéiés,:aS'approved by USAID.

.. The amount in excess of $1,000,000 is therefore questioned. . .

m  The Contracting Officer should determine the allowability of $50,000 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment.

Section B of the Grant Agreement provides that the board of directors and executive
management of the Fund, “will have maximum. flexibility in the manner in which the Fund is
structured and its strategic and operating: decisions, subject to the provisions of the Grant
Agreement:. This provision ‘permits‘th¢ board.and management to freely make operational
decisions provided they do:not conflict with: the: provisions of the Grant Agreement. The
Grant Agreement does not stipulate investment authorities and contemplates that
decisions_regarding fall solely within the ambit of the Board and Management.

" In the absence of a definition of “fund’s value”, and for the sake of practicality and a conservative approach we
have uniformiy applied the $1 million threshold as the invesément limit in computing questioned costs.
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Accordingly, on June 17, 1998, a decision was taken by the bgard to increase the investment
limits of the investment committee and local management as follows:

Investment Policy Committee from US§IMM to USS2. 5MM

On February 25, 1998, a dec" was taken by the board to further increase the investment
authority of the investment commiittee and local management as follows:

Investment Policy Commnttee f_r_qr_n US$2.5MM to US$5SMM
Local Management: from USD I"MM to USD 2.5. See Appendix A2 and A3 for copies of
the Board Minutes containing this resolution.

KPMG's additional work performed:

Management Staff of Southern Africa Enterprise Development Fund held on June 17, 1998
were reviewed and approval was noted for the increase in investment authority, as foliows:

_“Resolved, that the investment credit authority of the Investment Policy Committee for a
single transaction’or a company (whichever is applicable) be, and same hereby is, increased
from USD 2.5 million fo, USD 5 mxlhon

Resolved, that the investment credit authority of SAEDF’s on-site management for a single
transaction or company (whichever is applicable) be, and same heréby is, increased from
USD 1 million to USD 2 mllhon

Resolved further, that SAEDF funds may be disbursed for investment purposes with respect
to a properly approved transaction pursuant to the joint signature of either the President and
the CFO or the Pre31dent and any two senior vice premdents of SAEDFE”

- However Paragraph C of Modification No.06 ta. the Grant Agreement states that the grantee
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed
and approved by the Grants Officer. N

Section 12-of Enclosure 3 to the Grant Agreement states that the Grantee agrees that without
the: prior written approval of USAID, it will not make any material change in its corporate
structure, Certificate -of Incorporation,  By-Laws, Statement of Corporate Policies and
Procedures, personnel  compensation. policies or environmental policies that would be
coptrary o the terms and conditions: of this Grant or applicable legisiation.

The increase approved by::the Board of Directors (discussed below) would constitute a
significant change in Corporate Investment Policy as the increase in the authority limit
would have a significant unpact on the risk of the Fund and this change should therefore
have been approved by USAID.
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There is no evidence that the increase in the investment authority was reviewed and
approved by USAID.

KPMG Conclusion:

Based upon the review of the documentation and information subsequently provided by
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors
and it relates to the Investment limits. However this relates to a change i policy that was not
approved by USAID and should therefore not be allowed in terms of Section 12 of Enclosure

"3 to the Grant Agreement. The increase in the anthority limits constitutes a significant

“change in Corporate Investment Policy and without approval by USAID, the original finding

still remains and an amount of $50,000 being the éxcess funds disbursed over the $1,000,000
investment [imit is therefore ineligible and a questioned cost,
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1.41

1.41.1

o Zambla and Zlmbabwe ” '

Ruashi Copper-Cobalt mine

Investment outside target area

Criteria:

Section A of Modification No. 06 to the Grant Agreement states: “Against this background,
the purpose of the Southern Africa Enterprise Development Fund (the “Fund” or “Grantee”)
is to encourage the creation and expansion of indigenous emerging enterprises, including
smaH and medlum sized f' rms, in the southem Africa rcgion speciﬁcally, Angola

Paragraph C of Modification No.06 to the Grant Agreement states that the -grantee shail
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the Grants Officer.

Page 10 of the SAEDF Investment Policies, Guidelines and Procedures Manual dated March
1996 and approved by the SAEDF Board and USAID states that the fund shall not invest in
ventures or transactions involving mining.

Condition:

On July 2, 2002 SAEDF disbursed $500,000 (which they subsequently recovered) for a
proposed investment in the Ruashi Copper-Cobalt Mine. The transaction however, resulted
in a foreign exchange cost of $11,677 to SAEDF. This mine is situated in the Democratic
Republic of Congo (DRC), which did not encourage the creation and expansion of
indigenous emerging enterprises in the Southern Africa region.

The initial site visit was performed on the 2™ of July 2002. Three employees from SAEDF
joined three promoters on a chartered flight to the DRC. SAEDF paid $11,294 relating to a
portion of the cost of this flight and accommodation expenses.

~
cause’

m  The condition is as a result of wilful non-compliance to the Grant Agreement by the
former CEO.

Effect;
m  SAEDF invested in a country outside the area specified in the Grant Agreement and in an
industry prohibited by its Investment Policies Guidelines and Procedures Manual,

SAEDF recouped the investment that was made in the company but incurred
unalfowable expenses of $11,294 and a foreign exchange loss of $11,677.
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Recommendation:

® The Contracting Officer should determine the atlowability of $22,971 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unaliowable.

Management comment:

See Appendix R1 SAEDF’s Wachovia account statement and general ledger.

On Janwary 27, 2003, SAEDF received 1S$11,657.00 from Ruashi to cover Forex losses

As a technical matter, it must be noted that the Grant Agreement forbids investing outside
the speeified el

even South African countries, not travel to such unspecified countri

KPMG's additional work performed:

Reviewed a copy of the bank statements for the SAEDF Japanese US reflow — Wachovia
account. It is evident from the statement that an amount of $11,657 was deposited on the 27"
of January 2003,

KPMG Conclusion:

The exchange loss of $11,657 was recovered and this finding has been removed,

The cost of travel of $11,294 to invest in an unspecified country, remains a valid questioned
cnet :

L
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Appendix 4 - Status of prior year audit recommendations
External Auditors (Deloitte & Touche)
Legend

v = Jtem resolved

» =

Item not resolved

& = Item partially résolved

.. Finding Statug Comment
1 Grant agreem ent : x | Based on work done it
Per the Grant Agreement SAEDF is required to appeared that t%le SF 2_72,’5
submit SF 272 reports and cashflow projections were not submitted within 15
to USAID within 15 days of the end of every days after every month end.
month. It appeared that the documents were not We could also not ]Oc?:ltﬁ: the
timeously submitted during October 1997 to June SF 272 for ce‘rtam periods.
1998. (1998) (See Appendix 2 note 1.10
and 4ppendix 3 nore 1.22).
2 | Recognition of income * | Thessituation has not
The recognition of commitment fees, closing fees cha_riged. Cormmtmex}t ft?es,
and application fees was not consistent. closing fe?s and apphcatlon
(2000/2001) fees are still not bel-ng
: consistently recognized.
SAEDF board had however
taken a decision that fees
raised would be at discretion
of management.
3 | Interest income v Interest is now be.ing_ accrued
Interest on term loans was only raised in the on a monthly basis.
month when the cash was received. (2000)
4 x The policy and procedure

Equity accounting

In terms of the accounting policies stipulated by
the Fund’s policies and procedures, the Fund
should equity account investments between 20 to
50 percent.

Management maintain that equity.accounting the
results of investees would be misteading due to
nature of the investments and that the Fund’s
Policy and procedure manual would be updated to
reflect this change. (2001)

manuals have not been
changed.
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Valuations

There were no standard procedures in place for
performing valuations of investments.

There was also no evidence of review of the
valuations that were performed, by an
independent person. (2000)

During 2001 & 2002

independent valuations were
performed on the
investments.

There is, however, still no
formal policy regarding the
valuation of investments.

Information from investees

No financial information was obtained for Eerste
Rivier Medical Centre from the date the
investment was made unti! November 1999,

Management had agreed to assist investees that
were experiencing difficulty in producing the
necessary information timeously, by designing
and implementing an accounting system and a
gystem of internal control, (1999)

There was no evidence that
assistance was ever provided
to investees.

Some investees were still
submitting financial
statements late.

PPurchase of alcohol

Purchase of alcohol was made by SAEDF, to the
extent deemed mecessary to conduct its business,
using program funds. Written approval was not
obtained from USAID to purchase alcohol.

(1998)

Alcohol was still being
purchased in years after 1998
without express USAID
approval.

Site visits to investees

Site visits to investees were done on an ad-hoc
‘basis. Reports detailing the outcome of such visits
were not always prepared.

Management.agreed to implement a strategy for
portfolio management, which would indicate the
standard procedures relating to site visits. (2000)

The strategy for portfolio
manhagement has not been
done and site visits were not
done regularly for 2001-2002.

Monitoring policy

There was no monitoring policy in place and one
of the senior investment vice-presidents had
agreed to implement a stringent monitoring
policy. (2000)

No investment monitoring
policy has been developed or
implemented as promised,
Additionally, for the period
subsequent to 2000, which
KPMG reviewed, little or no
investment monitoring was
performed and its impact was
ineffective in preserving and
enhancing the value of the
Fund’s investment portfolio.

It should be noted that no final management reports were received for the years ended

September 30, 2002 and 2003,
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KPMG/USIG Audit
Final Report - Final Draft Ma_naﬂement Responses {elean)

with ‘the other departmental heads. The Chief Financial Officer approves and reviews all

_salary-related expenditures, reconciliations and journal entries. As the Chief Executive
Officer, Chief Financial Officer and Vice Presidents are signatories to the Southern
Africa Enterprise Development Fund (“SAEDF”) bank accounts no payment can be made
without their viewing the payment documentation. SAEDF is currently rewewmg its
Human Resources (“HR™) poiictes and Wlll mclude senior management review and
approval in the HR Manual.

The auditor’s statement is incorrect. All SAEDF bonuses are presented, dlscussed and
approved by the SAEDF board Human Resources Committee. In addition, the SAEDF
board reviews.the SAEDF financials on a quarterly basis and any variances above budget
are questioned and explaine_d by the Chief Financial_ Ofﬁcer and Chief Executive Officer.

Management disagrees that” the HR policies were poorly designed. It would be more

correct to state that the HIR pohcxes were adequate, yet they were not always adhered to.

Management agrees with the effect and recommendations.

1 1.2 Authority of CEO

Management comment;

final say on bonus {and salary mcrease) ﬁgures and percentages.

Management agrees that certam staff received excessive bonuses.

As with boruses and saiary incredses it is agreed that the Chief Executive Officer did
have the final authority {(at. executwe/management ]evcl) with regard to terminations.

Management does not feel it can comment on the CEO’s dominating and intimidating
management style

mentioned. it was these, and other, issues that: eventually led to his termination.
Contracts were signed with the 'US"]egal counsel-approved contract.

The Chief Executive Officer performance was discussed during the Executive Sessions of
the SAEDF board meetings. The Chief Executive Officer was usually requested to leave
the room while his perfomance was reviewed, For example in the board minutes of




directly linked to the Fund’s performance.

Management agrees with the recommendations.

1.3 Monitoring of budget

Management Comment:

SAEDF budgets are approved by the board. SAEDF submits quarterly Treasurer’s
Reports to the Audit Committee of the board, which includes detailed financials as well
as detailed narrative on any expenditure above budget. Management are questioned about
the reports during the SAEDF board meetings. SAEDF Finance and accounting also
adopted a “real-time” approval process whereby expenditure could be checked against
buaget before approval was granted The system inVo]ved the Financial Manager

o 1998: General and Admin was 351,608 above budget, mainly due to
telecommunication expenses being $33,038 above budget:

c 1999: General and Admin was $59,330 above budget, mainly due to an
$88.837 provision for bad debts. No budget amount was provided for bad
debts.

o 2000: General and Admin was 3309,605 above budget, mainly due to a
$300,727 provision for bad debts. No budget amount was provided for bad
debts -

o 2001: General and Admin was $271,953 above budget, mainly due to a
$385,967 provision for bad debts, where no budget amount was provided
(therefore expenditure was actually below budget). Board expenses were
$69,417 above budget, which caused business expenses to be above budget.
Board expenses were extremely difficult to budget for as' the location and

' ::'_'attendees were unknown at the txme of preparmg the budget

""expense accounts were included under “different ‘category heads to prior
.. years}, SAEDF also had an independent party value its investment in Loita at
" acostof $37, 600 (also fiot budgeted for).-As in 2001 bissitiess expenses were
‘above biidget as 4 result of board expenses {$99;125 above budget).

S0 2003 Expendnture was above budget as a result of the Chief Executive




Recommendation | is already in place, and has been for some time. Previously the Chief
Financial Officer approved any possible excess expenditure and as most ‘expenses in
question were approved by the Chief Executive Officer or relate to board expenses (also
approved by Chief Executive Officer) management does not see how the process will
differ from the one currently in place

1.4 Excessive number of journals

Muanagement Comiment:
Management disagrees with the comment. In 1998 the journals were a direct result of the
process undertaken by the newly established full-time Finance and accounting department
- of installing Accpac correctly. Prior to this the SAEDF accounting functions were
outsourced to Deloitte and Touche. The Accpac system installed at the time only print out
a detailed trial balance. SAEDF undertook to reconstruct the entire system. A new chart
of accounts, new reporting formats and new cost centres were created; As the previous
system was use!ess as a repomng tooi management created a paraHel database with the
run in parallel (al! entries were captured into both databases) Any 3oumal entries had to
be captured into both databases according to the respective database account.codes. The
Jjournals-were ‘a ‘result of “splitting”™ the entries i the" old” system into more specific
“¢ategories in the new system. For example the old system had an expense item called
“travel”; while the new system tod had travel; but it was further split into-accommodation,
airfarés etc.” SAEDF ‘therefore -had to-allocate ‘every ‘travel related item into the new
categories =~ via journals: In-later years the journals were partly due to misallocations, or
errors in” capturing. However; as the Financial Manager approved all* batches prior to
posting, the entries were usually a result of management (Chief Financial Officer)
disagreeing with the allocation and requesting the Financial Manager to reallocate the
entry: As an additional control SAEDF utilized control accounts in the balance sheet. Any
payroll; staff ‘debtor, trade creditor, unknown expenses ete were- allocated to these
accounts and only expensed to“the income -statement {(via journalsy when the relevant
reconciliation had been performed or the unknown expenditure clarified.

The journals were petformed to provide more accurate information and therefore more
meamngfui f' nancral statements, and therefore the end }ustxﬁes the means (see above).

! ’L.nagement dlsagrees that any of the staff involved tacked knowledge '

- “Management feels that the drawing’ up  of & formal journat policy is unnecessary In future
the Chief Financial Officer will review all journals generated by the accountant and
Fumﬁ.ual Manager

of the orlgmal payment is glven on the face of the Journal The majonty of the d:sputed
+ " journals ‘were reallocations or aliccations of- prepaid” expenditure. In both cases it is
' 'compietely unneCessary to ‘attach™ anythmg but the general iedger printout or the

Suitably qualiﬁed staff was employed by SAEDF and the.individuals’ qualifications can
be found in their personnel files.




1.5 Monitoring of telephone costs

Management Comment;

SAEDF is monitoring telephone usage. In 1999/2000 SAEDF Finance and accounting
department identified that telephone costs were excessive, even though SAEDF at the
time had over 30 employees. SAEDF purchased a telephong monitoring system that could
monitor telephone calls per extension. Each employee was given a separate extension as
well as a phone locking number, to prevent other employees from using their extension.
The total costs for all extensions equalled the Telkom account for the particular month.
Each month Finanee and Accounting reviewed the - printouts, per extension, and
highlighted the following:

o  Calls of excessive duration,
o j.j.'c:ahsmfo}e;ga 'couni:r?ies namime.smc regién,ﬁ R
g ._éEL,ailS to SADC countnes not relevant to the particuiar department or investment
_.:group,and S Do o N

o .Any other ﬁequently recurrmg numbers (especlally ce}i numbers)

The costs per extension were capturec! into an excel schedule to show trends in phone
abuse. Employee’s whose monthly charges were excessive were highlighted to their
relevant manager, who in.-turn spoke to the employee. If the employee continued to make
excessive calls the charges were deducted from their salaries (see 1.. Isaacs and L.
Khoza). Immediately after instituting the above process total phone charges reduced.

