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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 Afiica). 

The review was performed in accordance with US.  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 ~eve lo~rnent  Fund ( S ~ D F )  for the purpose of encouraging the creation and 
expansion of indigenous small and medium sized enterprises in the Southern Africa re~ion. The - - 
specific countries covered in the agreement were Angola, Botswana, Lesotho, Malawi, 
Mozambique, Namibia, South Afiica, 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, USAIDRCSA contracted KPMG to perfom 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: 

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



Evaluate and obtain a sufficient understanding of the recipient's intemal controls related to the 
USD-Frlndid programs, assess control risk, and identify reportable conditions, including 
material intemal control weaknesses. This understanding should include a consideration ofthe 
methods an entity uses to process accounting information because such methods influence the 
design of it?terfial controls. 

Perfom deta~led tests to determine whether the recipient comphed, m all matcnal respects, with 
agreement terms and applicable laws and regulations related to USAID-fundcd programs. All 
matenal instances of non-compliance and all indications of illegal acts should be identified. 
Spccial emphasis should be placed on the investment portfolio. Any investments that do not 
comply with agreement terms should be reported as findings in 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. Coiisequeiiily, KPMG did not 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 
unsupported). 

Operatmg and investing expenditures were quest~oned because the audltors 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 documentatron or authori~ation. 

Although not included as questioned costs in Recommendation No. 2 ofthis memorandum 
due to a lack of clarity in the grant agreement regarding the requirements for initiating and 
monitoring inves:~ents, KPMG's report questioned $22.4 million of investments for not 
complying with the USAID grant agreement andfor SAEDF's policies. As reported by 
KPMG, these questioned amounts were mainly attributable to investments exceeding the 
credit. limits or ineffective 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 achicved the objectives for which it was set up. For example, 
durins the period audited SAEDF invested $44.2 million of USAID funds into various - 

enterprises in southern Africa. As of September 30,2003, after write-offs and provisions on 
remainm!: investments, the value of SAEDF's entire investment portfolio was only $1 5.7 - 
million, reflectmg a loss of at least S28.5 mlllion. 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 to the amount of funding provided to SAEDF for investment 
purposes. This objectlve has clearly not been met. 



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

The fourteen material weaknesses included: 

i) Arbiirary appointment of employees. 

2) Poor operation of travel policies and procedures 

3) Incomplete policies and procedures regarding human resources. 

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

5 )  No disaster recovery plan, and backups of computer data not stored off-sitc. 

6) Incomplete personnel documentation. 

7) Improper method of accounting for investments. 

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

9) Deficiencies in performing bank reconciliations. 

10) Conflict< of interest. 

1 1) 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 limits. 

0 Thirty instances of material taoncompiiance. 

1) Son-compliance with OMB Circular A-122 relating to properly authorized timekeeping 
records. 

2) Yon-compliance with SAEDF policies and procedures relating to salary increases and 
bonuses not linked to performance. 

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



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

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

6) Non-compliance wlth the SAEDF policies and proccdures manual for the procurement 
process, namely approval l~mits and the quotation process. 

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

8) ?ion-compliance with paragraph I0 (travel expenses) of the SAEDF policies and procedures 
manual. 

9) Son-compliance with paragraph 11 (meals and entertainment) of the SAEDF policies and 
procedures manual, paragraph 12 (Changes in Corporate Structure and Policies) ofthe Grant 
Agrcement and Modification KO. 4 of the Grant Agreement relating to unallowable 
expeiiditiire. 

10) Non-compliance with the Grant Agreement in that all necessarydocumentation couldnot be 
presented by SAEDF management and there was not an adequate audit trail. 

11 )Non-compliance 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 3 1 of the following year. 

13)ru'on-compliance with the SAEDFHRpolicy manual as a performance management process 
was not in place. 

14)Non-compliance with the SAEDf: policies and procedures manual regarding the 
authorization of cxpenditures. 

15) Kon-compiiance 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 
. . 

mmmum relating to telephone and security costs. 

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

18)Non-compliance with the Grant Ageement relating to submitting SF-272 "Federal Cash 
Transactions Reports". 

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



20)Non-compliance with OMB Circular A-122 relating to training costs 

21) ll'on-compliance with the Grant Agreement regarding program income. 

22) Xon-compliance with the Grant Agreement relating to approval of investments 

23)Non-compliancc with the Grant Agreement relating to investments limits. 

24) Non-comp~i&rie with the Grant Agreement relating to inappropriate target groups. 

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

26) Son-compliance with the Grant Agrecment relating to performance of due diligence. 

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

28) Son-compliance with the Grant Agreement relating to redemption of shares 

29) Non-comp!imcc with the Grant Agreement relating to the spirit of the Grant Agreement. 

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

Therefore, we arc making the following recommendations: 

Recommendation No. 1: We recommend that USAIDIRCSA determine the allowability of 
$9,338,035 in quest~oned operating activities costs ($944,669 ineligible and $8,393,366 - - 
unsupported) dietailed in Appendix 1,  except for the costs detailed in finding 1.24 in 
appendix 3 on pages 64-66, of the B(P.MG report, and recover from the Southern Africa 
Enterprise Development Fund any amounts determined to be nnallowable. 

Recommendation ko. 2: We recommend that USAID/RCSA determine the atlowability of 
$248.503 in questioned ineligible investing activities costs detailed on pages 77 and 123-122 
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 USAIDIRCSA 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 USAIDIRCSA ensure that the Southern 
Africa Enterprise Development Fund corrects the thirty instances of material 
noncomp!iance detailed in Appendix 3 of the KPMG report. 



Recommendation No. 5: We recommend that USAIDIRCSA 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 . I  .a and 595.3.1.5.a, an audit 
recommendation without management decision may be elevated three months after 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 5nancial audits of contractors and grantees. Mission Directors make management 
decisions for audit recommendations pertaining to Strategic Objective Orant Agreements that 
helshe signs. Please have the responsible official provide RIGiPretoria with management 
decisions for the recommendation(s) presented in this memorandum within three months. 
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1 Introduction 

1.1 Background section 

1.1.1 Introduction to Southern Africa Enterprise Development Fund (SAEDF) 

SAEDF is a U.S. not-for-profit corporation organized and existing under the laws of 
the State of Dsla~are  and operating in Gautcng, South Africa, funded completely by 
r!S,\lD. Rer.snut.s generated h), the Fund are to be utilized to pay thr expens?s of rhr 
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, 
Czsh Management and Payment Division (MFMICMPD), 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 MIFWCMPD. 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 h d s  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 
~ r i i c a .  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 capital 
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 
boin 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. 