SAEDF has a long established formal expense claim policy. Staff are permitted 2
personal calls, paid by SAEDF, while travelling. All other calls are either personal or
business. Personal calls are . identified as. such by the traveller and deducted from the
M&IE travel advance given to the employee. The head of department then approves the
expense claim as proof of acceptance of the expenditure. Any questionable costs are
discussed with the employee and if no satisfactory explanation is given are deducted from
the travel advance too. Business calls are paid by SAEDE. As with annual leave this
system also relies on staff honesty and mtegrlty in identifying personal/busmess expenses.
QAEDF is satisfied with the controls.;

There is no need to request this service from Telkom as the phone momtormg system can
: .;:_do this. All SAEDF_telephone costs.are evidenced by itemized. bziis

1.6 Timekeeping _
Frotm 1998 to 2003 the South Afiican and expatriate payrolls were prepared by the
Financial Manager, approved by the Chief Financial Officer and paid by a payroll service
provider. SAEDF forwards all eamnings and deductions on a payroll spreadsheet to the

service provider. The service provider calculates employee and company taxes, according




to legislation; deducts them from the income and transfers. the net salarics into the
employees’ bank accounts. In some instances SAEDF transfers the funds, but the process
is as above. Payrolls were reconciled (expense accounts: and-balance sheet control
accounts) on a monthly basis. The reconciliation’s are prepared by the Financial Manager
and apptoved by.the Chief Financial Officer. All salary journals:are prepared by the
Financial - Managér:and approved by the Chief-Financial Officer. At month end the
Accountant atid Financial- Manager prepare a “Monthly contrel checklist”. The list details
various monthly processes that must be approved and reviewed. The Financial Manager
approve and review the work performed by the Financial Manager However, on review it
appears that some of the checklists have not been revigwed by the Chief Financial

Officer. Conversely SAEDF reviewed the payroil files from October 1997 to September
2003 and found the follong

o Expense account reconciliations were perfonned for every month up to
= February 2002, .

o Of these reconciliations the Chief Financial Officer or Fmanmal Manager
reviewed and signed all but 6 of them.

o Payroll schedules: were avallable for every month from February 1998 to
September2003"' S

o - The payroli ciearmg accounts .were reconciled for every month from

o - Payroll Joumals"Were-posted 'for'ewry month, but 2, from October 1997, The
journals were 'processed to teconcile the clearing accounts and expense
accounts to the acmat funds disbursed from the SAEDF -bank accounts

Management agrees that no emp!oyee act1v1ty reports have been used However staff
attendance was monitored : via: leave -schedules. Staff are required to submit leave
schedules for prior approval to their departmental head. Once approved they are
forwarded to the leave administrator to update the leave schedules. Leave days owed to
staff are displayed on their monthly payslips. Excessive leave days taken, contrary to
labour legislation, are deducted from staff pay. The system was reliant on staff honesty
and integrity and there was therefore a possibility of manipulation.

The condition that there was no segregation of dutiesis incorrect (see condition 1 above).

_Man"agement agrees with condition 5.

:Condmon 6 is incorrect. Salary schedules are located in the payreli ﬁles and are also still
; kept by the Financial Manager in soft copy. i

Management disagrees with the cause. Process detailed above shows adequate review,
control and segregation of duties.

SAEDF’s Chief Financial Officers previously approved all payroll reconciliations and
journals, however since 2003 no Chief Financial Officer has been employed by SAEDF
and the Financial Manager has therefore approved these. In the future the Chief Financial
Officer or Chief Executive Officer (in the absence of a Chief Financial Officer) will be
required to approve the payrolls. The Chief Financial Officer/Chief Executive Officer will
also review the Menthly Control Checklist, S




SAED¥ is in the process of drawing up an employee review and compensation system.
SAEDFE will discuss, with USAID, methods of record keeping-other than the employee
activity reports.

Management deems the former system for preparing payroll satisfactory. In this system
the Financial Manager prepares the payroll,. Chief Financial Officer approves and a
consultant processes: SAEDF has already advertised for the position of Chief Financial
Officer and expects to fill the position as soon as possible.

1.7 CEO benefits

Management Comment:
The SAEDF board, including USAID, approved a US$1,200 motor vehicle allowance for
~the Chief: Executive Officer.~At the. time- the. monthly ZAR lease payments were
pquivalent to the US$1,200. The lease payments were paid by SAEDY and allocated .
against the travel allowance as part of the Chief Executive Officer’s salary deductions.
:The 1J8$1,200: was :effectively paid.to.the leasing company. The board also approved a
US$4,000 housing allowance. for the Chief Executive Officer. At the time the ZAR-
gquivalent (+-ZAR 18,000) was deemed reasonable for the level of residential housing
-approved: for the Chief Executive Officer. In latter:-years:the devaluation of the ZAR
increased the figure in ZAR-terms. The US$33,000 per annum education allowance was
included in the contract for the employee in question when he was appointed to the
position of ‘Chief Operating. Officer (January 2, 2001). It was unclear which year the
allowance related to. Was it SAEDFs financial year, a calendar year or year from the
Chief Executive Officer’s contract inception? SAEDF, with consultation with the SAEDF
board, decided to-average the allowance: over the Chief Executive Officer’s contract {in
other words it could not exceed US$66,000 for the life of his contract). The surplus
amounts charged were unallowable and were part of the SAEDF counter-claim in the
resulting lawsuit with the terminated Chief Executive Officer.

It is incorrect to-state that there was Board oversight.

Management agrees with the recommendations.

18 Securityforloam . . . .o i

L Management Comments. -

The Chief Executive Officer approved the fundmg of “Suc:ai developrnent” investments.
‘These investments could not exceed ZAR1. million and could.therefore be approved by
the SAEDF Internal Investment Committee (“SIIC™), and ratified by the board investment
Commiltee: telephonically.. The approval process was shortened as the deals could be
approved by the SAEDF Internal Investment Committee without extensive due diligence
or & deta:led board book 'Ihe deals dld not need to pr0v1de SAEDF w1th the desired

See mvestment responses




1.10 SF-272

Management Comment:

It is agreed that SF272%s have not been submitted since February 2003 and SF269’s since
June 2003. Management agrees that the returns were submitted after the 15™ of the
following month (see explanation below).

7 SAEDF reviewed -the dates in question and only -August and September 2002 were

missing. The returns can be viewed in-the USAID files held by Finance and Accounting.
Management agrees that the returns were submitted after the 15 of the following month
(see explanation below).

SAEDF reviewed the dates in question and none of the returns were missing. The returns

.. can be.viewed in the USAID files held by Finance and: Accounting. Management agrees
. that the returns were: submitted. after the. 1 5% of the following month {see explanation
. below)_ ’ Soonod UL ol .

*.': Management agrees:with the auditor’s cause statement. ©

B .Bue;-td de]ays in :fecéiv;in.g: bank staiementsSAEDF .F_'i'nan'cé'and Accdﬁnting department

set the following monthly deadhines:
o 7" of the following month — closure of prior month,

o 10" of the following month — completion of trial balance, income statement and
batance sheet (Accpac generated),

o 15" of the following month — completion of all journals, reconciliations and the
monthly/quarterly reports,

In this way the SF-272 (and SF-269) would be prepared using final monthly figures, after
reconciliations and corrections. These dates were communicated verbally to USAID who
gave the indication that they were not concerned about the late submissions. The only
stipulation at the time was that SAEDF would not be permitted to draw any funds down if
the returns were not up to date,

In future management will “cut off” the processing of the menth’s transactions earlier
than was previously done. In this way the financials will be finished earlier and therefore
the SF272 would be submitted earlier. It must be noted that this will lead to certain
transactions appearing in the incorrect month, thereby resulting in “over-” and “under-*
provigions for certain expenditures. If possible management will post accruals for orders
placed (per the completed purchase orders) but not yet paid for. The Monthly Control
Checklist has been used since the 1997/8 financial year and will be reintroduced and
enforced (with Chief Financial Officer/Chief Exccutive Officer review).

1.11 Investment approval and disbursement

Management Comment:
See investment responses.




1.12 Authorisation of bank transfer letiers and cheques

Management Comment:

The bank transfer in-question was a payment to the SAEDF appomted consultant for the
USAID semi-annual review (“SAR”) report. The consultant was appointed by the Chief
Executive Officer and a contract was signed by the SAEDF Chief Executive Officer and
the consultant - indicating reporting requirement and payment terms. SAEDF policy, if
the regular “A” signatories are travelling, was that one of the “B” signatories not
travelling was temporarily nominated as an “A” signatory, In this case the Vice President
was nominated as the temporary “A” signatory and the Financial Manager the temporary
“B* signatory. The instruction was signed by the Chief Executive Officer and forwarded
to the banks. The payment therefore had the required Chief Executive Officer approval.

-1t is possible that-the cheque was inissed by one of the signatories and forwarded to the
- payee.. However.the bank in question was at fault if it pai,d'the:cheque as it did not
comply with the SAEDF standing instruction — that 2 s;gnatones sign-all cheques

It is understood that no émployee can: approveé an-amount above US$50,000. This being
so would mean that the auditors comment, regarding the US$150,000 Hmit, is incorrect,

- The aiditor’s statement on bank transfer approvals is.illogical. It is unclear which SAEDF
personnel were approached and what relevance the statement is as invoices are authorised
for payment, not bank transfers.

Management agrees that compliance with policies and procedures is essential but feels
that this has been done and was done satisfactorily.




2. Detailed findings — Internal control issues (Material weaknesses)

2.1 Appointment of employees

Management-Comment:

Example 1 - SAEDF utilized a formal recruiting process for the majority of positions,
until recently when SAEDF awarded an agency the sole mandate to recruit for SAEDF,
Recruitment agencies were approached to forward candidates. The departmental head and
thie Chief Executive Officer interviewed the candidates and the most suitable candidate
was eventually appointed. On certain occasions staff were promoted from junior positions
or ‘moved: from other departments. Historically, SAEDF associates and analysts have
always ‘been: recruited: with accounting. degrees.- Vice Presidents. and Senior Vice
Presidents usually were required to have further qualifications (possibly an MBA).

Example 2 - The Finance and Accounting staff that moved to investments in 2001 and
2002 did so as their accountinig systems and. financial controls experience was deemed
necessary to assist with turnarounds for certain SAEDF investee companies. A separate
investment group was set up to monitor the “troubled investments portfolio”.

Example 3 — Management agrees.
Mariagenient agieées with the cause.
Management agrees with the recommendation. Previously the potential employee

verification was done by the recruitment agency, as SAEDF did not possess the necessary
expertise. ,

2.2 Dregien of policies and procedures — Travel

-~ Management Comment:
This statement is partially correct. In later years staff were required fo attach the air ticket
stub and/or the boarding pass, It was decided by Finance and Accounting that the air
ticket was no gharantee that the flight had actually been taken and therefore the boarding
“pass had to be attached to the claim. The policy was also reliant on SAEDF Finance and
““Accounting department common sense e.g. if a hotel bill from the SADC country
travelled to was attached to the expense claim then it was obvious that the person had
taken a flight, or if 2 staff members travelled together and one had misplaced his ticket
stub then it was not insisted upon for that person if the travel details were confirmed by
the other. Management also reviewed all travel requests prior:to departure (via the travel
authorization form)-and payments after returning (via the monthly/quarterly management
reports).”

Fach investment group PA, as well as Finance and Accounting, kept copies of all travel
forms. On inspection it was discovered that some forms were missing. It is not clear
which per diems the auditors regard as excessive as the rates were strictly adhered to. It is
possible that per diems for accommodation may have been approved if the trip was urgent
and no cheaper accommodation was available. To management’s knowledge no trips
(excluding board meetings) were approved where the lodging per diem was above the
Policies and Procedures maximum allowable rate.

In very few instances investment staff were required to travel with little or no notice. The
trips were verbaily approved by the Vice President/Senior Vice President and when the
PA had the opportunity to complete the form it was completed and forwarded to the
department head for signature.- Sepior management teceived a detailed monthly report




(Accpac and management report) showing the business trips taken during the period. Had
a trip appeared that the Chief Financial Officer and Chief Executive Officer never
approved then they would have queried the trip.during their management meetings.

SAEDF cannot comment on the charge without reviewing the relevant documentation.

In the past. SAEDF credit card policy did not require senior investment managers to
approve: statements. The: person who. used the card attached all vouchers and signed the
statement as acceptance of the itemized expenses. The senior manager would then review
the statement, vouchers and charges. He would discuss questionable expenses with the
employee and deduct any unresolved expenses from the expense claim. Management
agrees that the manager should have been required to sign the statement too to indicate
his approval. SAEDF will enforce this in future.

: Management agrees with condition.7. However, this and other Chief Executive Officer

- expenses, were queried by Finance and. Accounting and were hlghhghted to the auditors
ifdurmg the subsequent mterna! aud;t S

SAEDF However these expenses were quened by Fmance and Accountmg and were
highlighted to the auditors in detail during the internal audit. '

Purchase of alcohol'was approved by the SAEDF board (only for business-related meals)
and was to be deducted from non-grant funds. AH movies and other non-business
expenses incurred during SAEDF travel were deducted from the M&IE advance paid to
the staff member, and therefore effectively paid by the employee.

Management agrees that the no-shows were unfortunate. However, the organizing of the
SAEDF board meetings has always been extremely difficult. SAEDF board members
occasionally cancel their attendance at SAEDF board meetings, due to various reasons,
resulting in SAEDF having to pay for the room/s.

SAEDF regards their travel policies as satisfactory. However, the additions to the existing
policies that SAEDF adopted informalfy should have been formaily incorporated into the

: pehcnes and procedures manual (msiead of via e-mail or infernal memorandum)

: ;;:Managemsnt agrees mth cause 2

' ;;:-;was one’ of the reasons for appomtmg an mtemal auditor. in 2002 It is agreed that the
travel policies and procedures should be constantly reviewed and updated. Management
also agrees that the new Chief Financial Officer will be tasked to improve these areas of
":;-:COQCSIT!:'"'-""“5":. e :

Muanagement C'amment

- Afthough  SAEDF previously. conducted personnel. reviews it is agreed that the policy

-+ should have been. more extensive and formalized. Certain decisions that were taken by
: mauagemem.shouid_ have been inciuded in a formal.policy. SAEDF management is

currently implementing a formal appraisal and remuneration policy/system, which will
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rectify the issues mentioned by the auditors.

Management disagrees that the use of informal appraisal and recruitment processes can be
regarded as “poor management practices”.

Management agrees with the recommendations. Management is currently in the process
of implementing this and should have the processes in place within the next six months.

2.4 Design of controls ~ Bank transfers and Authorisation limits

Management Comment:

Incorrect auditor condition. SAEDF -adopts the same: mandates with regard to bank

transfers as it does with cheque payments: SAEDF requires all bank transfers to be signed

by 1 “A” signatory and 1 “B” signatory. Prior to sending the fax all bank transfers are
e 'revrewed by the Fmanc:al Manager (who mmais and dates the back of. the transfer letter).

b The examp]e of ﬁaud that Aud:tnfs mention: dld in- fact -GeCur at SAEDF in 1999. The

- grror - was detected:by Finance and Accounting the: following day and the staff member
was subsequently dismissed. The fault was not an SAEDF error but an American Express

- error as they failed to comply-with the-SAEDF signature mandates and issued foreign
“currency to a junior employee (who was not even a signatory).

Management disagrees with recommendation 1. It is impractical to suggest that SAEDF’s
banks confirm all transfers, especially as SAEDF also makes payments from a US-based
bank. :

SAEDF management did consider the use of Electronic Fund Transfers (“EFT”) but at the
time it was decided that their use was still risky and SAEDF decided to continue with s
existing system of cheques and bank transfers. Management has reviewed the use of EFTs
and has received board approval to effect EFT payments.

Management disagrees with recommendation 3. It is not understood how changing
authorization limits will have any-effect on controls. SAEDF considers their authorisation
limits as satlsfactory

Management Comment: :

Management agrees with condition. 1.: The SAEDF server is backed up daily and tapes are

supposed to be taken by the Office Manager offsite each day. On investigation it was
discovered that the:Office Manager had failed to do a-few backups: and-also failed to take
~ the backup tapes offsite. The Office Manager was subsequently verbally warned and

informed of the potentially serious consequences of lns actlons/macnons

Management agrees with condition 2. SAEDF dld not have any fonn of d:saster recovery

in 1997 as all admin and accounting was outsourced: fo Deloifte .and Touche. SAEDF

| -+ subsequently contracted-the services of an IT consultant to mstall monitor and update all
SRR af SAEBF Infermatlnn Technology R :

Management understands thexr secumy respons:bzlmes but the dec:snon to task the Office
ciio b Manager with-the responsibility was possabiy an. error. Management Wlll institute review
s | of the backup procédires by assenior official.: SN
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Management agrees with the recommendation. -

2.6 Personnel documentation

Management Comment:

Management agrees with condition 1. No specific personnel information was required in
the past, except for a copy of the employee’s employment contract. Management will
incorporate a list of specific documentation requirements into the new HR Manual.

Condition 2 is incorrect. On review of the personnel files employee files were present for
all SAEDF past and present staff. It must be mentioned that-the current Finance and
Accounting staff had not adequateiy safeguarded the files and -had misfiled numerous
dm:uments The documentation has since been: re- filed and is kept na locked office.

" 'Management agrees with' condltmn 3 Fmance an(i Accountmg have completed updating
the employee files for all current and past SAEDF staff. Numerous job descriptions and

“carticulum vitae's: were found and filed in.the appropriate files. Updated job descriptions
' :-Ewdl be mcluded as part of the. updated HR process currently bemg undeitaken

: E:Management agrees that the Tecent: Fmance and Accountmg staff have not adequately
administered-and saféguarded the personnel files. This error has since been rectified.

Management “agrees: with - the recommendation. SAEDF .management is currently
unidergoing -an HR -review. and will incorporate ‘the recommendation regarding required
documentation as stipulated by labour legislation.

2.7 Income: Eqtity accounting

Management Comment' :

The issue was raised in prior years by SAEDI’s external audltor It was management’s
decision that the use of equity: accounting would be misleading as, at the time, the
majority. of . SAEDF’s investiments were. early stage or start-ups. These entities were
virtually all loss makmg and to include these losses in SAEDFS ﬁnancials did not make
gu:ueimes for valuing early stage investments at cost. As the annual financial statements
were unquahﬁed and signed by the external auditors implies that they were in agreemcnt
with SAEDFs view,

3 ..'..::-_Management agrees with the ‘cause (as ahcwe)

2 8 Authonsatmn of expend:ture

"'Management Comment'---- : SETRIEE T SRR E

- The person: requ-l-s:l:tl-emng the purchase has to bﬁ: the person who 31gns the invoice, as his
signature on the invoice is evidence of. his acceptance of the good/service. There is
suff' ciem segregaﬁon of du'ties as the person requisitioning the order does not approve

o 55.Ch1_ef---§*1n_anc:al Ofﬁcer s:gn_s. t_he purcb_ase ._Qrder_ Thc:_SAEDF Prccurem_ent Manual

details the segregation of controls extensively. SAEDF did complete purchase orders for
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promoters to achieve the forecasts given in the due diligence report, during the period between the
receipt of the funding application and the final disbursement of funds, 1e.18/02/1997 to
14/05/1998,

There were no signed audited financial statements on file for ERMC for the financial years ended
30 September 1999 and 30 September 2000 even though SAEDF had invested $900,000 in
ERMC.

Furthermore, there are only three quarterly reports, prepared after disbursement of funds, on the
investment file.

Cause

SAED had no formal momtormg and capamty building pohcy 1o ensure that the value

Effect

» As a result of the poor monitoring SAEDF investment staff :did not identify a number of
irregularities. at ERMC..  ERMC was liquidated and SAEDF lost the total investment
($900 000) they had made in the company.

Recommendation
» The Contracting Officer should determine the allowability of $900,000 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Maonagement comment
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proceeded: in acquiring: further shares to the value of $2,946,138 in Maxiprest The total
investment it Maxiprest amounted ta $3,771,404.

Cause

m The condition is as a result of the CEO initially investing without Board approval, and then
deliberately not adhering to the directors' decision not to acquire further shares in Maxiprest

Effect

+ The investment in Maxiprest was made without Board approval and is accordingly an
ineligible cost.

Recommendation

'+ The Contracting Officer should determme the allowabxi:ty of $170,240 (actual loss suffered)
in ineligible questioned costs and tecover from SAEDF any amounts determined to be
unallowable.

Management. comment

“The then CEO was dlsmplmed by the board and eventually terminated.

1.29  Eerste River Medical Centre (Cape) Ltd ("ERMC")

Monitoring of invesiment

Criteria

Parapraph G of Modification No. 06 to the Grant Agreements states that the success of the Fund
will be judged on the extend to which the Fund, over the long term; is able to develop an
“investment portfolio whose ‘inflation ‘adjusted value is at least equal to the amount of funding
provided to the Fund for investment..

After d;sbursement of funds the value of the investment’ portfoho is achieved through the

mtomig of the . investnient

ph 9 "Report'mg and
Qgress reviews will be the

for its own information.
sues listed in subsection

..... . Condition

SAEDF did not monitor the financial position of ERMC or the strategies put in place by it's
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:Manual dated Match 1996, which forms part of the Corporate Policies and Procedures were

1.283

approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the abovementioned SAEDF Investment Policies, Guidelines and Procedures
Manual requires that ‘the due d111gence prc:cess must be performed prior to approval and
(hsbursement e ,

P andmon !

m  The due diligence for the investment in Maxipréét was conducted after the initial
investment of $825,263 had already been made.

Cause

m The condition is as a result of mllful non-adherence to the Investment Policy by the former
CEOC.

_Eﬁe

and resulted in a loss of $170 240 10 SAEDF and is accordmgly an ineligible cost.

Recommendatzon

+ ~The Contracting Officer should determine the- allowability of $170,240 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

Approval of investment

Criteria

Paragraph. C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and

' _'approved by the Grants Oﬂicer The SAEDF Investmetit Pohmes, Guxdelmes and Procedures

approved by the SAEDF Board and USAID Grants Ofﬁcer

‘Page 15 of the above-mentioned SAEDF ‘Investment. Policies, Guidelines and Procedures

. - Manual states_that."the: full ‘board shall Ratify all investment decisions made by the CEG and

the investment committee of the board".

ni -further requires that the

sdificati
L be based on the business

Condition

SAEDF purchased its initial shares in Maxiprest during Apr;i 2002 w1thout any Board of
Directors approval to purchase the shates,” ==~ ¢ T

At the Board meeting in June 2002 management requested approvai to purchase Maxiprest
shares. This approval was not granted. -

.Despite 1o approval ‘being. given for: the ‘Maxiprest investment, SAEDF management
11
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1.28  Babete /Maxiprest ("Maxiprest”)

1,281 Targetgroup

Criteria

Paragraph E.I of Modification No. 06 to the Grant Agreement states that the Fund will invest in
enterprlses that are dlsadvantage" by thelr mabihty to attract long—term capital investment from

PR Condition' 1 evErTEEE LYY —— s e
m. SAEDF invested $3,771,404 in Maxiprest, which is listed on the Johannesburg Stock
Exchange (JSE). Enterprises. listed on the JSE are large enterprises and accordingly are not
considered to have difficulty attracting long-term capital investment

Cause

« Present SAEDIF management were unable to state why the decision was taken to invest in a
listed company.

oéé to' E: AE

heshA s LT
bhares in Mamprest the actual !

questloned eosts and recover from SAEDF any amouits: determmed to be unallowabie

Management.comment

Criteria

Paragraph C of Modxﬁcatlon No 06 Ao the Grant Agreement states that the grantee shail
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
“.approvéd by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
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Crzter;a

Section D I of Enclosure 2 to the Grant Agreement states that "The Fund’s primary activity will
be to provide financial resources and services through the investment of risk capital in
profitable opportunities throughout Southern Africa.”

Paragraph G of Modification No. 06 to the Grant Agreements further states that the success of
the Fund will be judged on the extent to which the Fund, over the long term, is able to develop
an investment portfolio whose inflation adjusted value is at least equal to the amount of
funding provided to the Fund for investment.

Condition

SAEDF did ‘not monitor the investment in Ahanang and disbursed funds ($34,120) to
Ahanang subs’equent to the company having ceased trading,

Furthermore, SAEDF did not secure registered bonds over the assets of Ahanang to insure
itself agamst any losses that may be incurred. :

Cause

Effect
m The value of the investment portfolio was reduced by $34, 120 and SAEDF lost this amount,
as they did not have any security over the investment.

Recommendation s
e . The Contracting* Officer should determine. the allowability of $34,120 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment




7.27

1.271

Ahanang Construction CC ("Ahanang”)

Approval of investment
Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies,: Guidelines and Procedures
Manual dated March. 1996, which forms: part.of- the Corporate. Policies and Procedures were
approved by the SAEDF Board and USAID Grants Oﬁ'lcer

| Page is of the above menﬂoned SAEDF Investment Polxcles, Guldelmes and Procedures Manual

states that "the full board shali Ratify all investment decisions made by the CEO and the
investment committee of the board" .

Sectiii” E""of "Modification "No: 06 "t6""the “Grant “Agreement™ furthér ‘requires that the

application of the policies to individual investment decisions will be based on the business

judgment of the Fund's board of directors end executive management:

Condition

. The minutes of the SAEDF Board and investment commitiee of the Board do not
indicate that the investment committee of the board approved the investment in Ahanang or
that the SAEDF Board ratified the investment

Cause

~ Present SAEDF management were unable to state why a unilateral decision was taken without
ths requ:red approvals.

5

000,000 being ineligible

-$5,000,600 in ineligible
Qbe unallowable,



1.26.3

Targetgroup

Criteria

Paragraph E.I of Modification No, 06 to the Grant Agreement states that the Fund will invest

in enterprises that are disadvantage by their mablllty to atiract fong-term capital investment

from existing commercial sources

Condition

o ABCH is listed on the Botswana and Zimbabwe Stock Exchange. Enterprises listed on stock
exchanges are typically large enterprises and accordingly are not considered to have

difficulty attracting long-term capital investment

Cause

Ilsted company.

Effect

mvestment of $5,000,000 is, therefore, raised as an lﬂellgible questmneri Ccost.

Recommendation

+  The Contracting Officer should determine the allowability of $5,000,000 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment




1.26.2 Investment limits

Criteria

Paragraph-C of Modification No.06 to the Grant'Agreement states that the grantee shall provide
USAID with-the Corporate Policies and Procedures, which will be teviewed and approved by the
Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures Manual dated March
1996 that forms part of the Corporate Policies and Procedures, were approved by the SAEDF

Board and Grants Officer.
Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual statés that, for equity investments, the "maximum investment shall not exceed

$1,000,000 or 2% of the fund's value whichever is ess".!

Condition

“On 27 August 2002 SAEDF made an investment of $5,000,000 in ABCH, which is in excess of
the policy amount

Cause

the SAEDF Board mcreased the Investment Policy Committee's authonzatwn limit to
$5,000,000 during a Board meeting held on 27 February 1999. However, this increase was
never submitted to USAID for formal apprOVaI

Effect

»  The investment of $5,000,000 was not properly. authorised. The amount in excess of
$1,000,000, i.e. $4,000,000 is therefore questioned as an ineligible cost.

mmendation

he Contractmg Ofﬁcer shouid determine the aklowablhty of $4,000,000 in ineligible
questioned costs and recover from SALDF any amounts determined to be unallowable.

Management comment




Detailed Findings

L26

1.26.1

African Bank Corporation Holdings ("ABCH")

Approval of investment

Criteria
Paragraph C of Modification No.06 to the Grait Agreement states that- the grantee shall
provide USAID with the Corporate Policies and Procedures, which wilt“be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelings and Procedures
Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the abeve-mentioned SAEDF Investment Policies; Guidelines and Procedures
Manual states, "The full board shall ratiiy all investment deeisions made by the CEO and the
investment committee of the board". L o

Section E of Medification No. 06 to the Grant Agibément .'ﬁ'lrther requires that the
application of the policies to individual investment decisions will be based on the business
judgementjudgment of the Fund's board of directors and executive management.

Condition

m The mmutes of the SAEDF Board and mvestment commtttee of the board do not indicate

SAEDF board ratified the investment, i.c. management: made the investment w1thout the
required approval.

Cause

m  Present SAEDF management were unable to state the reason as to the cause of the
investment not being approved.

Effect

therefore a questioned cost.

Recommendation

»  The Contracting Officer should determine the allowability of $5,000,000 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment




Investment limits

Khan & Partners ("K&P"YiIntegrated Pathology Services ("IPS")
Kagiso Ventures Private Equity Fund I ("Kagiso™)
Due diligence
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Kingdom Securities Holdings Limited ("KSHL")
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Redemption of shares

Liguefied Foods Limited ("LFL")
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the course and was not concerned if the employee left SAEDF soon after completing the
course.

“carry on busmess as usuai” durmg the Chief Executlve Ofﬁcer lawsuit and subsequent
USAID audit. Had SAEDF cancelied training courses that staff were entitled to would
have resulted in further staff mordle and retention problems. SAEDF has always had a
favourable training policy and sees the US training course as a way of rewarding and
developing the employee. - must also be mentioned that the US course frequently
atténded - is the US Venture Capital Association Conference, which relates directly to
SAEDF’s business.

Management agrees with the audltor 5 cause.

Management regards the expen_dlture as allowable for the reasons mentioned above.

1.25  ‘Programt income

Management Comment:
The SAEDF accounting system ‘was maintained by an. accounting firm prior to Oct I,
1997. Reconciliations and records for the period comprised 1 cardboard box and were

‘hopelessly: inadequate. From March 1998 the full txme department had to reconstruct the
fdepartmeﬂt TEPOTLS, TECONS. 1 . o i :

Management agrees with condition 2.

Funds were transferred from the various SAEDF bank accounts into the Reflow account
on u quartetly basis. 1f the amounts were significant transfers were done more frequently.
At the time of the auditdrs review it is possible that the transfer had not yet been done,

'.and the Reﬂow aceount balance was therefore lower that what it should have been

-Management agrees with condman 4 Management was told to utilize all ex1stmg (non-

committed) funds for operations and investmeénts before USAID/US Treasury would
approve another grant drawdown. As bank reconciliations as well as balance sheet recons
were performed every month it appears that the auditors did not refer to the correct
documents. SAEDF reviewed to reconciliations and all appeared to be in order.

The 2002 financial year was as above (conditions 3 and 4). The purpose of the
reconciliation mentioned was to reconcile the bank balance to the accumulated Reflow

account figure. Managements understanding was that this money would eventually be
“déducted from investment capital payments, which were to be returned to the Treasury,

and utilized for sustainability post USAID.

Management agrees with the auditor’s cause.

--Managamem agrees with the recommendation.
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The auditor’s cause is incorrect. Management feel that the presentation of final/correct
figures to USAID is far more important that the presentation of estimates. The delays
were caused in an attempt to capture all expenses in the month they were incurred. In
future the month end: cut off witl-be'moved a few days earlier so that the financials are
completed earlier and-.theréfore :ths SF272:and:8F269 returns submitted on time.

complete -and the HR issues in. the__depar_tr_ncnt have been resolved. Previously, the
deadiines were missed as SAEDF wanted to present final/correct figures, instead of
closing off the month and having to pass.corrections in the following month.

1.23 Appomtment of recruitment agencies

. _Management Comment.

S mauagemeﬁt agree that the percentage was high.

e 3Managemﬂnt agrees w1th the recommendatlons

Management agrees with condition a. Management agrees that SAEDF should not have
paid the recmltment fee for the Chlef Executlve Ofﬁcer Management is of the opinion

resigned from SAEDF. It is not evident why a percentage ef 20% was agreed upon and

Management agrees with condition b.. The decision to appomt one recruitment agency
was taken by the, then, Financial Manager and Chief Executive Officer. They decided
ihat the recruitment need of SAEDF would be served best by using one company. This
would build a relationship with SAEDF and thereby reduce the time for recruiting new
employees.

Management agrees with the auditor causes. However, the expenditure was incurred as a -
result of the Chief Executive Officer-and Financial Manager concluding a contract

without the knowledge of the other senior managers. Although the amounts fell within the

Chief Executive Officer’s authority levels, it would have brought valued input into the

contract and eliminated any appearance of a lack of transparency. It is therefore essential

that the Chief Financial Officer enforce compiiance with OMB Circular A-133.

'I"rammg

Management Camment, .....
SAEDF, at the time, ¢could not locate any suxtably quahf‘ ed prwate eqmty professionals.
The Chief Executive Officer recruited senior. staff that had: investment experience and
decided to train them in the USA — hence the course. The course was an extensive senior
management course and the fee was reasonable at the time. There was and still is no
comparable course, in terms of quality, in South Africa. SAEDF has always adopted an
employee-determined approach to training. While preparing the. annual operational
budeet SAEDF employees decide what courses they would like to attend for the commg
year and, with their department heads agreement, include them in the coming year’s
budget. The departmental head decides if the course will be beneficial to SAEDF and the
employee or not. In addition budgeted amounts are provided for US training courses for
the investment and Finance and Accounting departments. n 1998 it was SAEDF policy
that employees from Financial Manager and above (Finance and Accounting) and Analyst
and above Investments) qualified for overseas training once they had been with SAEDF
for 2 years. It was SAEDF’s view that the employee had already worked off the cost of
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SAEDF, via the company credit card. Copies of the hotel bill were attached to the
expense claim submitted on return to the office. The expenditure would therefore have
been reviewed via the credit card statements, via the expense claim and ﬁnaily via the

AT&T charges reiated to- SAEDF board meeting conference caiis and the Chief Executive

Officer’s calling card:(used in the 1JSA). As the costs were incurred while calling from
the US& to: South Afrlca it is. understandabie that the costs.are h:gh However the card

agreed that there should have bean a formalised approval process admmlstered by the

‘Chief Financial Officer.