1.1, Description of USAID program 

On April 3, 1995, the US.  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, 
Zambla and Zimbabwe. Pre-award expenses incurred beginning October 1, 1994, 



were &lowed to be reimbursed under the Grant. As at September 30, 2003 USAID 
has committed $87,563,712 in grant funds of a total life of project-estimated amount 
of $i08,000,000. 

The draw down for the period October 1, 1997 to September 30, 2003 was 

Investments 

October 1, 1997 
to September 30, 
2003 

Operational / Total 

Certain of the investments have been sold and approximately 40% of the investments 
have been written off or provided for. The following write-offs and provisions were 
made: 

= Capital losses on equity written-off; 
I Capiral losses on ioans written off:  and 
I Prov~s~on 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 investments, is $15,660,085. 

1.1.3 Program objectives 

These funds were to have been utilised for: 

The investment of risk capital in profitable opportunities throughout Southern 
Africa. 

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

R Po!icy 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 Afiica". This same 
modification also states that the success of the Fund will be judged based on the 
extent to which the Fund (inter alia): 



Is able to meet it's annual operating expenses from investment reflows and non- 
US Government sources of income by the estimated completion date of this 
agreement; 

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

1.1.4 Period covered 

Our review covers the following periods in the relevant areas: 

r Fwxd accountability statement - years ended September 30, 1998, 1999, 2000, 
2001,2002 and 2003. 

m internal control structure - years ended Sept 998, 1999, 2000, 2001, 

t agreement terms and ble laws and regulations - 
years ended September 30,1998,1999,2000,2001,2002 and 2003. 

Program income (as a separate review) - From inception of Fund to September 
30, 1997. 

rn Status of prior year audit recommendations - years ended September 30, 1998, 
i999,2000,2001,2002 and 2003. 

Follow-up of first KPMG intemal audit report - period ended September 30, 
2003. 



1.2 The agreed-upon procedures engagement 

1. ference 

uth Africa 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. 

1.2.2 Agreed-upon proced gernent objectives and scope 

1.2.2.1 Agreed Upon Procedures of USAID Funds 

An agreed-upon procedures engagement of the funds provided by USAID shall be 
pertormed in accordance with US. 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 
circt~mstances. The specific objectives of the engagement on the USAID funds are 
to: 

rn Carry out an Agreed-upon Procedures engagement of the Fund Accountability 
Statements and report on factual findings related to program revenues received. 
costs incurred, and commoditics/technic~ assistance directly procured by USAID 
for the period reviewed. 

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 
poiess accounting information because such methods influence the design of 
internal controls. 

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

Perform a review of Program income from inception to September 30, 2003. The 
Program income is to be used to further program objectives and shall be subject 
to the terms and conditions as funds provided under the Grant. This includes both 
interest earned on any funds received &om USAID, or on any other Program 
Ixorne, prior to their expenditure; and income earned by the Grantee on any 



activities financed by USAID or financed from Program Income, including loan 
repayments, proceeds from the sale of equity investments, fee income and other 
cash reflows. It should be noted that Modification number four (4), dated August 
14, 1997, permitted SAEDF to use Program Income to cover unallowable costs, 
as defined by OMB Circular A-122, provided that the Fund's corporate and 
accounting policies were modified to cover such costs and approved by the 
Board. 

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

rn Determine if the issues presented in the first KPMG Internal 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 design review steps and procedures in accordance with US. 
Government Auditing Standards, Chapter 4, to provide reasonable assurance of 
detecting situations or transactions in which irregularities or ilfegal acts have 
occurred or are likely to have occurred. If such evidence exists, the auditor should 
contact the USAID Regionat Inspector General (RIG) and should exercise due 
professional care with eonfidentiatity and in pursuing indications of possible 
irregularities and illegal acts so as not to interfere with evidence, potential future 
investigations, or legal proceedings. 

1.2.3 Agreed-upon procedu 

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; 

r A review SAEDF's internal control structure in order to assess the organisation's 
significant internal control policies and procedures relevant to the project, and the 
ade~uacy of its accounting system and internal controls; . . . 

eview of SAEDF's compliance with Gr eement terms and applicable laws 
gulations; 

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

rn 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; 

r Follow up external audit recommendations for the years 1998 to 2002; 



Follow up on issues raised in the first KF'MG internal audit report issued in 
January 2003; 

Testing of program income from the Grant's inception to September 30,2003. 



1.2.4 Scope limitations 

1.2.4.1 Other matters 
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. 

rn The audit trail from the general ledger 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 om 
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 queries 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 
conuact we have eliminated reporting where we have received acceptable audit 
evidence. 

1.2.4.2 US .  Government Auditing Standards 

KPMG South Africa did not have a continuing education program that fully satisfies 
the requircn~cni sci furiii iti chapter 3, paiayaph 3.6 of U.S. Go~e~imei i t  Aiiditiiig 
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 US 
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 
conjunction 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 
SAICA. 



In addition, we p G'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. 



2 Summary of agreed-upon procedures results 

2.1 Fund accountability 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 

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 
USAIDISAEDF Grant Agreement. 

invesiments 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 ill 
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 set up (see 1.1.2). 



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. 

2.2 Internal control structure 
We reviewed SAEDF's overall intemal control structure and its operation relevant to 
the recording of receipts and disbursements under the grant and present our report in 
Section 4.1 and Appendix 2. Our review indicated deficient design of intemal 
controls as well as failure to observe documented internal controls. We identified 26 
reportable conditions, of which 14 were material weaknesses. 

The following main deficiencies in the design of intemal controls were observed: 

rn Deficiencies in the design of Human Resources and Travel policies 

CEO's having a significant amount of authority. 

Monitoring of budgets inadequate. 

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

Lack of effective monitoring. 

The following main deficiencies were evident in the operation of internal controls: 

Poor operation of travel policies and procedures. 

rn Incomplete policies and procedures regarding human resources. 

rn No disaster recovery pfan and backups of computer data not stored off-site. 

rn Personnel documentation incomplete. 

rn SF-272s not being completed timeously. 

The Equity method of accounting for recording investments was not used. 



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

rn Deficiencies in performing bank reconciliations. 

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

rn Conflicts of interests in investments. 

rn Lack of adequate maintenance of investment records. 

rn Delays in the approval and disbursements of funds to investments. 

rn Lack of adequate due diligence processes. 