Thé SAEDF board approved the inrs'talrlation of security systems for certain SAEDF
employees {see March 2000 board minutes).

The auditor’s cause is incorrect, Management does not agree that the costs are excessive,
but agrees that costs should be monitored to prevent abuse.

Management agrees with the recommendation.

The aud;tor s cause 1§ incorrect.

12177 Advertising ﬁd'fi;f;)iﬁdtioné -

Management Comment:

USAID approved that SAEDF could incur such expenditure as long as it -was deducted
from non-grant income. SAEDF needs to allocate all such expenditure to a separate
account so that it can be deducted from non-grant income. Management will perform the
reconciliation and prepare a journal-entry correcting the error.

The former SAEDF Chief Executive Officer approved the expenditure in order to help
promote SAEDF’s image in the region. It is understood, as they involve self-promotion,
that these expenses cannot be paid out of Grant funds, but can be paid from “Reflow”
funds. The expense was.correctly allocated to the “suspense” account in the balance
sheet. This .account kept.track of all expenditure that did not comply with OMB
requirements: In September 2002 the Finance and Accounting department incorrectly re-

« allpcated the expense to the “promotions” aceount in, the SAEDF income statement.

Management regards the expenditure as allowable for the reasons mentioned above,

122 SF272

Management Comment; -
The SF 272°s for April 2003 to September 2003 have not been completed.

- For the-.period April 2002 to January 2003 only August 2002, September 2002 are

missing from the file.

For the period October 1999 to May 2000 all returns are on file. Submission dates are
communicated verbally to USAID and they were not concerned by the late submissions,
The only stipulation at the time was that SAEDF would not be perrmttcd to draw any

funds down if the returns were not up to date.
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1.18 " - Bank reconciliations prior to 1997

~ Muanagement Comment:

The SAEDF accounting system was maintained by an aceountmg firm prior to Oct 1,

1967 A Chief Financial Officer was appointed near the end of this period, but left
SAEDF. In January 1998 a new Chief Financial Officer was appointed and then in March
1998 the Financial Manager and Accountant were appointed. Reconciliations and records
comprised 1 cardboard box and were hopelessly inadequate. From March 1998 the full
time department had to reconstruct the department, reports, reconciliations, etc. It was for
the same reasons mentioned by the auditors that prompted SAEDF management and
board to appoint the full time department. Bank recons could not be located. If located
they would not have been approved by a Finaneial Manager or Accountant. as none of
these positions existed. :

) 1:1Management agrees wﬁh the aud1tor 5 causes
Management agrees with the recommendatlon Smce the mtroduc’tlon of:a full-time
Fmance and Accounting départment the processes did i mprove: For the perlod prlor to
recons were completed Meﬂagement will strive to continuously improve controls in this
area.

1.19 VBank reconciliaﬁons 1998 - 2003

Management Commient: 5 :
Bank reconciliations were performed monthly Fhe reconciliations were perforined by the
Accountant and reviewed by the Financial Manager. Periodically the Chief Financial
Officer used to randomly sample/review the reconciliations. At month-end a “Bank
reconciliation” checklist detailing all the bank account was initialled by the Accountant.
The Financial Manager would then review the bank recons and sign the “Monthly Control
Checklist”, The Chief Financial Officer reviewed the checklist every month, and copies
of the signed checklists were’ attached to the monthly Management as well as quarterly
“Treasurer’s reports for review by the rest -of SAEDF: management (Monthly and
U Predsurer’s reporis) and the ‘SAEDF: board ‘(Treasurer’s: Report only). A review of the
SAEIDF bank reconciliations showed that the above procedures were adhered to for a vast
majontyoftheperlodmquestlon . LT T mEar

-1 THe bank recoriciliations were never reviewed by the Chief Executive Officer. However -

the Chief Financia} Officer reviewed the reconciliations on a periodic basis.

Management agrees with the auditor’s causes.

~ Management agrees with the recommendations aad-will strive to. continuously improve
“géntrols in fhis'area; Management, however, do not feel that it is'hecessary for the Chief
Executive Officer and Chief Financial Officer to review bank reconciliations. Once the

**‘Chief Finati¢ial Officer is appoitited-he will: periodically review the bank reconciliations
- performed by the Accountant (and primarily reviewed by the Financial Manager)

Managemem Comment: R :
Telephone expenses, while travelling, wete charged to the hotel room and therefore to
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contract of employment and it was therefore unnecessary to repeat them in the appraisal
form. Individual ratings were given but the percentages and numbers differed between
departments. :

Management agrees w1th condition l.c. The updated HR policy, currently being
completed, will rectify these issues.

Management agrees with the auditor’s cause.

It is agreed that the formats were not standardized in the early years. However in 2002,
after the initial McKinsey report, a standardized appraisal process was adopted. Staff
strengths, weaknesses, deliverables etc were all detailed in the appraisal form. The
updated-HR policy, currently being completed, will rectify these issues.

1.17 | Authorlsatlon of expendlture

Managemnt Comment.

Officer/Financial Manager approved the purchase order and then the ongmator approved
the invoice. It was SAEDF's view that as the originator was responsible for his own
budget he should also be required to approve the invoice. By approving the invoice the
originator- checked -the - goods/service. and his approval was acceptance that the
goods/service was acceptable.

Accpac accounts payable module has a feature that prohibits the capfiiting of an invoice
more than osce. In addition, SAEDF policy was to only pay original invoices. In the
event - that an original “invoice could not be found and SAEDTs accounts payable
reconciliation confirmed that the invoice was outstanding then the payment was made. It
is understandable that copy documentation was attached to expense claims as all originals
were attached to the credit card statements (where payment was made by SAEDT credit
card). Again, this is an example of the auditors misunderstanding of the processes
involved. For travel reimbursements SAEDF used a spreadsheet that monitored the

. .expenses for, each: business trip as. well .as the reimbursements. In later years it does,

however, appear that this spreadsheet was not ut1llsed and: thc posszblhty for reambursmg

Accpac). The orxgmal statement was then sngned by the cardholder and rewewed by the
department head. The missing credit card docamentation was a result of misfiled credit
card siatements and documentation by the recent Finance and Accounting staff. Files .

.- were reconstructed without fully. understandmg the ex1stu1g fillng system, resulting in-
. documents bemg misplaced or misfiled. . . .
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IR Fmance and Accounting and legal departments. The primary cause was the lack of
- ‘understanding of the South African labour law and therefore a lack of understanding of

the steps necessary to affect the terminations. Historically the Finance and Accounting
department were informed of the termination decisions after-the-fact and were informed

‘of the fnonth’s salary to pay on termmatxon

Condition 2 is incorrect. Al} terminations prior to 2003 had detailed workmgs of the
termination amounts and were ‘kept in+the payroll files as well as in the Financial
Manager s database The costs were allocated to the salarles expcnse account as the

The SAEDF board appointed a temporary Chief Executive Officer to administer the

Furid. “The Interim ' Chief Executive Officer was given the authority to determine the

. staffing requirements of the Fund. He therefore decided that the SAEDF investment

department needed restructuring and therefore effected the terminations.
Management agrees with the auditor’s causes,

Management agrees with the recommendation,-

115 :Aﬁﬁiiﬁ! financial statements -

_: - Management Comment:
" Management agrees with condition' 1 and 2. The 2002 and 2003 annual external audits

were stopped as a result of the US Regional Inspector General disqualifying SAEDF’s
external auditor from the hst of USAanapproved auditors.

SAEDF management always fims“ d the annual financials before the due date. For most
years the delays in ﬂnahzmg the _a;muai_ _fi__nancxai statements were due-to the following:

s o __Fmahsatmn of the audit report to management,

o Approval from the US branch of the external auditor with respect to compliance
WIth US GAAP

Management agrees and will attempt to finalise the AFS prior to January 31, but as the
process has been delayed by the auditors /USIG audit it will take a while to complete.

1.16 Performauce management

. ' ‘Management Comment:
“Appraisals were performed during these years and were signed by the appraiser and the

appraised. Original Finance and Accounting appraisal forms were filed in the SAEDF
safe as they contained confidential information. At no time during the auditors audit were

‘SAEDF staff requested to provide these appraisals. SAEDF staff were appraised on
performance for the past 6 months. '

to the appralsed The appralsed would then be requ:red to 1dentxfy training courses that
would assist in development in these areas. In the next appraisal the appraiser would

- -again review these areas. Staff responsibilities were detailed in their job descriptions and
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the correct expense account. Certain operational expenses are payable in advance.
When paid the payment is allocated, via the Accpac system, to the prepayments

“+ account in the balance sheet. Journals are then passed each month releasing a
portion of the payment; as per the matching principle in accounting, to the
expense account in the income statement. The auditors did not understand the
process and therefore could not trace the documentation/payment.

The auditors had difficulty reconciling the amounts listed on the expense claim
forms (multi-currency) and the figures in the general ledger (US$). The sum total
of the expense item on the hotel bill divided by the exchange rate will equal the
expense- claim amount. On- a- few occasions. the auditors used the incorrect
exchange rate to trace the expense to the general ledger. The rates used for
expense claim and advances are shown on the face of the claim form. This policy
mieant that SAEDF ‘would contra the advance against the credit shown on the
claim form; thereby eliminating the need for journals to correct minor exchange
differences. The missing credit card documentation was a result of misfiled credit
card statements .and documentation by the recent Finance and Accounting staff.
Files were reconstructed without fully understanding the existing filing system
resulting in documents being misplaced or misfiled.

Management agrees with condition 2.d. The allocation of expenses to the correct
expense account was due fo managemient's desiré to present accurate financials.
These - re-allocations were usually a result of the Chief Financial Officer
disagreeing with the FM on a particular allocation.

Management agrees with condition 2.e. Cheques were previously filed together
with -the cheque requisition. SAEDF is currently re-filing the cheques into
separate files. Note: Even though the cheques were attached to the requisition a
register was completed each month, and filed in the front of the cheque
requisition file, indicating whether or not the cheque had been returned.

The - auditors ~did not —understand - the petty cash process. All
receipts/vouchers/invoices were attached to the voucher in a separate “petty cash”
file.  Only the ' reconciliation was attached to the cheque requisition. On
reimbursing the petty cash the cash on hand was counted by the Financial
Manager and the petty cash officer. On receipt the same 2 people counted the
cash. A receipt-was signed and left in the receipt book.

The auditor’s causes are incorrect.

All Finance and Accounting files were retrieved from Metrofile. SAEDF will review all
files at Metrofile and compile a checklist to account for future file movements.

Management agrees that it must maintain_its records in terms of their policies and
procedures.

SAEDF has managed to trace virtually all of the amounts that comprise the charge by
understanding the processes mentioned above. The amounts are therefore allowable.

1.14 -~ Employee termination costs

Management comment:
Management agrees with condition 1. Historically staff terminations have been on the
instruction of the Chief Executive Officer, without adequaie consultation with the SAEDF
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Condition 1.a is incorrect.-All reference numbers relate to a specific document. If
the reference is a “CB”.it indicates. that the item is a cashbook entry — usually a
cheque or bank transfer reference number. If the reference is a “AP” it refers to
an accounts payable entry and the reference number is a supplier invoice number.
The only difference would be American Express, where invoice numbers could
not be used, as SAEDF never received all backing invoices aftached to the
monthly statement.. SAEDF had to allocate the payment directly from the Amex
statement. Similarly “AR’” related to accounts receivable and was a SAEDF
generated invoice (usually to an investee for a debt payment). the auditors did not
realise that there are a few SAEDF cashbooks/bank accounts. The general ledger
reference: for cashbook “04” is the-Wachovia check account. SAEDF quickly
found the cheque requisition,  cheque  and copy. documentation are in the
Wachovia cheque requisition file. It appears that the auditors searched the “10”
cashbook fites; which was-the Nédbank-cheque account in South Africa. On a

- number-of occasions the auditors stated that docuthents were untraceable. On

- investigation SAEDF discovered that the reference that the auditors stated was a

- "1cheque number ‘was in fact an invoice’ number A sunple trace of the invoice, via

_ payment ‘The aud:tors also mlstook bank transfer reference numbers for payment
a Sy and therefere ¢ould not trace the amount to source documents.

Condition 1.dis incorrect. Partly due to the prehlems mentioned above and partly
due to-SAEDF Finance and Accounting staff not being able to trace the
references themselves, However with an understanding of the use of references
(as above) and with sufficient knowledge of Accpac the transactions can easily be
traced. SAEDF has all Accpac general ledger databases on the SAEDF network
and ‘the ‘accounts payable modules for most years. By simply accessing
“enquiries” and “vendor transactions” one can trace invoice numbers as well as
the matching payment. =

Regarding the lack of supporting documentation (condition 2):

Condition 2.a is incorrect. All of the Accpac sub-modules post into the general
ledger, and then the general ledger retrieves the information. In other words all

o the’ supportmg deeumentat;on for accounts payabie will be attached to the

journal entnes Joumais are ﬁied in separaie ﬁles with accompanymg
documentation. When batches are retrieved- i all ‘modules they must first be
printed before they can be posted. In this way there is always a printed copy of
"every transaction: posted to the general ledger. On-review it appears that some of
the - Acepac printouts” have been ‘misfiled and other' missing altogether. Even
though these batches cannot be re-prmted the mformatton can st:ll be viewed in

The auditors did not understand the process of cerrecting jodmal entries.
Esseéntialty this was aiiocatmg ‘@i enfry -from: one account’ into -another. No

- docuiriéntation ‘was-attached 1& the journal as it -would be attached to the original
. payment, and. it would be pointless to copy every document. The. payment and

invoice are traceable through the reference number given on the journal entry (via
the cashbook or accounts payable). Similarly; the auditors did not understand the
workings of the suspense account. Expenses that cannot immediately be allocated
toa partlcular account are allocated to the Suspense account .nce the true nature




1.11- Unreasmrable/excessive.tr:a?v.e_i expenditure

accompany hxm to plan the board meeting, arrange board meals, take mmutes etc, It was
his view that. 1t was not unusual for a Chief Executive Officer to take an asszstant on trips.
At the time the Chtef Executwe Ofﬁcer s Personal A351stant booked board travel Tt was
her opinion:that all senior managers should not travel-on the. same. flight, due to the key
man risk. However, it was incotrect for SAEDF to pay for the expenses while in London.

Movies were classified as personal expenditure and were therefore deducted from the
M&IE allowance paid to the employee. If the expenditure in question was not deducted
from the M&IE per diem then it was an error. USAID apptroved that SAEDF could incur
expenditure on alcohol for business-related meals. The amounts were to be deducted from
non-grant income.

The auditor’s claim of 33 no-show rooms for the Westcliff Hotel is incorrect. In fact only
2 rooms were-available of which-1. was taken by the Chief Executive Officer’s Personal
Assmant Thiswas agreecl upon, as she was unhappy about travellmg home alone at

The auditor?s cause is incorrect. .

SAEDF agrees that it must comply with applicable OMB requifemehts'. .SA'EI;}F could not
comment on the $110,334 amount as the auditors, after numerous requests, failed to
provide the workings and composition of the amounts in question.

The US$110,334 either did not appear in the progress reports or the KPMG-provided
reference number was incorrect. The auditors failed to provide. SAEDF, after repeated
requests, with the working papers for this amount.

2. -Unauowable expenditure

Do Management Cammem-

The aud:tor s cause is 1nc0rrect

SAEDF needs to aiiocaie all such expenditure to a separate dééount 50 that it can be
deducted from non-grant income. Management will perform the reconciliation and

prepare a joumal entry correcting the error.

Management agrees with recommcndanon 2.

1.13 Anadequate documentation and audit trail

Management Comment:
~tis unclear what misallocations the auditor is talking about




However, this did occur on a couple of occasions due to errors or financial predicaments.
In all cases the staff members paid the amounts back to SAEDF. SAEDF policy with
regard to travel of board members was that an indirect airfare was allowed if the cost of
that ticket was less than the cost of a direct flight from his home town/city. If board
members stopped off somewhere on the way to.a SAEDF board meeting the
sccomumodation expense was paid by the board member, not SAEDE."On review of the
invoice it appears that the cost of the airfare was less than or equal to the cost of a direct
flight from Atlanta to Johannesburg. It is SAEDF’s view that this-amount is allowable. In
the second instance SAEDF did not pay the accommodation costs for its legal counsel for
3 days in Cape Town. The charge stated that he was not in Cape Town on SAEDF
business and ‘SAEDF should not have paid. On review of the invoice and statement no
- evidence could be found that the expense: was paid by SAEDF (the inveice only indicates
that the airfare was charged to SAEDF}. It was noted that the invoice was also an
itinerary, and for this reason displayed the accommodation details. It was also noted that
+most-of the:US-based directors: flew to Cape Town, stayed overnight, and then flew to the .