Recommendations relating to internal controls have been made in the detailed 
findings in Appendix 2. 

2.3 Compliance with agreement terms and applicable laws and 
regulations 
The report on compliance with the agreement terms and applicable laws and 
reguhtions 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. 

I he main areas of failure in compliance relate to: 

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

r Non-compliance with OMB Circular A-122 relating to proper authorised 
timekeeping records. 

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

rn Non-compliance with OMB Circular A-122 requiring costs to be reasonable and 
kept to the minimum. This relates to professional and legal fees as well as travel 
and entertainment and telephone costs. 

rn Non-compliance with OMB Circular A-122 relating to a prohibition on the cost 
of promotional items. 

rn Non-compliance with OMB Circular A-122 relating to reasonable recruitment 
cosrs within a well-managed recruitment program. 



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



Program income 

The report on program income is presented in Section 6.1. 

The main findings relate to: 

Deficiencies in performing bank reconciliations. 

rn 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 

Gor report on the status of audit recommendations for the years 1998 to 2002 is 
presented 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 pertaining 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 
recomrncndations for the years 1998 to 2002. 

Matters raised in the first KPMG report issued in January 2003 

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

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 
diiing 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. 



3 Fund Accountability Statement 

3.1 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 number 609-C-00-03-00263, on the attached Fund 
Accountability Statement of Southern Africa Enterprise Development Funds 
(SAEDF) for the years ended September 30, 1998 to 2003, which we have initialled 
for identification purposes. Except for not having a klly 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 Comptroller General of the United States applicable to agreed-upon 
procedures. 

We bclieve that the effect of these departures from US Govemment 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 
assist YG:: iz detemizing the vdiditjr of e?cpez+.P;re, ccrr,n!deness of izcorr.: x d  
use of program income in the Fund Accountability Statement for those years. The 
procedures are sumrnarised as follows: 

B We sefected at least 5 he cost transactions of for those years, and 
tested for the follo 

. Supported by valid documentation 

- Approved in terms of the SAEDF's policies and procedures 

- Reasonable and in terms of the USAID Grant Agreement and relevant USAID 
regulations - 

- Properly recorded in the general and program ledgers 

We selected at least 50% of Fund revenue transactions and tested as follows: 

- Proper control of funds in bank accounts or financial institutions 



. 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 fotlows: 

Total Ineligible Unsupported 

Professional $691,822 $206,555 $485,267 
Senices 

Employee $7,168,681 $472,068 $6,696,613 
compensation and 
benetits 

Business expenses $1,059,326 $111,541 $947,785 

Administration and $343,794 $84,151 
other 

Restructuring costs $151,612 $147,554 $4,058 

Investments $22,63 1,246 $22,63 1,246 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 questioned costs were as fotlows: 

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 
USAIDISAEDF Grant Agreement, i.e. 

r Lack of Board approval 



r Lack of indigenous participation in the investee company 

r Lack of effective monitoring of investments 

r 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: 

r Inadequate due diligence reviews performed 

D Exceeding the limits allowed for individual investments ($1 million) 

In summary, the evidence indicates investments being made that were ill considered 
in the first place, or not followed up and monitored at later stages. Investment staff 
may nnt 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 set up (see 1.1.2). 

The major part of the unsupported costs relate to: 

r $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 
jubiified or not. Some appear to be excessive and even wasteful. 

r $6.2 million relate to employee timekeeping. The requirements of OMB Circular 
A - 1  77 regarding activity reports wpporting payroll and employee attendance . . - - - - 
registers and timesheets were not adhered to. 

Because the procedures do not constitute an audit made in accordance with U S 
Gove=%ent 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. 



KPMG 
Registered Accountant and Auditors 
~ ~ & t e ; e d  Accountant @A) 
29 February 2004 
85 Empire Road 
Parktown 
Johannesburg 
South Africa 



4 Internal Controls 

4.1 Independent Auditor's Report 

The Chief Executive Officer 
Southern Africa Enterprise Development Fund 
Johannesburg 

Scope 

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 
fuliy 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 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 
T Ln~ern~tional's A 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 management of SAEDF is responsible for establishing 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 
ieasiiabk, Luiit iiClt a h h i e ,  zss-xx~ce it& the zsseis. iue s&gua&;l againsi iuss 
fiom 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 in 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 design and operation of policies and 
procedures may deteriorate. 

While undertaking our agreed-upon procedwes engagement of the hnd 
accountability statement of SAEDF for the above years, we obtained an 
understanding of internal control. With respect to internal control, we obtained an 
understanding of the design of relevant policies and procedures and whether they 
have been placed in operation, and we assessed control risk in order to determine our 
duditin& procedures for the purpose of our agreed-upon procedures review of the 



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 with the assertions 
of management in the fund accountability statement. 

Our detailed findings in respect of reportable conditions are shown in Appendix 2 
and the supporting notes, to which the reader is referred. Of the 26 reportable 
conditions, the following 12 are considered to be nonmaterial weaknesses: 

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

2. CEO'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. Poor monitoring of telephone costs. (Page 13); 

6. Personnel documentation incomplete and lack of management review of 
*:-..17-*..:..- K,?...,. 1 L\. 
LltllrRC.C.y1AIS. \I 'Zgr IV), 

7. Certain CEO benefits that were considered to be "unreasonable". (Page 20); 

8. No bond registered over th e assets for Ahanang Construction CC. (Page 
22); 

9. Foreign exchange difference on redemption of an investment in Kingdom 
Securities Holding Limited. (Page 24); 

10. SF-272s not being completed timeously. (Page 26); 

11. Delays in the approval and disbursements of funds. (Page 28); 

12. Nan-compliance with policies and procedures regarding authorisation of bank 
es (Page 30). 



A material weakness is a reportabfe condition in which the design or operation of one 
or more of the intemal 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 normaf course of performing their assigned functions. 

Our 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 atso shown in Appendix 
2 and the supporting notes, to which the reader is referred. The following 14 
material weaknesses are reported: 

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

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

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

4. 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. 
{Psge 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 58); 

12. Lack of adequate due diligence processes. (Page 60); 

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



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

Internal control weaknesses are shown in Appendix 2. 

This report is intended for the information of SAEDF and the US. Agency for 
International Development (IJSAID). 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 
Parkto-m 
Johannesburg 
South Africa 



5 Compliance 

5.1 Independent Auditor's report on compliance 

The Chief Executive Officer 

Souzhern Africa Enterprise Development Fund 

Johannesburg 

Scope 

We have conducted an agreed-upon procedures engagement on the fund 
acco~qtabiIity statement of SAEDF as of and for the years ended September 30, 
1998, 1999, 2000, 2001, 2002 and 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 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 W M G  
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. 