IS, This is -allowable as the South Africa to-Atlanta flight cam only fly directly to Atlanta’

~ i at'certain times during the year. The costs of the 2 flight routes are identical.

The audltor § cause is mcorrect (as above)

"55"SAEDF board ‘eXpenses were momtored vid the monthiy and quarterly management

reports and presented to the SAEDF board. The costs: wére usually high due to the
distances, and resultant airfare costs, involved in travelling to the meetings. As the board
members -are not paid to sit on the SAEDF board the charges do not appear excessive. In
future SAEDF management will make sure the chosen hotel accommodation complies
with the USAID per diem allowances.

Management feel that the procedures adopted above are satisfactory and do not reduce the
level of financial controk: Therefore the expenditure is allowable.

1.10°  Officers and employees expenses

Management Comment:
It is unclear what the auditors are charging management with. Per diems were allowed for
lodging and for meals and incidentals. As accommodation: was.pre-booked and paid via
the SAEDF credit card no lodging per diem was given. On approval of the travei form the
trave] request had to comply with the lodging per diem rates, and to managements
 knowledge did: Staff would then receive an M&IE' pér-diem advance to cover expenses
such as mieals and other incidentals:” Any personal €xpenditure was then netted off this
advance when the employee submitted his claim form on his return.

Ail reimbursements were required to have backing documentation On very few occasions

request copy: vouchersfmvmce : Fa:lure 1o do B0 would result in the employee having to
Jjustify the expenditure (via memo} to thie Chief Financial Officer and his department
head. Failure to do this resulted in the questloned amounts not bemg refunded to the
employee. R R

The a,uditor’s cause is incorrect.

Some of the documentation appears to have be_en_misplaced and is therefore impossib!e to
verify at this stage However SAEDF was able to recovér a large poi‘tion of the disputed

and Accountmg fi ies and wﬂi not encounter these probiems agam




these reports that the Chief Financial Officer and Chief Executive Officer never
approved the trip would have been queried during their management meetings,

1t is unclear which tfips an employee on the same level as the traveller approved. It is
possible that one Vice President approved the travel of another Vice President. In these
instances they would have done so in ling with their authorisation limits.

SAEDF credit .card pohcy did. not require. senior investment managers to approve
statements. The person who used the card signed the statement as acceptance of the
itemized expenses, The senior manager would then. review the statement, vouchers and
charges. It is accepted that the manager should have been required to sign the statement
to reflect his approval.

The auditor’s cause is incorrect.
SAEDF regards their travel policies as satisfactory. However, the additions to the
existing policies that SAEDF adopted informally should have been formally incorporated

into the policies and procedures manual (instead of via e-mail or internal memorandum).

Maﬂagement feel that the procedures adopted above are satisfactory and do not reduce
the level of financial control. Therefore the expenditure is allowable.

1.9 Board member’s expenses

Management Comment:

Vouchers. for board member reimbursements were attached to all payments. In the
majority of instances the auditors reviewed documents in the incorrect cashbook. In other
words they reviewed documents attached to the local bank cheque number, when the
payment was made via SAEDF’s US-based bank.

When credit card statements arrived from Nedbank copies were made for Finance and
Accounting and the originals were handed to the cardholders. The cardholder attached all
vouchers to the original statement and identified all business or personal expenditure. The
cardholder signed the statement verifying the correctness of the information. Finance and
Accounting would then allocate the expenditure on the copy statements. Any unreturned
original statements would be immediately evident. Statements were firstly reviewed by
the department head, and then by Finance and Accounting. Any questionable expenditure
was queried with the department head. It is agreed that department head approval was not
evident and should have been enforced. The American Express card was a SAEDF
“lodge” card. This meant that the card was held by SAEDF’s travel agent and was used to
book airfares and hotel accommodation. No approval will be evident on the Amex
statement as the approval was signed via the purchase requisition, prior to purchase. In
1998, the newly created Finance and Accounting department found the Diners Club credit
cards as well as SAEDF’s lack of credit card policies at the time insufficient, and the
cards were cancelled. New Nedbank credit cards were handed to staff after signing the
newly generated credxt card policy document.

The Chief Executive Officer and Chief Financial Officer were only . required to
check/approve the statements for staff in their own department or for one another, not for

all staff. The Chief Financial Officer and department heads reviewed the statements.
Management agrees that the senior manager should sign the statements as proof of review
and acceptance.

SAEDF staff were not permitted to use the SAEDF credit cards for personal expenses.




satisfactory and do not reduce the level of financial control.

Management agrees that policies and procedures should be adhered to.

‘Management believes that the idea of a contract committee is impractical for such a small

organization and the task can form part of an employee’s job title. Management will also
update the Policies and Procedures Manual in order to reflect these changes, and to allow
management to use a single supplier (without going through the tender process for each
purchase) if certain steps are followed. In this way the bureaucracy will be reduced and
staff can concentrate on their primary job functions,

Management feel that the procedures adopted above are satisfactory and do not reduce the
level of financial control. Therefore the expenditure is allowable.

o Management Comment:

of this transasﬁ_on-_ _

The SAEDF board decided that as the SAEDF dlrector in question was only a shareholder
in tha parent company' :Adc_orp Holdmgs Ltd that there was 10" conﬂict of interest

SAEDF has since engaged the services of one of South Africa’s premier forensic
investigation companies to look into these charges.

Mariagement agrees with condition 3. The director gave full verbal disclosure of her
interest in the transaction. The board instructed the Chief Executive Officer to obtain the
written disclosure, which he failed to do. His services were terminated, in part, as a result
of this transaction.

Management ‘agrees with condition 4. The director gave full verbal disclosure of her
interest in the transaction. The board instructed the Chief Executive Officer to obtain the
written disclosure, which he faifed to do. His services were términated, in part, as a result

received a detailed monthly report (Accpac generated reports as well as the Internal
Manapement Report) showing the trips taken during the period. Had a trip appeared in




- The auditor’s cause i§ incorrect (see above responses).

Management agrees with the recommendation.

1.6 Procurement process

Management Comment:

Historically quotes were obtained, according to the policy, for all purchases (exchuding

legal). However, the quotes were usually filed in a separate file by the Office Manager
. and therefore are not evident to-the auditors. SAEDF will correct the system to make sure
: --that quetes are attached to the requisition/order.

: :::fMelimsey ‘were appomted in 2000/1 to perform the SAEDF mid-course review. As
SAEDF was established in 1994/5 the mid-course review had to be performed at that time
(5" year of the proposed 10 years). The approval can be found in the minutes of the
executive session of the March 2000 board mimutes. . - '
In response to cunditlon 2 management has singe settled aii outstanding amounts with
McKinsey.

- The former SAEDF Chief Executwe Ofﬁcer approved the expendlwre in order to help
promote SAEDF’s image in the region. It is understood, as they involve self-promotion,
~ . that: these: expetises cannot be paid out of Grant funds, but can be paid from “Reflow”
-+ funds. The: expense was correctly. allocated to the “suspense” account in the balance
sheet. This account kept track of all expenditure that did.not comply with OMB
requirements. In September 2002 the Finance and Accounting department incorrectly re-
allocated the expense to the “promotrons” account in the SAEDF incottie statement.
Management agrees that the tender process for the SAR. consultant was not followed.
SAEDF staff attempted to identify a consultant to perform the function, without any
success: The Chief Executive Officer at the time knew of th ultant and approached
‘her to provide SAEDF with a quotation. On receipt of the quotation SAEDF queried the
. ..reasonableness of the amount with the Chief Executive Officer, who.confirmed that the
.. amount was within the parameters for the required work. As Chief Executive Officer he
then took the decision, as it was within his authorization limit, to approve the contract.
SAEDF was satisfied with the work compited and to management’s knowledge so was
el USAID SAEDE, cleelded to replace the Contract Committee with the Office Manager At

transactions made the Contract Committee 1mpraet1cal Management at the time decided
that the tasks of the eommlttee would be better handied hy the Office Manager.

The suppller selecmm process was not formahzed and was 1eft as the responsibility of the
.. ... Office Manager. Management also instructed: the. Office Manager to use vendors owned -
by previously disadvantaged citizens {BEE) It was managements view that SAEDF’s
mission was also to help these companies “get off the ground” and would therefore give
: thcm a hlgher “welghtmg” in-the tender process.

. If By’ staff member was unhappy wnth the service offered by the vendor the Ofﬁce




Officer’s son. This amount formed par't'bf the SAEDF counter-claim in the lawsuit.
Management agrees with condition 2.

All of the above allowances received board approval and therefore are allowable.
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Bonuses

Management Comment: " ¢ i oo

After conducting the: appralsal process SAEDF bonus proposals are forwarded by the
various department heads: to. the Chigf Executive - Officer for approval. The Chief:
Executive Officer, in consultation with the other department, heads agrees/disagrees with -
thc recommended  percentages/amounts. The: final ‘management -authority on these

*“amounts/percentages is the Chief Executive Officer; who then presents all SAEDF salary

-mcreases ‘and-boiiises to the SAEDT board Personnel Committee: Although the Chief
Executive Officer had the final authority in the process the.process was deemed
acceptable by SAEDF management and board. Staff who felt that their bonuses/increases

¢ weére undcceptable were free to discuss the issue withi the' Chxef Executlve Officer.

The auditor’s cause is incorrect. Although the Chief Executxve Ofﬁcer had the final

“ duthority; His decision was influenced by the recommendations of the department heads.

Bonuses are presented 1o the SAEDF board Personnel Committee:on an annual basis for
review, along with the salary increase recommendations. The amounts were approved by
the commitiee and are therefore allowable.

1.5

pure

Lack of completion qf p_urchase orders

Management Comment
On review of the files it appears that the relevant purchase requ:sztrons and orders had
been detached from ‘the cheque requisition/bank: transfer and filed in a separate file.
Management agrees that'in the 2003 financial year the use of requisitions and orders was
_not enforced In addlthﬂ the budget control sheets, whmh determme if the budget will be

' *"".;It i SAEDF poimy that - all requxsltmns be approved by & senior ofﬁcxal/head of
: 5department However, it is possxble that the auditors reviewed the purchase orders, not the

reqmsmons On review of the Procurement Manual-it-is clear that the purchase

~réquisition is ‘the ‘document that approves the purchase, ot thé purchase order. The

contention that the purchases made might not have been valid is incorrect as the person
who approved the invoice for payment was different from the person who prepared the
order. As additional checks the Chief Financial Officer/Financial Manager approves all
payments arid Would have noticed any unapproved expenditure.

Purchase order dates were occasionally after the invoice date due to the non-compliance
with the policy by the staff preparing the purchase requisition or order. To trace the staff

- member who had falled to follow the procedure each depamnent Personal Assistant was

cotld be traced via the requisition/order number and the: offendmg Personal Assistant was
rmrimanded The fauit in the process was that the heads of these departments failed to

: undem;med the process.




Condition b is incorrect. For the vears 1998 to 2002 (and part of 2003) formal employee
appraisals were held annually in August. The employee was appraised by his’her
department head and then the department head would review the employee’s appraisal
with the Chief Executive Officer. If there was any disagreement between the department
head and the Chief Executive Officer the increase/bonus would reflect the Chief
Executive Officer’s position. It is agreed that the system should not have relied so heavily
on the Chief Executive Officer’s opinion/attitude towards the employee/s. In recent times
employee performance, and therefore appraisals, have been affected by the sequence of
audits the company has undergone. For this reason the original performance targets could
not be the sole evaluation item as the majority of the staff were involved in the audits.

It appears that the reasons piven by the Chief Executive Officer to the SAEDF board
for.the increase were not accurate. The increase percentage. agreed by the board did
not agree with the ﬁgure given by the Chiaf Executive Ofﬁcer and was queried by

Management agrees w1th condmon b 2 The then Ch:ef Fmanmal Ofﬁcer forwarded
- | .. -an approved (by him) increase proposal to the Chief Executive Officer. The payroll
- L was adjusted and the increase paid. However, on questionmg .this, and other issues,
the Chief Financial Officer departed SAEDF. On review of work performance it was
agreed that the increase was excessive.

- Management agrees with the recommendation.

1.3 CEO benefits

Managemernt Comment:
Condition 1.a is incorrect. The SAEDF board approved. a US$1,200 per month motor
vehicle allowance for the Chief Executive Officer. The Chief Executive Officer did not
receive-the “free” use of a company car and a motor vehicle allowance. The vehicle
aliowance was included as income in his monthly salary and therefore was subject to
FICA taxation (USA). In turn, SAEDF leased a vehicle for the Chief Executive Officer’s
use. The monthly lease, petrol and. satellite surveillance charges were then allocated
agamqt the allowance Initiatly the allowance was the US$ equwalent of the ZAR lease
_ -;$1 200 allowance (in ZAR terms) exseeded the lease charge (m ZAR) leaving a credit
" balance in the expense account.

T ::-;Condmon 1 b is mcorrect 'I'he board approved a US$4 000 per. month housmg allowance
NP for the Chief Executwe Officer. At the tune the ZAR. equwalent (+«ZAR iS ,000) was

According to the Chief Operating Ofﬁcer s contract he was entltled to US$33 000 a year
. to cover schoof costs for his children. The allowance was carried over to his term as Chief
: .Executwe Officer, It was. unclear whether the year /as a calendar year, SAEDF financiat

i -:':":_:_ ; atter to approve the add;tlonal _US$]3 738 (e—mati_ aﬁached 16 bank transfer). It was:
‘decided that the costs would be averaged over the SAEDF financial years. The*
US$10,116 was unallowable as it related to the university costs for the Chief Executive




KPMG/USIG Audit
Final-Report— Final Draft Management Responses (clean)

1. COMPLIANCE WITH ACREEMENT S, LAWS and REGULATIONS
11 Tlmekeepmg

Management response: -
Condition “1:is incorrect. The SAEDF payroll worksheets, which the auditors appear to
have based their charges on, are not signed or approved. SAEDF Finance and Accounting
(“Finanee and Accounting™) department uses Monthly Control Checklists to sign off the
main monthly “accounting procedures (including payroll). Once the payroll has been
prepared the following are reconciled: expense accounts, salary control accounts and net
-payroll disbursements to the - SAEDF bank statements. ‘The: Chief Financial Officer
“reviews and signs these reconciliations and the checklist:when complete. SAEDF regards
this as sufficient approval, but will :mplement Chief Financial Officer/Chief Executive
-Off‘ cer mgnmg off the payroii runs prlor to forwardmg them to the service pr0v1ders

day of the week/month/year and if staff were not occupied with:SAEDF work it would
have been apparent to their manager, who would have rectified the problem. In addition
the SAEDF board (including USAID) approved: the: SAEDF Human Resources Manual.
As per OMB Circular A-122 SAEDF can use an alternative method to account for staff
activity, as long as it has the approval of USAID. The approval of the HR Manual,
effcctively, is therefore this approval.

Condition 3 is incorrect. Staff attendance was, and still is, monitored via leave schedules.
The leave days owed to-staff were displayed- on ‘their monthly -payslips. Staff were
tequired to submit leave schedules with prior approval from their manager. Excessive
léave days taken, contrary to labour legislation, were deducted from staff pay. However,
the system was always ultimately reliant on staff honesty and there was a possibility of
mampulatlon when staff were traveihng frequently For thts reason lt was p0551ble that

_ "'The auditor’s causes are correct. Management is aware"of’ the requu‘ements of OMB
* Circular A-133 and-feel that they have taken ther necessary steps to' comply

| Management feel that sufficient steps wete taken 1o control review and monitor
(I *nmekeepmg SAEDF aiso took care to repmt any dev;atlons from budgct to the board




2.13 Menitoring of investment

Management Comment;
See investment responses

2.14 Investment limits

Management Comment:
See investment responses
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randomly sample/review the recons. At month-end the Bank Reconciliation checklist, and
a Monthly Control Checklist, were initialled by the Accountant. The Financial Manager
would then review the bank recons and sign the Monthly Control Checklist. The signed
Monthly Controf Checklist was attached to the monthly Internal Management Report or
the quarterly Treasurer’s Reports for review by the rest of SAEDF management (Monthly
and Treasurer’s Reports) and the SAEDF board (Treasurer’s Report only). A review of
the SAEDF bank reconciliations showed that the above procedures were adhered to for a
vast majority of the period in question.

The bank reconciliations were never reviewed by the Chief Executive Officer. Only the
Chief Financial Officer reviewed the recons (on a periodic basis).

A historical schedule of monthly checklists and bank reconciliations shows that
management complied with the processes almost all of the time, but the maintenance of
records was lacking,

Management agrees that bank recons should be safeguarded and steps will be taken to
ensure this.

Management does not feel that it is necessary for the Chief Executive Officer and Chief
Financial Officer to review bank recons. Once the Chief Financial Officer is appointed he

“will periodically ‘review the bank recons performed by the Accountant (and primarily
reviewed by the Financial Manager).

2.10 Conflict of interest

Management Comment:

Management agrees. The director gave full verbal disclosure of her interest in the
transaction. The board instructed the Chief Executive Officer to obtain the written
disclosure, which he failed to do. His services were terminated, in part, as a resuit of this
transaction.

The auditor’s cause is therefore incorrect.
Management agrees with the recommendation. However, these policies are already in

place for directors and staff. The case in question was a result of the Chief Executive
Officer not complying with board instructions, not a lack of a formal policy.

2.11 Maintenance of records

Management Comment:
See investment responses.

2.12 Due diligence process

Management Comment:
See investment responses
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The procedure was that staff attached all vouchers to the original credit card statement,
while Finance and Accounting allocated the expenses on the: copy statement. On review it
was dis¢overed that the files have been altered and many signed.credit card statements
(originals) have eithér been misplaced or misfiled. The approval-of eredit card statements
was a constant problem due to the lack of assistance Finance and Accounting received
from the other SAEDF department heads. SAEDF  contends- that the policy was
satisfactory, but adherence was not what it should have been. SAEDF is currently
reviewing the filing and controls relating the credit card transactions. 1

All staff were required: to physically identify .business and personal expenses on their
credit card statements as well as: on vouchers. SAEDF policy at:the time was to allocate
all expenses on the copy statements and attach all vouchers to the original statements. The
original statements were then signed by the employee and reviewed by the department

- -head. 1t appears that the misfiling of these statements/documents: is. a. result of recent
- SAEDF staff not understanding the process and therefore incorrectly: altering the filing

. - system. Although SAEDF feels the figure is well below the 75% mentioned by the

-~ auditors Finance and Accounting is currently reviewing the filing and controls relating the
credit card transactions, '

&5 a rule, SAEDF did not make. payments on copy tax invoices. Hoﬁféver, if an invoice

was misplaed SAEDF would reconcile the éreditor account to confirm that the payment
had not been processed before: If the: payment was urgent and an original tax invoice was

Purchase order dates were occasmnaily aﬁer the invoice date due to the non-compliance

. with-the policy by the staff preparing the purchase requisition or order. To trace the staff

“reprimanded. The fault in the process was that the heads of these: departments failed to

member who had failed to follow the procedure each: department Personal Assistant was
given a sequentially numbered requisition and order books. Non-adherence to the policies
could be traced via the requisition/order number and the offending Personal Assistant was

insist ‘on compliance with the policies (and were sometimes: the offenders) and therefore

- 'yndermined the process.

Management contends that the policies are satisfactory, but as with any system of control
it is ultimately reliant on the staff in the process. Resistance of the staff to the process was
a direct result of the: failure of SAEDF’s: other (non Finance and Accounting) senior

“ managers to enforce the process in their own departments. However, the failure to adhere

to the policies was an exception, rather than the rule.

| Méﬁagement agrees with the recommendation, and feels that the policies should be
- formally reviewed and updated. Once complete the SAEDF board and USAID approval

.. will be obtained. Of considerable confusion is-that the updated Poticies and Procedures

©..manual was presented to the SAEDF board (in¢l. USAID) in 2001 .and according to
- ~SAEDF mapagement’s understanding was approved. However, it appears that the

approval was either not granted or not recorded. Had the document been approved it
would have eliminated a large portion of the m:sunderstandmgs created in the audit.

2.9 Bank reconciliations: 1998-2003

Management Comment: :
Bank reconciliations - were performed. monthiy The: recons were performed by the
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disbursement and is incorrect to state that there were none found.

Incorrect. Onreview it appears that the relevant purchase requisitions and orders had been
detached - fromi : the cheque  requisition/bank transfer and filed in a separate file.
Management agrees that in'the 2003 financial year the use of requisitions and orders was
not enforced. In addition the budget control sheets, which determine if the budget will be
exceeded prior to disbursement, were not utilized at ail.

Accpac accounts payable has a feature that prevents an invoice number from being

entered more than once. Monthly accounts payable reconciliations (Accpac to creditor

statement) were performed, and reviewed. A further safeguard was that SAEDF did not

miake- payments on:copy tax-invoices. If an invoice was misplaced SAEDF would

reconcile: the account to confirm that the payment had not been processed before. In the

case - of non‘accounts payable payments Finance and  Accounting ‘would review the
- ¢hequerand: bank: transfer registers to confirm that no- prlor payment-had been made. To
| - “SAEDF’s récord only 1 duplicate payment:occurred in the entire- 6.year period and it
1. . .occurred-before SAEDF had-a full-time accounting: department and:a fully functioning
" Accpac accounting system: Extensive controls-have been-implemented since this time.

SAEDF’s policy requires that all purchase requisitions be approved by a senior
- gfficiat/head - of department. Nevertheless: it is possibie ‘that the auditors reviewed the
“‘purchase orders, not the purchase requisitions. The Procurement Manual identifies the

purchase requisition as the document that approves the purchase, not the purchase order.

SAEDF: complied- with the -appreval limits. Sheuld the ‘auditors indicate the purchases
where approvals were not adhered to SAEDF will in turn respond.

Quotatlons Were mther written in'the space provided on the purchase requisition, or were
attached 1o the purchase requisition. [t-appears that the purchase requisitions and orders
have been detached from the payments, and therefore 50 have the quotes.

The supplier selection process was not formalized and was the responsibility of the Office
Manager. 1f-any staff member-was-unhappy with the service offered by the vendor the
Office Manager would approach them to discuss the accusation or change to another
supplier. As most of the selectmn process was verbal 1t is accepted that the process shouid
".::'..:':::befomahzed T U PP . .

made the Contract Commlttee 1mpractxcai Management at the time: demded that the tasks
~ ofthe u.ontract Commlttee Would be better handled by the Ofﬁce Manager :

LT 'E}fﬁce Manager to'lise: vendors owned by prevmusly dlsad’vantaged citizens (BEE) t was

Ceieln U -managements view that SAEDE's missionswas also to help:these companies “get off the
SEPIREERNEREN SREP gmund” and Wwould therefore give thema hlgher “we;ghtmg in the tender process, In this
SR SHEE way 1t xs true that competitmn Was: reduced. - Ve

Iegal) The contracts were filed in the SAEDF “contracts file”. If any staff member was
unhappy with the service offered by the vendor the Office. Manager would approach them
to discuss the accusation or change to another supplier. When a service provider was used
for a single assignment a copy of the contract was:attached to.the payment. SAEDF has

" -singe reviewed the file and certain documents were m:ssmg, while other documents have
since been found.
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Fi rupaézﬁfr'nzited (Zimbabwe) (Private) Limited ("Frupac")

Maintenance of records

Criteria

Section 2.A of Enclosure 3 to the Agreement states; "The Grantee shall maintain books,
records, documents, and other evidence in accordance with generally accepted accounting
practice. The Grantee's financial management system shall: (i) provide for accurate, current,

. and complete  disclosure for . each  Grantee-sponsored activity; (ii) identify adequately the

source and application of funds for all Grantce-sponsored activities, and (jii} enable the
Grantee to accurately determine Grant balances, book balances and reconciliation of book to
Grant balances.'*

Condition

«  There is no approved journal voucher and supporting documentation for the foreign
exchange loss adjustment of $123,581 on the investment in 2002

. Present SAEDF management were unable 1o give a reason for the condition.
Effect

' unsupparted cost

1311

-the -absénce of appropriate ddcumentation, there is no-evidence as to the authenticity
of the accounting entry, and th fore:gn exchange loss of $}23 581 is guestioned as an

Recommendation
» The Contracting Officer should determine the allowability of $123,581 in unsupported
questioned costs and recover from SAEDF any amounts determinied to be amallowable.

Management comment

Gili Greenworld ("Gili")

Approval of investment - -
Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forms part: of the Corporate Policies and Procedures were
approved by the SAEDF Board and US__AL_D_E Grants Officer.

annual states that "the full board shalk: Rat:fy allinvestment- decxslons made by the CEO and
the investment committee of the board".

Section E of Modification No. 06 to the Grant Agreement further requires that the
14



1.31.2

application of the policies to individual investment decisions will be based on the business
judgment of the Fund's board of directors and executive management '

Condition

The minutes of the SAEDF Board and investment committee of the board do not indicate
that the investment committee of the board approved the investment of $1,916,783 in Gili or
that the SAEDF board ratified the investment, i.e. management made the investment without

the required approval.

Cause

-+ Present SAEDF management were unable to state the reason for the investment not being

approved.
Eﬁ’ect : R,

o The lack of approval for the investment results in the investment of $1,916,783 being
mehg1ble and is therefore a questioned cost. ST

» The- Centractmg Officer should detennlne the aiiowabxhty of -$1,916,783 in -ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

Investment limits

Criteria

Paragraph C of Modification No.06 to the Grant A reement states that the grantee shall

Manual dated March 1996 that forms pa of the Corporété-g.- Policies: and Procedures, were
approved by the SAEDF Board and Grants Officer

$1,060,000 or 2% of the fund's value whxchever is Iess" 2 o

Condztzon

| :'15 February - 2000 D:sbursement $1,227,078 .j}..f'; |

15 February 2000 Closing fee = $12; 286

7 August 2800 Disbursement $676,645

7. August= - 2000 - Closing fee. -~ -$6774 . . . .- .
$ 1,916,783
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Management comments

This is in excess of the policy limits.

Cause'

Management believed that the limits as stated in the criteria, were increased due to the fact that
the SAEDF Board increased the Investmerit Policy Committee’s authorisation limit to
$5,000,000 during a Board meeting held on 27 February 1999:-1999, However, the increase
was never formally approved by USAID

Effect

m The investment of $1,916,783 is in coniravention of the policies approved by USAID, and
the amount in excess of $1,000,000 is therefore questioned.

Rec:ommendatzon s

*.The. Ccmtractmg Officer shouid determme the allowablhty of $916,783 in ineligible
questloned costs and recover from SAEDF. any amounts determined to be unallowable.

Monito

Criteria

__.qiiires that the success of the



issues hsted in subsecuon D

Fund will be judged on the extent to which the Fund, over the long term, is able to develop an
‘nvestment portfolio whose inflation adjusted value is at least equal to the amount of funding
provided to the Fund for investment.

After disbursement of funds the value of the investment portfolio is achieved through the
coptinuous monitoring of the investment.

The Grant Agreement's enclosure 1, General Provisions, paragraph 9 "Reporting and
evaluation”, subsection B "progress reviews" states : the focus of the progress reviews will be
the exchange of information regarding the overall health and performance of the fund, the
current status of future requirements for US Government funding, the funds compliance with
the terms of this agreement.

Subsection C "office visits™ states that USAID will visit the home and field offices of the
fund, and a sampling of the firms which have received loans or equity from the funds. In
preparation of these field visits, the project officer and /or USAID representative may request
current financial information from the fund inciuding the financial statements reported to the
fund by ‘investees. USATD does not intend that new reports be prepared for this purpose, but
rather would expect to receive working papers that the fund would routinely prepare or receive
for its own information. USAID also may request various information related fo the monitoring

CQndition’

made in K&P but the investment in K&P was not
tanagement accounts or quarterly reports in the

f,;: ~An investmen
appropriately m
monitoring files

Cause

There s no formal SAEDF policy relating to m(mltﬁrmg Investment staff did not
mommr the mvestmem after dzsbursement

Eﬁ’ect

SAEDF were not able to detect the determrat;on in K & P's operations and financial

position:

Had SAEDF monitored the investment more ‘vigorously, these could have been identified and
SAEDF could have w-ahgned its proposed ;position in K&P, ot have had a more 63 hands-on

approach in ensuring that the deficiencies were adequately addressed. Accordingly SAEDF
may not have had to write-off its investment in K&P.

Recommendation
s The Contractmg Officer should. d_etermme the allowablhty of $437, 072 in mehgﬁaie

Management comment
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Kagiso Ventures Private Equity Fund I ("Kagiso")

Due diligence

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures

Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the abovementioned SAEDF Investment Policies, Guidelines and Procedures
Manual reguires that the due diligence process. must be performed prior to approval and
disbursement.

Condition

m There is no due diligence report supporting a due diligence review.
Cause

m Present SAEDF management were not able to state any reason for the absence of a due
diligence report,

Effect

+ An investment of $3,184,127 in Kagiso was made without the required due diligence
report being made available and is thus questioned as an ineligible cost.

Recommendation

» The Contracting Officer should determine the allowability of $3,184,127 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment
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1.33.2

Investment limits

Criteria Paragraph C of Modification No. 06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equity investments, the maximum investment shall not exceed

_$1 000 000 or 2% of the fund‘s value whlchever is less“

B Condman

12 Jan 2000 Disbursement $’*““135620“

12 Jan 2000 - Disbursement $ 234,466
31:-Mar 2008 - Re-imbursement $ (74410
20 Mar 2000 Disbursement $ 558,749
26 July 2000  Disbursement $ 49,782
29 Jan 2001 .Disbursement $ - 43,846
23 Aug 2001 Disbursement § 502,564
31 Jan 2002  Disbursement $ 29,750
29 AiigiiXG Disbursement $ 358,592
27 Jan 2(j<& = -Disbursement $ 33,558
8Apr'2Q<>3 ;, Disbursement $ 710,655
27 June 25&3J “Disbursement $ 506,471
5 Aug ”‘003 ", Disbursement 5 44484

“This s m éic’éé’s's of tﬁé policy limits.

Cause




Recommendation

« The Contracting Officer should determine the alidwabiiity of $2,184,127 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

1.34  Kingdom Securities Holdings Limited ("' KSHL")
134.1 Investment limits

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall provide
USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Polimes and Procedures, were

. Page 8. of. the above-ment:oned SAEDF. Investment Pohcles Guxdeimes and Procedures
Manual states that, for equity investments, the "maximum investment shall not exceed
$1,000,000 or 2% of the fund's value whichever is less" *

Condition

-

SAEDF invested an amount of $1,200,000 in the purchase of preference shares in KSHI..

. This is in excess of the policy. limits... ..

Cause _ N R
Management believed that the imnts as set out hi the cr:terla, were mcreased due to the fact that
the SAEDF Board increased the Investment Policy Committee's authorisation limit to $3,000,000
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during a Board meeting held on 27 February 1999. However, the increase was never formally
approved by USAID.

Effect

«~ The investment of $1,200,000 is in contravention of the policies, as approved by USAID, and
the amount in excess of $1,060,000 is therefore questioned;

Recammendaﬂgn

. ihe Cantracimg Officer should " determine  the allowabihty of $200,000 in ineligible
questloned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

4 In the absence of a def" nition: of "ﬁmd‘s value" and for the sake of practicality and a

conservative approach we

" have : upiformly apphed ths SZ rmlhon thresho%d as the mvestment Hmit in computing
- guestioned costs e ik -

1.342  Redemption of shares SRESTHEN

" Criferia

Paragraph G of Modification No. 06 to the Grant:Agreements requires that the success of the
Fund will be judged on the extend to which the Fund, over the long term, is able to develop an
investment portfolio whose inflation adjusted value is at least equal to the amount of funding
provided to the Fund for investment.
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Condition

SAEDF's Board of Directors approved an investment in KSHE. SAEDY management were under

the impression that the preference shares would be redeemed in US$. During the redemption

process it was, however, noticed that the Investment Agreement stated that the preference shares

would be redeemed in Zimbabwean dollars (Z$) and not in USS. The Z$ was already
~deteriorating in value at the time of the investment.

An Internal Discussion Draft, dated February 9, 2000, prepared by Mr. Jesse J. Spikes (Long
Aldridge & Norman - LAN) and addressed to a former CEO, suggests that the redemption price of
“the shares was incorrectly changed from US$ to Z$ during the process of drafting the agreement.

Cause

The  investment associate succumbed to pessure from 'KSHL ' and, without proper
authorization, changed the agreement in order to finalise the deal. i

Eﬂect _____

. SAEDF suﬁ'ered ! ioss of US$646 308 g a result ‘of the forelgn exchange difference on
redemption of the investment.

Recommendation

*  The Contracting Officer should determine the allowability of $646,308 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unalfowable.

Management conment

Monit

Criteria

s that the success of the
Fund will be judged on the V - m, is able to develop an
investment portfolio whose inflation adjusted value is at least equa to the amount of funding
provided to the Fund for investment.

After disbursement of funds the value of the investment portfolio is achieved through the
' 22



continuous monitoring of the investment,

The Grant Agreement's enclosure 1, General Provisions, paragraph 9 "Reporting and
evaluation", subsection B "progress reviews" states : the focus. of the progress reviews will be the
exchange of information regarding the overall health and performance of the fund, the current
status of future requirements for US Government funding, the funds compliance with the terms of
this agreement.