Cumplimce with a:recmc.nt icrms and laws and regulations applicable to SAr:.l)l: is 
the responsibility o f  S-AEDF's management. .4.i part of our agreed-upon proccdurcs 
review o f  the f i ~ n d  pcm~~ntnhi!ity stirtern@, we p e r f ~ m e d  tests nf 'dE5.F'': 
conip!imce with certain provisions of agreement terms and laws and regulations. 
However, our objective was not to provide an opinion on overall compliance with 
such provisions. Accordingly, we do not express such an opinion. 

Findings 

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 conformity with the basis of 
accounting adopted. 

Our detailed findings are shown in Appendix 3, to which the reader is referred. There 
are 30 compliance findings and they may be summarised as follows: 



1. Nan-compliance with OMB Circular A-122 relating to proper authorised 
timekeeping records (Page 3); 

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

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

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

5. Nan-compliance with the SAEDF policies and procedures manual for the 
completion of purchase orders. (Page 14); 

6 .  Nan-compliance with the SAEDF policies and procedures manual for the 
procurement process, namely approval limits and the quotation process. (Page 
16); 

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

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

9. Nan-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. (Page 34); 

! 9. No?l-cnrnp!iam~ %<th the &znt ?\,gre%xxt ir, &at a!! ncccssary d~c'ririeniahii 
could not be presented by SAEDF management and there was not an adequate 
audit trail. (Page 36); 

1l.Non-compliance with the SAEDF HR policy manual with regard to the 
termination of employees. (Page 41); 

12. Non-compliance with the Grant Agreement as the Annual Financial Statements 
are not issued by January 31 of the following year. (Page 43); 

13.Non-compliance with the SAEDF HR policy manual as a performance 
ss was not in place. (Page 45); 

compliance with the SAEDF policies and procedures manual regarding the 
authorisation of expenditure. (Page 47); 



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

16. Nan-compliance with OMB Circular A-122 requiring costs to be reasonable and 
kept to the minimum relating to telephone and security costs. (Page 54); 

17. Non-compliance with OMB Circular A-122 relating to a prohibition on 
promotional and advertising costs (Page 57); 

18. Non-compliance with the Grant Agreement relating to submitting SF-272 
"Federal Cash Transactions Reports". (Page 59); 

19. Nan-compliance with OMB Circular A-122 relating to reasonable recruitment 
costs (Page 61); 

20. Nan-compliance with OMB Circular A-122 relating to training costs (Page 64); 

21. Nan-compliance with the Grant Agreement regarding program income. (Page 
67); 

22. Non-compliance with the Grant Agreement relating to approval of investments. 
(Page 79); 

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

24. Non-compliance with the Grant Agreement relating to inappropriate target 
groqis. (Pages 77 and 11 7); 

25.Non-compliance with the Grant Agreement relating to the maintenance of 
recmdr (Page 1 21 1: 

26.Non-compliance with the Grant Agreement relating to performance of due 
diligence. (Pages 78, 105 and 11 1); 

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

28, Nail-compliance with the Grant Agreement relating to redemption of shares. 
(Page 93); 

29. Nan-compliance with the Grant Agreement relating to the spirit of the Grant 
Agreement. (Page 1 19) and 

30. Nan-compliance with the Grant Agreement relating to an investment outside the 
taxget area. (Page 129). 



Non-compliance as above results in significant questioned costs being reported under 
pardgraph 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 
is a matter of public record and its distribution is not limited. 

KPMG 
Registered Accountant and Auditors 
chartered Accountant (SA) 
29 Fcbruary.2004 .... 
85 Empire Road 
Parktown 
Johannesburg 
South Amca 



6 Program Income 

6.1 Independent Auditor's report on program income 

The Chief Executive Officer 
Southern Africa Enterprise Development Fund 
Johannesburg 

Srnpe 

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 
Sourhem 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 Comptroller General of the United States 
applicable to agreed-upon procedures. 

r ~ i -  v v ~  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 
assist you in determining the completeness of program income reported in the Fund 
Accountability Statement for the above period. The procedures are summarised as 
fol1ows: 

m We selected at least 50% of Fund revenue transactions and tested as foliows: 

- Proper control of funds in bank accounts or financial institutions 

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: 

Deficiencies in performing bank reconciliations 

R Ge~eral ledger missing for the period from inception to October 1, 1997 



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 US. 
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) 
24' February 2004 
85 Empire Road 
Parktown 
Johannesburg 
South Africa 



7 Status of prior year audit recommendations 

7.1 Independent Auditor's Report 

The Chief Executive Officer 
Southern Africa Enterprise Development Fund 
Johannesburg 

We have perfonned 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 
~ f r i c a  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 Government Auditing Standards issued by the Comptroller 
General of the United States applicable to agreed-upon procedures. 

Wc bclieve 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 
assist you in determining the status of prior year audit recommendations. The 
procedures are summarised as follows: 

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

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



KPMG 
Registered Accountant and Auditors 
Cimiered Accountant (SA) 
29 February 2004 
85 Empire Road 
Parktown 
Johannesburg 
South Africa 



Appendix 1 Consolidated Fund Accountability 
Statement 



TtlE SOUlhERh AFRICAN ENTERPRISE DEVELOPlinENT FLND ISAEDFJ 
CONSOLIDATED FUIlO A C C O ~ N T A B I L I N  STATEMENT 

PERlOD OCTOBER I ,  1997 TO SEPlEldBER 30.2W3 

r OUESIIMIED COSTS i 
TCTAL I I B W E T  : ACTUAL I-- WELICilBLE I UtlSUWORTED / NOTES I 

USS USS US1 USS US1 
REVENUE 

investment income 4397 901 3 639 023 
Investments sold 1487 419 1 907 628 
Capital repayments 0 10000 016 
interest income 2 222 738 1781 302 
Fee rental, miscellaneous lncome 2 149 976 1 989 654 
Bad debts movered 0 308 704 
~raceedsham long term loan 0 824 896 
proceeds on dsposal of oropew plant and equipment 0 2 387 
TOW operauonal rwenue 10 258 034 20 453 611 

i d a l  Rarenue 68363766 80205685 

COSTS 

Busma5 wpenses 3 048 607 2 416 469 1 059 326 111 541 
AdrnlnlStratiVe and other 2 261 914 3 071 543 343 794 84 151 
Re+twdunng Cost* 0 379 703 151 612 147 554 
T&I rrperat~onat costs tncurred 18978817 18516783 