Subsection C "office visits" states that USAID will visit the home and field offices of the
fund, and a sampling of the firms which have received loans or equity from the funds. In
preparation of these field visits, the project officer and for USAID representative may
request current financial information from the fund including the financial statements
reported to the fund by investees. USAID does not intend that new reports be prepared for this
purpose, but father would expect to receive working papers that the fund would routinely prepare

or recewe for its own mformanon USAID also may request vanous mformatlon related to the

Condition

SAEDF invested $1,180,000 in LFL. In the initial phase of this inVestment, the monitoring of
funds disbursed Was poor:with little follow up on the usage of the monies received by the investee
from SAEDF. Furthermore, no decisive corrective action was taken for defaults or contraventions
of covenants or loan agreement clauses identified by SAEDF investment associates.

Cause

Present SAEDF management were unable to state the reason for the poor monitoring or no action
being taken.

Effect

SAEDF were not timeously aware of the risk to their investment and put it at further risk by not

- taking action when probiems became kaowu Ultimately they wrote off the full investment in
- LFL. 70 : S :

' $1,180,000 in ineligible
questioned costs and recover from:SAEDF any amounts deft d t0.be -ul_lallowabie.




136

136.1

~Megkon (Pty) Ltd/Autoster ( ”Megkbn’?

Prohibited investments

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and.Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDE Investment Policies, Guidelines and Procedures 7
anual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer. o

Page 10 of the SAEDF Investment Policies, Guidelines and Procedures Manual states that the
fund shall not invest in ventures or transactions involving defence - we interpret this to mean any
transactions dealing with the armaments industry.

Condition

An investment of $5,267,036 was made in an industry involving_ d?fqnqe.

) Inthemltaaidued:hgence report prepared by SAEDF investment associates in December 1999, it

was noted that Megkon was initially set up as an engineering consulting company, providing
services to the "armaments industry” which was. subsequently crossed out and changed to
"Corporate Market in South Africa". :

Dr Piet Stokers, the Chairman and Managing Director, who established the company in
1982, was the leading  aeronautical - engineer -responsible: for the development of the

MRooivitk” -a military hehcopter for the South African National Defence Force (SANDEF).

The minutes of a Megkon ‘Board - meeting. held on March 1, 2001 details discussions
regarding the various companies within the group. For the Consulting Services (CS) the
comment madft*is that "Military consultation is profitable. We intend to remain in this
market for as long as it makes a positive contribution to cash flow."

" Fiofir the above it can be seen that SAEDF was involved in prohibited industries.

Managemenr comment

Cause

'Pre;.cm_ SAEDF management “are unable to state why the ~provisions of the Grant

Eﬁ’ec_t

-SAEDF invested in a prohibited 1ndus¥ry Accord:ngly, the entire  investthent of

Recommendation

T_he Contracting Ofﬁcer should determine the ailowabiiity of $5,267,036 in ineligible
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" 1.36.2 Investment limits

Criteria

~'Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall

provide: USAHDwith the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page' 8 of ‘the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual- states that, ‘for equity  Investments, the "maximum investment shall not exceed
$1,000,000 or 2% of the fund's value whichever is less".’ (This lmitation refers to initial
investments only and not additional fanding).

Condition

SAEDFs initial investment in Megkon was $3,767,036, whiqh exceeds the policy limits,

Cause

Management believed that the limits were increased due to the fact that the SAEDF
Board increased the Investment Policy Committee's authorisation limit to $5,000,000
during a Board meeting held on 27 February 1999. However, the increase was never
formally approved by USAID.

Ejj‘bcr

The investment of $3,767,036 was made in contravention of the Grant Agreement. The
amount int excess of $1,000,000, i.e. $2,767,036 is therefore questioned as an ineligible cost

5 In the absence of a definition of "fund's value", and for the sake of practicality and a
conservative approach we have uniformly applied the $1 million threshold as the investment
limit in computing questioned costs.
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Recommendation
The Contracting Officer should determine the allowability of $2,767,036 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

1.363 Monitoring of investment

. Criteria
Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the
Fund will be judged on the extent to which the Fund, over the long termn, is able to develop an

investment portfolio whose inflation adjusted value is at least equal to. the amount of funding
: provnded to the Fund for investment.

i

disbursement of funds the value of the mvestment portfoi" is. achieved through the

ous memtunng of the investment.

The Gra’nf Agreement’s enclosure 1 General Provisions paragraph 9 “Reporting and

“of the fund, the current
pliance with the terms of

ange of information regarding the overall heaith and pe Fform'
status of future requirements for 1S Government funding, the funds ¢
this agreement

. SubsectioniC "office visits” states that USAID will visit the home and field offices of the
fund, and a sampling of the firms which have received loans or equity from the funds. In
peeparation of these field visits, the project officer and /or USAID representative ‘may request
cuerent financial information from the fund mcludmg the ﬁnanclai statements reported to “the
fund by jpvestees. USAID does not i :
this purpose, but rather would expect to receivi
prepare or receive for its own information. US
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“granted and disburse

i ‘Megkon in the light ofi iy

to the monitoring issues listed in subsection D.

Condition

' $2.034,544
- $309,250

nes and informatiod,- a forther amount of $1,500,000 was
Eimited during Qctober 2001, SAEDF decided to put
12002, a mere 9 months after the additional disbursement

Even after the above

i-for: the additional funding to

carious-financi ]_S_l_t‘l.latlﬂll.

Effect

SAEDF put their funds at un-necessary risk in disbursing further funds to Megkon and
ultimately wrote off the additional $1,500,000.

Recommendation

The Contracting Officer should determine the allowability of $1,500,000 in ineligible
guestioned costs and recover from SAEPF any amounts determined to be unaliowable.




1.37 Mozamb:que Equity Fund ( "MEF")

Monitoring of Investments

Criteria

Section D.T of Enclosure 2 to the Grant Agreement states that "The Fund's primary activity will
be'fo provide financial resources and services through the investment of risk capital in profitable
opportunities throughout Southern Africa."

- Paragraph G of Modification No. 06 to the Grant Agreements states that the success of the Fund
“will 'be judged on the extent to which the Fund, over the long term, is able to develop an
mvestment portfoiio whose inflation adjusted vaiue is at Jeast equai to the amount of funding

portfolio is: achieved through the

f}h 9 "Reporting ‘and
evalaation”, subsection B “progress rev:ews 5 18 progress reviews will
be the exchange of mformat;on regardmg the overall health and performance of the fund, the

funding; the: funds compliance with

and field offices of the
ty from the funds. In

D representative may
réqiest  cuire i

- reported to the
e this pm;pose, but rather would expect to recelve workmg papers that the fund would routinely
fepare: fon 35t various information

Condition -
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SAEDF invested $882,000 hi MEF, No. quarterly reports were on file for the period January
2003 onwards, and there is no other evidence of monitoring after this date:

The December 2002 report indicated that the fund (MEF) had only made one investment of
$180,000 up to that date. This means that from the date that SAEDF disbursed the funds of
$882,000 -on September 28; 2001, up to December 31, 2002, SAEDF's funds were ecarning
interest to the advantage of MEF and not yielding any returns for SAEDF, It should further
‘be noted that the $180,000 investment by MEF was also funded proportionately by the other

 investors in MEF. Even though only one investment had been made by MEF's management

. Eompany, jthé latter still received monthly management fees, which were funded from the
disbursements made to MEF by SAEDF. The effect of this is that the initial funds disbursed by the

various investors ‘were being exhausted through management fees and other expenses
while no other investments were made.

taff did not adequately

Effect

SAEDF was not alert to the impairment to its investment in MEF through the way the
latter was conducting its business. Ullimately the full investment of $882,000 was
written off.

Recommendation

The Contracting Officer should determine the allowability of $882,000 in ineligible
questioned ¢osts and recover from SAEDF any amounts determined to be unallowable.

Management comment

29



1.38.1

Metals Closure Group South Africa Limited ("MCG")

Approval of investment

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that "the full board shall Ratify all investment decisions made by the CEO and
the investment committee of the board",

Section E of Modification No. 06 to the Grant Agreement further requires that the
application of the policies to individual investment decisions will be based on the business
judgment of the Fund's board of directors and executive management.

Condition

SAEDF invested $2,159,036 in MCG. The minutes of the SAEDF Board and investment
committes of the board, do not indicate that the investment committee of the board approved
the investment in MCG or that the SAEDF board ratified the investment, i.c. management
made the investment without the required approval.

Cause

Present SAEDF management are unable to state why the investment was not approved.

Effect

The lack of approval for the investment results in the investment of $2,159,036 being ineligibie
and is therefore a questioned cost.

Recommendation

The Contracting Officer should determine the allowability of $2,159,036 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

1.38.2 Investment limits

Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which wilt be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were
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Management comment

Page 8 of the.above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual states that, for equity investments, the "maximum . investment shall not exceed
31,000,000 ot 2% of the fund's value whichever is fess"

Condition

SAEDF invested $2,159,036 in MCG, which is in - excess -of the policy hmits.
Cause

Management believed that the limits, as stated in the criteria, were increased due to the
fact that the SAEDF Board increased the Investment Policy Committee's authorisation
limit to 85,600,000 during & Board ‘meeting -held on 27. February : 1999. However, the
increase was never formally approved by USAID.

Effect

The investment of $2,159,036 was not properly authorised. The amount in excess of $1,000,000,
ie. $1,159,036is therefore questioned as an ineligible cost.

Recommendation T

The Contracting Officer should determine the allowability of $1,139,036 in ineligiblequestioned

costs and recover from SAEDF any amounts determined to be unallowable.
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® In the absence of a definition of "fund's value", and for the sake of practicality and a

conservative approach we
have uniformly applied the .$1 million threshold as the investment limit in computing
questioned costs.

L 39 Ostrich Production Namibia ("OPN"})

139.1 Export Processing Zone

Criteria

Section’ 7.C of Enclosure 3 to the Grant Agreement states that "The Grantee shall not use any
funds provided under this Grant to establish or develop, or to cause others to establish or
develop, in a foreign country any exporting processing zone or designated area in which tax,
tariff, labour, environmental or safety laws of that country do not apply, in part or in whole,
to activities carried out within such zones or area, unless a prior written determination and

Grant is not likely to cause a loss of jobs.within the United States."
Condition RS

SAEDF invested $2,067,670 in OPN. In a memorandum to the SAEDF Board dated
February 13,1997, it was stated that the “"project has been granted Export Processing Zone
status which means that Ostrich Production Namibia is exempt from paying all taxes and
duties™; '

“SAEDF didinotlréqueStibbtairnﬂxe required approval from the'Gmnt‘ 5 Officer for the investment in
OPN. e e

Cause .

Present SAEDF management are unable fo state why the Vr'equri;r'ed approval was not obtained.

it afid could have resulted in
therefore questioned as an

The s |
job losses i
ineligible cost.

067,670 in  ineligible

Managenent comment

1.39.2 Interest paid

Criteria
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In terms of paragraph 23.a. (1) of USAID OMB Circular A-122; "Costs incurred for interest
on borrowed capital or temporary use of endowment funds, however represented are
unallowable".

Condition

E ~In’the " foan’ structure between SAEDF ‘and OPN, SAEDF invested $1,100,000 in a fixed

SR “deposit ‘account with Commercial Bank of Namibia ("CBON"). SAEDF then took out a loan

i of $1,000,000 from CBON and on-lent it to OPN. SAEDF paid $246,481 in interest on this
loan.

This - - structure - contravenes - the :- provisions. of OMB  Circular A-l 22
Cause

The transaction was structured in this way to hedge against currency devaluations {the loan to
OPN was Namibian Dollar denominated).

Effect

The interest pald by SAEDF on the loan from CBON is unaliowable in terms of OMB
Circular A-122 and the interest of $246,481 is therefore raised as a questloned cost.
Recommendanon

The Contractmg Officer should determine - the allowabxhty of $246,481 in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowabie.

Management comment

1.46  Pick-a-Spaza Holdings ("PASH'")

1.46:1 = Due diligence

Criteria
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Paragraph C:of Modification No.06 to the Grant Agreement states that the grantee shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manual dated March 1996, which forms part of the Corporate Policies and Procedures were
approved by the SAEDF Board and USAID Grants Officer.

Page 15 of the abovementioned SAEDF Investment Policies, Guidelines and Procedures

" Manual. requires that the due diligence process must be performed prior to approval and

disbursement

Condition

SAEDF invested $1,023,109 and $31,622 in commitment and closing fees in PASH. The due
diligence performed on PASH by the SAEDF was superficial and did not address key issues.
Furthermore, SAEDF investment associates did not act on certain information obtained
during the due diligence process, e.g. the auditors of PASH he!d shares in PASH, which is a

" cofiftict of interest under the mles of thesr pmfess:on

Catse

Present SAEDF management are unable to state the reason for the investment associates

v performm g 'a proper due diligence or not reactlng on infofmation obtained.

Effect

The investment was made and SAEDF was not aware of the risk to its investment. PASH
subsequentiy went into hquiatmn and SAEDF had to-write off the entire investment of
$1,054,731."

Recommendation

The Contracting Officer should determine the allowability of $1,054,731 in
ineligiblequestioned costs and recover from SAEDF any amounts determined to be

G unatiowable

' Managémem comment

Fund wnIi be Judged on the extend 10 which the Fund over the !ong term, is able to develop
an investment portfolio whose inflation adjusted value is at least equal to the amount of
funding provided to the Fund for investment.
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The Grant Agreement's enclosure - 1, ‘Genera

~ Subsection € "offi
- fund, and a samplh
“preparation. of  the

: -..paragraph 9 “Reportmg and
the focus of the progress reviews will
performance of the fund, the
.- the funds comphiance with

evaluation”, subsection B "progress reviews" states :
et “information regarding th
ture requirements for US

its" states that USAID will visit the home and field offices of the
of the firms which have received loans or equity from the funds. In
Id visits, the project officer and /or USAID representative may
reqiiest ‘current fifancial information from the: fund including the financial statements
reported to the fund by investees. USAID dobes not intend that new reports be prepared for
this purpose, but rather would expect to receive working papers that the fund would routinely
prepare or receive for its own information. USAID also may request ‘various mformatmn
related to the monitoring issues listed in subsection D. :

Condition =

" SAEDF disbursed $1 023,109 to PASH ‘and commitment and closmg foes of $31,622 during

arter} rt-on_the investment files was dated August 10, 1999,
which was more than a year after. dlsbursement

There were no financial statements or management accounts for PASH on file.

Investigation by the mvestment team found that PASH had purchased sharés, amounting to
R2,6 million, on the Johannesburg Stock Exchange with SAEDF funds. The shares had
subsequently been sold but the proceeds could not be traced back to PASH. The funds were,
furthermore, used for the repayment of a shareholder's loan account (Mr. Pottas - promoter).

- The full investment amount of $1,054,731 in PASH was written off.. There is no evidence on

file to suggest that SAEDF tried to recover the funds.
Cause

Present SAEDF  management were not able to - state why -the investment was not
monitored or an attempt made to recover the funds.

Eﬁ’ect

As a result of poor monitoring, SAEDF found out too late that their funds had been mis-
used and had to write off the entire investment in PASH after it's hquldanon

Kecommendatzon

Management comment
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1.40.3  Investment limits

Criteria

Paragraph C of Mod:ﬁcatmn No 06 to the Grant Agreement states that the grantee shall

S, which will be reviewed and
approved by the Grants Ofﬁcer The SAEDF Investment Policies, Guidelines and Procedures Manual
dated March 1996 that forms part of the Corporite  Policiés “and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page 8 of the above—mermoned SAEDF Investment Policies, Guidelines and Procedures
Manual = states  that,’ «f‘or-eqmty investments, the “maximum mvestment shall not exceed
$1,000,000 or 2% of the fund s va!ue whichever is less".’

Condition
ATD. amount of $1,054,731 was invested in PASH, which exceeds the policy limits.

Cause

Management believed that the limits as stated in the criteria were increéased due to the fact that the SAEDF
Board increased the Investment - Policy = - Committee's authorisation
limit to $5,000,000 during a Board meeting held on 27 February 1999, However, the
increase was never formally approved by USAID.

Effect

The investment of $1,054,731 i_s: in contravention of the policieé, as api)roved by USAID.The amount in
excess of $1,000,000 is therefore questioned.