Inverting acbvltler 
Inve~tmenls made 0 44224006 22631 246 22631 246 

Capital expenditure 349 031 343 789 
TO-L Inverting GO& 349 031 44587 795 

Fl"ml"9"S1I"nles 
~ e p a y r n e ~ f ~  bne term loan 767 776 

( ~ ~ c r e a r s )  l Increase in cash equwalentr 

B ~ R L  balance at begtnnlng dthe year 

1565 forebgn exchange loss 

mnk balance alend oftheyear 

465 267 NMe 1 
6 696 613 Note 2 

947 785 Note 3 
259 643 Note 4 

4 058 Note 5 

0 Note 6 

0 



Appendix 1 

Notes to the Consobdated Fund Accountability Statement 

Expend i t u r e  

Vote I - Professional Services 

Professional services is made up of the following accounts, 
o Accounting Fees 
o Legal Fees 
o Consulting Fees 
o Program Development 
o StaffTraining 
o Temporary Help. 

The questioned costs for this category can be analysed as follows, 

.... I n r p ~ t  ,, 

$485,267 / Inadequate 1 Appendix 3 

Questioned Costs 

EXPLANATION OF QUESTIONED COSTS 

lnadequare documentation and audit trail 

Reason Total 

$1 52,857 

$53,698 

$691,822 

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 
transacrions 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. 

Reference to 
Findings 
-*--..A 

Additional supporting documentation for tbe question costs originally 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 

Ineligible 

$152,857 

Unsupported 

documentation 
and audit trail 
Procurement 
Process 

Note 1.13 

Appendix 3 
Note 1.6 

$53,698 

$206,555 

Training costs 

$485,267 

Appendix 3 
Note 1.24 



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

Procurement Process 

Consulting work performed by Mckinsey for $1 12,857. There was no evidence of a tendering 
process being followed quotations being obtained, approval according to the set llmits i e. no 
cvid~ncc 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 ofthe contract and no other quotes were obtained. 

Excessive training costs 

Training cods appeared excessive in relation to the training received. Train~ng received by 
employees was not monitored by means of an individual development plan. No evidence exists 
that staffT.vere sent on training courses based on developing the skills that were identified in the 
individual development plan. Employees received trainmg during the period in which 
restructuring was being performed by SAEDF and the future of employees at ShEDF was not 
certain. Therefore, the benefit to SAEDF of the training provided to staff members is quest~onable 
s high staffturnover was experienced. 



Note 2 -Emplnvee Cnm~ensatinn and Benefits 

Employee Compensation and Benefits are made up of the following accounts, 
o Salaries 
o Company Contributions -Employee Benefits 
o Employee Taxes 
o Bonuses 
o Other Allowances 
o Staff Recruitment. 

For the 2002 and the 2003 financial years staff training is included in this category whereas for 
the financial years 1998 to 2001 staff training is included in professional services. 

The questioned costs for this category can be analysed as follows, 

EXPLANATION OF QUESTIONED COSTS 

Timekeeping 

Timekeeping is raised as a questioned cost as the requirements of Circular A-I22 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 
payment being made on the resignat~on of an employee, 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 

Bnnw 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. 

Mousing 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 requirement was not met. Circular A- 
!22 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 regardless of whether the cost 
is reported as taxable income by the employee. 

Stsff 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 exc!usively 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. IJpon inspection of the employee 
files employee contracts could not be located 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%. 

CED Benefits 

These costs relate to the tuition 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 
these iosts they appear to be excessive. 

Excessive training costs 

7-2 , d m 6  ' - cuds --- 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 identified 
in the individual development plan. Employees received training during the period in which 



restructuring was bemg 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 payments 

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, 

o Overseas and local travel 
o Board meeting expenses 
o Entertainment 
o Motor vehicle hire and mileage claims 



EXPLANATION O F  QUESTIONED COSTS 

Oflicers 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 regarding the payment of per diem rates were not 
compiled with and in certain instances the approved US per d~em 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. 

Authorisation for travel and accommodation and credit card expense authorisation 

Travel forms were not completed for all travel that was undertaken by employees and this 
resulted in travel being undertaken that was not authorised. SAEDF have provided us with travel 
forms which could previously not he located and question cost were adjusted accordingly. 
However, a large number of travel forms are stitt outstanding. 

The policies and procedures state that the credit card statement must be authorised by senior 
officials but such authorisat~on did not take place and items remain as question 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 
transxtio"~. to the documentat~on to assess the validity of the expenses incurred. For a number of 
cred~t card transactions reviewed it was noted that the invoice from the service provider was not 
available, the only supporting documentation was the credit card s l ~ p  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 
documentation provided by SAEDF was inadequate Examples include: authorised memorandum 
provided bnt no invoice or travel authorisation form was provided, no documentation supporting 
authorised 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 
;hex tilephone 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. 

Unrearnnahie I excessive ineligible costs 

The executive assistant 1 office manager took various trips that did not appear to be 
required. In certain instances there were unreasonable or prohibited expenses, e.g. 
p ~ i l l d ~  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 b~ l l  for accommodation included 33 "No Show" charges for bookings not taken up, 
which is considered wasteful. 



Note 4 - Admin and other 

Admin and other is made up of the following accounts, 

o Advertising 
o Prornot~ons 
o Rent and rates 
o Electricity and water 
o Telephones 
o E-mail expenses 
o Computer Maintenance 
o Repairs and maintenance 
o Motor Vehicle Costs 
o Insurance 
o Interest Paid 
o General Expenses 
o Other Expenses 

Queqtioned Costs 

$2,069 

, S343.794 

Reason 

Inadequate 
documentation 
and audit trail 
Unallowable 
expenditure 
Procurement 
Process 
Advertising and 
promotions 
Unreasonable 

Total 

$259,643 

$1,753 
- 
$66,017 
- 
$2,500 

$1 1,812 

Reference to 
Findings 
Report 

Appendix 3 
Note 1 13 

Appendix 3 
Note 1.12 -. 

Appendix 3 
Note 1.6 
Append~x 3 
Note 1.21 
Appendix 3 

$2,069 

$84,151 

Ineligible 

$1,753 

$66,017 

$2,500 

$1 1,812 

Unsupported 

$259,643 

-- 

$259,643 

costs 
Unreasonable 
costs 

Note 1.20 
Appendix 3 
Note 1.20 



EXPLANATION OF  QUESTIONED COSTS 

Inadequate documentation and audit trail 

An adequate audit trail did not exrst 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 valldity of the expenses mcurred. In cases were an audit trail existed, 
when thls audit trail was followed, no supporting documentation was available to assess the 
validity of the expense which was being reviewed. 

For B numher of credrt card transactions reviewed it was noted that the invoice from the service 
provider was not available, the only supportrng dacumentation was the credit card slip. It was 
therefore, not possrble to ascertam the components of the expense and its validity. For certain 
credit card transactions no indication existed of what the transacttons posted to the general ledger 
conskted of 

.\,l,litiun:~l q ~ p o n i n g  docunicnr~riori fbr [he qucsrion iosrc xigiti~lly rcponed was pru\.iJed hg 
S\FDF. Thc nJdiritml doz~!mcntn~ion had rcJucd rhc qucition casts h!. 5%. hlajorir! of rhe 
documen.tation provided by SAF,DF was 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 or 
no supporting documentation was provrded for expenses incurred on company credit cards. 

Unallowabke Expenditure 

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

Procurement Process 

These costs relate to Ambassador Andrew Young Awards Dinner ($56,329) and hosting a display 
stand at the World Summit on Sustainable Development ($9,688). No evidence exists that a 
formal supplier selection process was followed, i.e. quotation obtained or tender process 
followed. 

Advertising and Promotions 

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

Excessive telephone costs 

~ - - ~ s i v -  ,,, . +-I ,,,ephone costs were incurred by employees who were travelling on SAEDF business. 

Security a t  employees' personal residences 

SAEDF paid for security systems, armed response, electric fences and security g a t s  at the 
residences of South African employees, which is not allowed by OMB Circular A-122. 



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 

EXPLANATION OF QUESTIONED COSTS 

Lump sum paid on retrenchment 

Reference to 
Findings 
Report 

Appendix 3 
Note 1.14 
Appendix 3 
Note 1.14 

Ketrenchment payments were made to 4 employees. On review of the 2003 Board Meeting 
mmutes no evidence could be located to author~se these payments. It was discovered that 
subsequently addit~onal people were employed and this questions the reason these employees 

Reason 

Lump sum paid 
on retrenchment 
Authorisation for 
travel and 
accommodation 

Questioned Costs 

were retrenched. 

Total 

$i47,554 

$4,058 

$151,612 

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 travel authorisation form could be located for the 
travel undertaken. 

lneligibte 

$147,554 

91147,554 

Unsupported 

$4,058 

$4,058 



Note 6 -Investments 



Reference 

Appendix 3 
Note 1.36 

Appendix 3 
Note 1.37 

Appendix 3 
Note 1 38 

Appendix 3 
Note 1.39 
.- - -- 

Appendix 3 
Note 1.40 

Appendix 3 
Note 1 41 

Main reasons 

limits 

lnadequate due 
diligence 
performed, 
Poor 
monitoring, 
exceeded 
investment 
limits 
Inadequate due 
diligence 
performed, 
exceeded 
maximum 
investment 
limits, 
contravention 
of the Grant 
agreement, 

Contravention 
of the Grant 
Agreement 
Poor 
Maintenance of 
records. 
Lack of 
monitoring and 
exceeded 
investment 
limits 
Site visit to the 
Democratic 
Republic of 
Congo, 

I 

Name of 
Investment 
Swth  Africa 
Limited 
P~ck-a-Spaza 
Holdings 

TV 
AfricalAfrica - aroadcasiing 
Network 

I 
Ubambo 
Telecomm. 
(Pty) Ltd 
Vantans 
Capital 
Fund 
~ z h i a  Pork 
Products 

Ruashi 
Copper-Cobalt 
Mine 

Totals 

Unsupported 

0 

0 

0 

0 

-- 
0 

0 

0 

Total 

$1,054,731 

$6,718,238 

$59,070 

$78,263 

-- 
$1,050,000 

$1 1,294 

S22.631,246 

Questioned Costs 
Ineligible 

$1,054,731 

$6,718,238 

$59,070 

$78,263 

-- $1,050,000 

$11,294 

$22,631,246 



 LANAT NATION 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 monitormg of investments resulting from 
long deiays from approval of investment to date of monitoring. 

In addition, certain investments have been questioned 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. 



Appendix 2 Summary of findings - Internal 
control issues 
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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 
foundatsonal definition, conceptualisations, objective categories, components, principles and 
other elements of a comprehensive risk management framework. It provides direction for 
companies and other organisations in dctermming how to enhance their risk management 
arch~tectures, providing context for and racilitating 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 1s needed to make it so 

The COSO fmmework deals w ~ t h  a portfolio of indirect and direct controls that companies 
should implement to manage their risks. 

Recognssing the need for definitsve guidance on enterprise risk management, COSO 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 objectwe is for 
this resultmg framework to serve as a common basis of managements, directors, regulators, 
academics and others to better understand enterprise rlsk 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 (7003 Revisionl indicates that the COSO Framework is - 
a s o m e  "of established cr~teria audttors can use to support theirjudgements and conclusions 
about internal control." 



1 Detailed Findings - Internal control issues - Reportable 
conditions 

1.1 Bonus payments 
Criteria 

Accordlng 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. 

Condaron; 

SAEDF's HR pollcies do not indicate that bonuses need to be approved by senior 
officials of the organisation. - 
It atso appears that bonuses for the period 2002 were paid without consultation of the 
Board. 

Cause 

Poor design of HR policies 

Bonuses paid at the sole discret~on of the CEO 

Effect 

fnval~d bonus may have been made or excessive bonus amounts may have been made 

Recommendation 

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 Executwe 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 
their viewing the payment documentation. SAEDF is currently reviewing its Human 
Resources ("HR") policies and uill 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 Ilnman 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 policies 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 

Addit~onal minutes of board Human Resources Cornm~ttee 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 CEO 
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. 

The various CEO's of SAEDF have had a significant amount of authority i.e. 

rn For the years 1999-2002 bonuses were awarded at the sole discretion of the CEO 

rn CEO's awarded excessive increases to certain staff 

rn CEO's made decisions regarding terminations 

m The operating style of CEO's was dominating and intimidating 

rn CEO'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 

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

rn No evidence of CEO's performance being formally evaluated by the Board. 