Recommendation

¢ approach we have uniformly ap
,mmt in computmg questloned COSES.
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+ The Confracting Officer should determine the = allowability of $54,731 .. in ineligible
questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management. comment

1411  Duediligence

Criferia

Paragraph C of Modification No.06 to the Grant Agreement  states that :the graniee shafl
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures Manual
dated Masch 1996, which forms part of the Corporate Policies and’™ Procedures were
approved by the SAEDF Board and USAID Grants Officer. -

Page ' 15 -of the abovementioned SAEDF : Investment 'Policies, ‘Guidelines and Procedures
Manual - requires that the due diligence process must be performed prior. to approval and
disbursement :

Condition

“The mvestmfmt of * $5,000; 000 in ABN':was made in Apn} 1999 followmg a due diligence
" “that “Was  performed by SAEDF staff. In' August 1999, SAEDF invested: an additional
$1,718,238 in ABN. : , :

The initial due diligence performed by SAEDF was not adequate, as it did not identify areas
of concern, which were identified 4 months after disbursement Furthermore, the SAEDF
staff mvolved m the due d:hgence dxd not undertake sufﬁc:ent research relating to the

Cause

Present SAEDF management were unable to state why an inadequate due diligence was
performed. - :

Effect>

As a result >of the poor due diligence, SAEDF was unaware of the inadequate
capitalisation of ABN and eventually was not prepared to accede to the continuous
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ultimately written off. -

1.41.2 - Investment limits «: -

Cr;terza

requests, - for; more investment funds. The full investment of $6,718,238 in ABN was

Recommendation

The Contracting Officer should determine the allowability of $6,718,238 in ineligible
questmned costs and recover from SAESF any amounts determined to be unallowabie

e Managemem commerrf

Paragraph C of Modlﬁcatlon No 06 1o the Grant Agrcement states that the ‘grantee  shall
provide USAID with the Corporate Policies and Procedures, which will be reviewed and
approved 'by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures
Manuai - dated ‘March 1996 that forms part- of the Corporate Policies and Procedures, were
approved by the SAEDF Board and Grants Officer.

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelings: - and Procedures
Manual = states * that, - for equity. . investments, the "maximum  investment shall not exceed
$1,000,000 or 2% of the fund's value whichever is less"? (This limitation refers to initial
investments only and not additional funding).

Condition

SAEDF's original mvestmen .made ot 29 Aprti 1999, in TVA was $5 000 ,000, whlch exceeds the policy

limits. 7R e e e e
Cause

Management believed that the limits as stated in criteria were increaséd- due to the fact
that the SAEDF Board increased the Investment Policy Committee’s authorisation limit
to $5,000,000 during a Board meeting held on February 27,1999. However, this increase
was never formally approved by USAID,

Effect
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The investment of $5,000,000 is in contravention of the policies, as approved by USAID.
The amount in excess of $1,000,000 is therefore questioned.

Recommendation

The Conttacting - Officer ~ should determine the allowability of ~ $4,000,000 in ineligible

questioned costs and recover from SAEDF any amounts determined to be unallowable.

Management comment

‘practicality and

tment limit in computin

a

we
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1.41.3  Indigemnous participation

Criteria

Section E.2 of Enclosure 2 to the Grant Agreement states that; "The Fund will invest only in
indigencus - firms." “Indigenous" -firms, -means those with an indigenous majority ownership
or a plan to achieve indigenous majority ownership.

Condition

: ; Group, a 34 billion
grotip, NAA and its affiliate. New Africa
gnt advisory - services to - US institutional

Durham, ‘North Carohna f' nancial se '_1ce
‘Management  specialise  in providing -
investors.

The investment in ABN did not b ,

contravenes the = requirements. of the Grant “Agreement. It is therefore 'questioned on these
grounds. : L -
Recommendation

The Contracting Officer should determine the allowability of $6,718,238 in ineligible
questioned costs and recover from SAEDF any amounts determined 1o be unallowable.

Manggement comment

1414 Monitoring of investment

Criteria

Paragraph G of Modification No. 06 to the Grant Apreements requires that the success of the
Fund will be judged on the extent to which the Fund, over the long term, is able to develop
an investment portfolio whose inflation adjusted value is at least equal to the amount of
funding provided to the Fund for investment.

After disbursement of funds the value of the investment portfolio is achieved through the
contituous monitoring of the investment.



The Grant Agreement's enclosure 1, General Provisions,” paragraph 9 . "Reporting and
evaluation”, subsection B "progress reviews" states : the focus of the progress reviews will
be the exchange of information regarding the overall health and performance of the fund, the
current status of future requirements for US Government funding, the funds compliance with
the terms of thm agreement

fund, and a sampling of the ﬁrms Whlch have rcccwcd lcans or equ:ty from the funds. Tn
preparation of these field visits, . the. project officer ~and. /or USAID  representative may
request current financial information from the fund including the financial statements
reported to . the fund by investees. USAID does not intend that new reports be prepared for
this . purpose, . but .rather would expcct to receive working papers that the fund. would routinely
prepare or receive for its own information. USAID also may request various information
related to the monitoring issues listed in subsection D.

Condition - T

At the SAEDF Directors mcetmg held on~ 2526 September 2000 the problem situations in

the jnvestment portfolic were discussed. The: first problem investment discussed was TVA and the
. comments made inchided the- foliowmg

the forensic audit of the company currenﬂy urider way."

. The Coca-Cola Company has-;fcund the company unable to deliver repeatedly.”

Despite these points and the issues identified during the performance appraisal performed in August
1999, SAEDF disbursed an additional $1,718,238 to TV A during 2001.

Cause

Present SAEDF management were unable to state the reason for the decision by the Board to provide
additiona} funding to TVA.

Effect

SAEDF placed its funds at. unnecessary risk by dlsbursmg fundstoa company that did not appear to have
. the means of becoming profitable. The entire investment had to be written off.

Recommendation

The Contracting Officer should determine thc allowability of $1,718,238:in: ineligible questioned costs
and reccvc;ﬁcm SAEDF any.amounts dctc_:_ be unaliowabl

Maﬁagemen't comment
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L42 . Ubambo e elecammumcatwns (Pty) Letd ("Ubambe")

Spmt of the Grant Agreement

Criteria

The mission of the fund listed on Page 4 of the SAEDF Investment Policies, Guidelines and
Procedures Manual dated March 1996 and approved by SAEDF Board and USAID includes
to "promote the development of broader capital' accumulation by investing in enterprises that
are "historically disadvantaged" as a result of former socio-political practices".

Section’ A of Enclosure 2 fo the Grant Agreement states the purpose of the fund "is to
encourage  the cigation and éxpansion of md1genous small and medmm—smed enterprises n
the southern Africa region”. S

Condition

SAEDF invested $%59,070 in Ubambo. Ubambo's business plan was to -buy-out the interest of
the  other black ecopomic empowerment entities in  the'CellSAf shareholding in order to
- increase their stake in Cell C (Pty} .Ltd, ie. Ubambo was purchasing the minority
_shareholders rights in CelISAT to strengthen their own sharehoidmg in Cell C (Pty) Ltd.

This transaction violates the spirit of “the: Grant Agreement as USAID funds were to be used
to buy out minority shareholders . (mainly historically disadvantaged individuals), and
concentrate their stake in the hands of a f ": v _wea h _:gndiv__iduals.
t ' )

Board as they realised that the transaction would be agamst the spirit of the Grant
Agregmentf’ -

Cause

The cause was due to wilful contravention of the Grant Agreement by SAEDF
management

_Eﬁ'ect T e

The amount disbursed in this investment, i.e. $59,070 is questioned as an ineligible cost:
due to the fact that it is in clear contravention of the spir_it of the Grant Agreement.

" Recommendation

The Contracting Officer should determine the atlowablhty of $59,070 in ineligible questioned costs and
- recover from SAEDF any amounts determined to be unaliowable.

Mamgement comment S, P

143 Vantaris Capital Fu

1431 Menitorihg of Investment

Criteria

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the
4



Fund will be judged on the extend to which the Fund, over the long term, is able to develop
an investment portfoho whose inflation adjusted valie is at ieast equal to the amount of
€ - Fund for investment. : : o

7 _ b éraphr 9 "Reporting and
_ quress reviews" ‘states . the focus of the progress reviews will
regarding the overall health and performance of the fund, the

‘The Grant  Agreement's  enclosure 1, General - Provisions,
evaluatton", subsection B

L current status of future req
the terms of this agreement.

bubsecnon C _"ofﬁce wsns“ states that USAID will v1s:t the home and field offices of the
om the funds. In
preparatlon of these field visits, the project officer and /or USAI presentative  may
request current  financial informatlon from the fund including the financial statements
reported to the fund by investees. USAID does not intend that new .reports be prepared for
this purpose, but rather would expect to receive working papers that the fund would routinely
prepare or receive for its own information. USAID also may request various information
related to the monitoring issues listed in subsection D,

Condition

SAEDF invested $949,676 in VCF. There were only annual financial statements for the year
“ended 29 February 2000 in the - investmenti - file.  Quarterly reports - weré not prepared
consistently throughout each financial year. (There are no quarterly reports on the file for the
last six months of 2000 and also nothing on file for the 2003 financial year. The reports are
also not signed as proof that a senior official reviewed it).
" “The quarteriy reports only reflected the financial performances of the” compames into  which
"VCF had made investments, it never reflected the results and financial status of VCF a$ a company.

There are no management accounts on file for VCF.

Lause

‘SAEDF did not have a formal monitoring policy. SAEDF investment staff did not
consistently  monitor the investment after the funds were disbursed and did not demand
the financial statements and management accounts. i

Effect

cre not in a position to monitor the investment sufficier hout the required
tnancial’ décuments, and were thus not - aware of -the- trae financial n:of VCF. As a
result of this SAEDF did not take all steps necessary to maintain the valug: of the investment
portfolio.

The full investment of $949,676 in VCF had to b written off, arid.is questioned as a result of
the negligent manner in which SAEDF monitored the investment
Recommendation

The Contractmg Officer should determine tﬁe__ ailowab'ility of $949 676 in inefigible
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Management comments.. .

borrowe<1 capstai or tcmporary use of endowment funds, however represented are
unaliowable

Interest of $2, 554 (Jncludmg a double interest payment) was pald to VCF due to late payment of
drawdowns by SAEDF:

Cause

The  late payment of invoices was as a result of the SAEDF finance and accounting
personnel not capturing the invoices on a timely basis. '

Effect

The condition results in wasted funds due to the payment of interest out of enterprise
funds.

Recammendatmn L

The Contractmg Ofﬁcer should - determine - the :: allowability o_f-----:.$2,554 in ineligible
questioned costs and recover from SAEDF any amounts deterinined to:be unallowable..

Mancagement comments

1.433 - Maintenance of records

Criteric

Sect:on 2A of Enclosure 3 to the Agreement states; "The Grantee shail maintain books,
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Recommendation

and complete ‘disclosure’ for each Grantee-sponsored - activity; . (if} identify adequately the
source and ..pphcatlon of ﬁmds for all Grantee-Sponsored actwmes and (m) enable the

General iedger Amount - Sentry date

7 April 2000 : $27 333

31 January 2001 . $21,277

6 July 200t - $19,726

Total 568736 o

The approved journal -voucher (9/34) and supporting  calculations relatmg to the provision for

the wrlte off of the investment in VCF for the amount of $9,927 was not in the Joumal file.

‘Cause

Present SAEDF management were unable to state the reason for the condition.

Effect

" Without ¢ the - supporting  documentation it - is  not  possible to - substantiate the above

disbursements/provision. e

The disbursed amount of $68336 as well as the provision of $9,927 is thus questioned as

ineligible costs.

The Contracting Officer should determine the allowability of $78,263 in ineligible questioned costs and
recover from SAEDF any amounts determined to be unallowable.

Management comments

Zambia Pork Products ("ZAPP")

L44.1

Criteria

Monitoring of Investment fhal e s

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the Fund will
be judged on the extent to which the Fund, over the: long term, s able to develop
an investment portfolio whose inflation adjusted value is at least equal to the amount of
funding provided to the Fund for investment. B

After dlsbursement of funds the value of the 1nvestment portfoho is’ achneved through the
continuous monitoring of the investment.
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The . Grant Agreement's - enclosure 1, General Provisions, paragraph 9 “"Reporting and
evaluation”, subsection B "progress reviews" states : the focus of the progress reviews will
be the exchange of information regarding the overall health and performance of the fund, the
current status of future requirements for US Government funding, the funds compliance with
the terms of this agreement

Subsection - C "office.. visits" states that USAID will visit the home and fleld offices of the
fund, and a sampling of the firms which have received loans or equity from the funds. In
preparation of these field visits, the project officer and /or USAID representative may
request current financial information from the fund including the financial statements
reported to the fund by investees. USAID does not intend that new reports be prepared for
this purpose, but rather would expect to receive working papers that the fund would routinely
prepare or receive for its own information. USAID also may request various information
refaied to the monitoring issues listed in subsection D,

Condition

aAJ:‘DF cizsoursed funds of $1 050 000 to ZAPP in July 1998 ZAPP went mto receivership

Durmg the course of SAEDF'S investment in ZAPP certain mfonnatlon relatmg to the use of
SAEDF - fundsand poor “internal cohtrols ‘of “ZAPP “were brought to the “attention of SAEDF
management, SAEDF, however, did not take any action.

Cause

Present SAEDF management were unable to state the reason for the poor initial
monitoring or ~the - fack ~of decisive _action. when breaches of the  investment conditions
wete discovered.

Effect

SAEDF were initially unaware of the true status of ZAPP's financial position due to the poor
monitoring. When breaches of the investment conditions were discovered, management
exposed SAEDF to unnecessary risk by not taking decisive action.

the decime of SAEDF's 1nvestment portfohe value

Recommendation

; . ' 600 in  ineligible
questloned costs and recover from SAEDF any amounts determined to be unalic :

Muanagement comment

s 1 44 2 Inve ment lnmts-; :

" Criteria

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall
* provide ‘USAID -with - the - Corporate Pohcaes and Pmcedures whlch wnH be reviewed and



approved by the Grants Officer, The SAEDF Investment Policies, Guidelines and Procedures
Manual dated Marck 1996 that forms part of the Corporate ?ollcles and Procedures, were
approved b the SAEDF Board and Grants Officer.

Page Svp“no above-mentioned SAEDF Investment Policies, Guidelines and Procedures
Manual - states that, .. for. equity investments, the. "maximum.  investment shall not exceed
$1,004; IWorZ% of the. fund‘s value whichever is less".” x

Condition

SAEDF's initial investment in ZAPP arﬁounted to $1,050,000,. which is in excess of the
policy limits.

'Management believed that the limits, as stated in the. criteria, were mcreascd due to the

fact that the SAEDF Board increased the Investment Policy Committee's - authorisation
llrmt to 35,000,000 during a  Board meetmg held on 27 February 1999, However, this

® In the absence of a definition of "fund's value”, and for the sake of practicality and a conservative
approach : we
have uniformiy applied the $1 mllhon threshofd as the mvestment limit in computing questioned costs.

Effect

The investment of $1,050,000 is in contraventlon of the policies, as approved by USAID The amount in
excess of $1,000,000 is therefore questioned.

Recommendatmn

T hé' Contractmg Ofﬁcer should determine = the - allowability of - $50 000 in ineligible
gquestioned costs and recover from SAEDF any amounts determined to be unaliowable.

Management comment
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~ Condition

1.45 . Ruashi Copper-Cobalt mine

Investment outside target arca

Criteria

Section A of  Modification No. 06 1o thé: Gfant”Agreement ‘states: "Against this background,
the purpose of the Southern Africa ~Enterprise” Devélopment Fund (the "Fund" or "Grantee")
is to encourage the creation and expansion of indigenous emerging enterprises, including
small and medium-sized firms, in the southern Africa region, = specifically, Angola,
Botswana, Lesotho, Malawi, Mozambique, Namnbla South Africa, Swaziland, Tanzania,
Zambia and Zimbabwe™ - . o

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall provide USAID
with the Corporate Policies and Procedures, which will be reviewed and approved by the Grants Officer.
The SAEDF lnvesnnent Policies Guidelines and Procedures Manual dated March 1996, which forms

Page 10 of the SAEDF {nvestment Pohc;es Guidelines and’ Procedures Manual dated March
1996 and approved by the SAEDF Board and USAID states that the fund shall not invest in
ventures or transactions involving mining.

~ proposed mvcstment in"tfee Ruashi Copper-CohaIt Mine. Thc transaction however, resulied

in a foreign" exchange cost of $11,677 to SAED¥. This mine is situated in the Democratic
Republic.of Congo (DRC), which - did not encourage the creation and expansion of
indigenous emerging enterprises in the Southern Afnca region.

The initial site visit was performed on the 2™ of July 2002. Three employees from SAEDF
joined three promoters on a chartered flight to the DRC. SAEDF paid $11, 294 relating to a
portlon of the cost of th:s ﬂight and accommodation expenses

Cause

The condition is as a result of wilful non-compliance to the Grant Agreement by the-former CEQ.

Effect ,

SAEDEF  invested in a coun the area - specified: in the Grarit Agreement and in an

industry ~ prohibited by nt - Policies Manual,
DE  recouped  the  investm at ~ was mad"' incurred

neligible questioned costs and

Marnagement comment
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