Effect 

rn Excessive or inappropriate bonuses given to employee% 

rn Favouritism of staff impacting on employee morale. 

rn Unnecessary costs incurred by SAEDF due to terminations 

Recommendution 

rn SAEDF should improve board oversight by preparing: 

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

P Ensuring that a sub-committee of the board formally evaluates the CEO's performance 
amually; and 

P Establishing authority grids, which clearly indicate accountability and transparency. 



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 d ~ d  have 
the final authority (at executiveimanagement tevet) with regard to terminations. 

Management does not feel it can comment on the CEO's dominating and intimidating - - 
management style. 

I t  is ngrccd that rlw Ch~cFL'secuti\~ Otliscr aacd  incmectly in the t uo  in>tan;es n~cnti<,ned. 
I t  \ \ as  I ~ C C L ' .  and other, i5,ur.j tl1.11 e\r.ntuall! Icd to his termination. 

Contracts were signed with the US legal counsel-approved contract. 

The C h ~ e f  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 mmutes of November 

irectly linked to the 

KPMG Comment 

No additional evidence provided to us indicating that signed contracts were in place with 
CEO for period under review. As no additional evidence provided to us, our original 
findings remain. Management agree with our recommendations and if these 
recommendations are implemented, the controls with regard to the process oversight will 
Improve. 



1.3 Monitoring of budget 
Criteria 

m 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 
obiectives A budgettne mo& would fall into this category. The budgeting process - - .  - - - - .  
would need to ensure that all categories of expenses have been provided for. 

s In KPMG's opinion Actual expenses should be monitored against budgeted expenditure 
and all variances should be investigated. Where budgets are expected to he exceeded, 
prior written approval should be obtained from the CEO or Board of Directors. 

Cumditiun 

SAEDF has adopted a zero based budgeting process. This budgeting process was a 
bottom-up process whereby managers justified their financial requirements. The overall 
budgets were approved by the Finance and accounting committee 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: 

Telecommunications is included in 

I 

3 

4 

5 

6 
- 

I 

8 

2000 

2001 

2001 

200 1 

2002 

2002 

(Telecommunications and interest paid 
are included in this account) 

Administration and other expenditure 

Professional fees 

$279,480 

$135,879 

(This excess is mainly due to legal 
fees) 

Administration and other expenses 

Business expenses 

Professional fees 

$262,364 

$22,794 

$187,444 

Business expenses I $6,607 



.,. ... 
. . Accoutu curL?gort' . .  - ., . ,. . ., . . . . 

. 

9 12002 AJmini\tration arid other expcnses 

Cause 

rn Over-expenditure and SAEDF's money may not be ut~lised in the best possible manner 

Expenditure 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. 

rn Unreasonable 1 excessive costs may be bornc by SAEDF. 

Recommendattons 

m The policy regarding the budgeting process needs to be enhanced and should include: 

o Budgets to be monitored by the finance and accounting committee on a 
quarterly basis They shoutd investigate all material variances 

o Management to obtain prior, written approval from the BoardCEO in all 
instances where budgets are expected to be exceeded. 

Management Comment 

SAEDF budgets are approved by the board. SAEDF sub rterly 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 
diiiing :he SAEDF board meetings. SAEDF Finance and accounting also adopted a "real- 
tlme" approval process whereby expenditure could be checked against budget before 
approval was granted. The system lnvolved the Financiaf Manager monitoring ail 
expenditure via the purchase reqursitions. Any expenditure resulting in the budget being 
exceeded would have to be approved by the Chief Financial Officer, Chief Executive Officer 
or Senior V ~ c e  President. These expenses would usually have been unavoidable, yet 
necessary, expenses. 

10 

11 

12 

* These expenses were not budgeted for at all. 

Professional fees 

Administration and other expenses 

Restructuring costs 

2003 

2003 

2003 

$145,749 

$5 1,023 

*$379,703 



11 is uuclcar \\hat income s t~cmcnt  x:<)unts the ;d i tors  used t iw the ~alculation of the 
Jiff'ercnccs :IS SAFDF's rigurcs differ at follou,s:- 

o 1098. 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 had 
debts. 

o m: General and Admin was $309,605 above budget, mainly due to a 
$300,727 provision for bad dcbts. 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 actnally 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 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 
at a cost of $37,600 (also not budgeted for). As in 2001 business expenses 
were above budget as a result of board expenses ($99,i25 above budget). 

o 2003 Expendth~re was above budget as a result of the Chief Executive 
Officer termination expenses ("restructuring costs"). 

w: The statement that restructuring costs were not budgeted for "at alt" is self- 
exptanatoly. Budgeting for the expenses would have meant that SAEDF intended to 
terminate the Chtef Executive Offtcer's services prior to knowing of any offences. The 
expenses were incurred as a direct result of legal action taken by the former Chtef 
Executive Officer against SAEDF and were therefore impossible to forecast. 

Management only agrees with the comment with respect to board expenses. For all other 
expenses management had control over and monitored variances via the monthly and 
quarterly financial reports issued to management and the SAEDF board. 

Recommendation 1 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 Executtve Officer or relate to board expenses (also 
approved by Ch~ef  Executive Officer) management does not see how the process will differ 
from the one currently in place. 



KPMG Comment 

The figures from the trial balance provided to us, were used for the calculation of d~fferences 
between actual and budget. We used the allocations of accounts as provided to us by the 
accoiinting staff from SAEDF. There may have been differences in what accounts we used in 
the make of categories f i x  Admin& other) vs. what the previous financial manager used. 

We do agree that actuals vs. budget were presented to the Audit Commmee with 
expianations, 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 
process were expenditure are checked against budget before approval Our original finding 
remains. 



1.4 Excessive number o f  journals entries 

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. 

Con-':::on 

r A large number ofjournal entries were processed. Many journals entries were processed 
more than once due to: 

2. Incorrect allocations in the original joumal entries 

> Incorrect details being processed on the original journal entries. 

> Numerous journal entries do not facilitate accurate reporting 

Cause 

r Lack of sound accounting practice. initial errors or even a possible attempt to disguise 
transactions 

Lack of knowledge by staff. 

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. 

rn Transactions may also be disguised. 

rn 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. 

Recommendutions 

r SAEDF management must draw up a formal policy forjournal entries. 

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

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



Mnnq~ment  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 to Deloitte and Touche The Accpac system installed at tho time only print out a 
detatled 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 prevtous system 
wa? ureless as a reporting tool management created a paraltel database with the new system. 
The triat balances were reconciled and for a few months the systems were run in parallel (all 
entries were captured into both databases). Any journal entries had to be captured into both 
databases according to the respective database account codes. The journals were a result of 
'<--I: .,,,tting" the entries in the old system into more specific categories in the new system For 

example the old system had an expense Item called Yravel", while the new system too had 
travel, but it was further split into accommodation, airfares 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 etc 
were allocated to these accounts and only expensed to the income statcment (via journals) 
when the relevant reconciliation had been performed or the unknown expenditure clarified. 

The journals were performed to provide more accurate information and therefore more 
meaningful financial 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 journals generated by the accountant and 
Financial Manager. 

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 
journals were reallocations 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 indibiduals' qualifications can be 
found in their personnel files. 

KPMG Comment 

No additional evidence provided to indicate change in fmding. Original finding remains. 



1.5 Monitoring of Telephone costs 
Crrteria 

According to Circular A-122. 'A cost is reasonable if, in its nature or amount, tt 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: 

- 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.' 

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

Thore is no evidence of effective monitoring over telephone costs. 

Telkom Cost 

m SAFDF have not requested Telkom to supply invoices that provide amounts billed per 
extension. Therefore it was not possible to analyse the account and determme if there 
was posstble excesswe use of the telephone by certain extensions. In addition, SXEDF 
has its own system that analyses the telephone costs per extension but there is no 
e\idence of this system being used. 

Telephone costs clarmed by employees 

There is no formal process in place regard~ng the payment of telephone costs incurred 
whiie tndividuals are on business trips 

Cam@ 

Poor management practices and no apparent attempt to keep costs reasonable and to a 
minimum level. 

meet 

rn Due to lack of control over telephone expenditure, there may be unnecessary and 
excessive use of USAID funds. 

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



Recommendations 

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. 

Telephone claims from employees should be analysed to determine whether they are 
valid business calls by requesting an itemtsed bilhng before these costs are reimbursed 
and indiv~duals should justify costs that are business related. 

Management Comment 

SAEDF is monitoring telephone usage. In 199912000 SAEDF Finance and accountmg 
dcpartment 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 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 
Finance and Accounting revwwed the printouts, 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). 

?'he costs per extension were captured 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 L. Isaacs and L. Khoza). 
Immediately after instituting the above process total phone charges reduced. 

SAEEF 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 leave this system also relies on staff 
honesty and integrity in identifying personal/business expenses. SAEDF is satisfied with the 
controls. 



rvlanagoment disagrees (see above) that poor management practices existed and there was no 
attempt to reduce costs. 

There is no need to request this service from Telkom as the phone monitoring system can do 
t h~s .  All SAEDF telephone costs are ev~denced by itemized bdls. 

Almost every hotel SAEDF travel to provides itemized billings 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 pot~cy 
to only reimburse SAEDF staff for actual business calls. 

KPMG Comment 

We do acknowledge that SAEDF has a telephone monitoring system but there was no 
evidence to indicate that this system was used to monitor calls. We could also not obtain 
evidence that a formal poticy regarding 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. 



1.5 Timekeeping 
Crrteria. 

Acceding to OMB Circular A 122, Attachment B, paragraph 7(m): 

a. Charges to awards for salaries and wages will he 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 distribut~on 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 
responsible supervisory offic~al havmg first hand knowledge of the activities 
performed by the employee. 

According to the approved FLR policies and procedures manual, paragraph 12 of the policies 
and procedures section: 

1. SAEDF shall maintain adequate records, which teftect 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. 

Condition: 

For the years 1998 - 2003. 

There is no evidence that salary schedules have been signed and reviewed by an 
independent person prior to submission to the outside consultant for processing. 

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. 

r % m e  employees have not submitted leave forms. 

r 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 payroll. 

rn From June 2003 to September 2003 , the payroll was inappropriately prepared by a 
temporary emploqee without formal approval. 



The December 2001to February 2002 salary schedules for the SA employees could not 
be located. 

Cause: 

Lack of adequate management review and attention to a significant element of SAEDF's 
operating costs. 

Eflect: 

Unauthorised salary adjustments and payments may have been made. 

Recommendations 

m SAEDF management should review and approve monthly payroll expenditure. 

SAEDF management must implement monthly personnel activity reports showing the 
distribution 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. 

m There must be an adequate segregation of duties relating to the preparation and 
processtng the payroll, which must be author~sed by the CFO or CEO. Management 
should take d~sciplinary action against staff that does not comply with the policies and 
procedures. 

Munagement Comment 

From 1998 to 2003 the South African and expatriate payrolls were prepared by the Fmanctal 
Manager. approved by the Chief Financial Officer and paid by a payroll service provider. 
SAFDF forwards all earnings and dcductions on a payroll spreadsheet to the service 
provider. The service prov~der calculates employee and company taxes, according to 
legislation, deducts them from the income and transfers the net salaries into the employees' 
bat& 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 Fmanclal Manager and approved by 
the Chief Financial Officer. All salary journals ate prepared by the Financial Manager and 
approved by the Chief Financial Officer. At month end the Accountant and Financial 
Manager prepare a "Monthly control checklist". The fist details various monthly processes 
that must be approved and reviewed. The Financiat 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 review it appears that some of the 
checklists have not been reviewed by the Chief Financ~al 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. 



o Of these reconciliations the Chief F~nancial Officer or Financial Manager 
reviewed and signed all but 6 ofthem. 

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 joumals 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 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 duties is incorrect (see condition I 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. 

SAEDt'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 Chtef Financial Officer 
or Chief Executive Officer (in the absence of a Chief Financial Officer) will be required to 
approve the payrolls. The Chief Financial OfficerIChief Executive Officer will also review 
the Monthly Control Checklist. 

SAFDF 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. 

Maiiagement 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. 



W M G  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 
however not approved. SAEDF could also not provide us with activity reports and 
attendance registers, the original finding thus remains. 



." 
I .  I CEO Benefits 

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

r Paragraph 12 of the approved SAEDF HR policy manual states that non-South African 
nationals can obtain housing allowances, relocation expenses, bavel allowances and 
similar forms of compensation provided that the compensation item is set at a reasonable 
level based on market circumstances and the general practices of other South African 
Companies. 

OMB Circular A-122, Attachment B, paragraph 7(g), 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. 

There is no clear definition as to what are "reasonahle benefits" in the Policy and 
n.. . rrvcedure Manual. We consider that benefits are unreasonable and unallowable for the 
following reasons: 

o During the years, 1998 - 2003. the CEO's had received a motor vehicle allowance, 
which is d~sallowed 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 level based on market circumstances. 

o A CEO received educational benefits for his children to the value of US$@ 399. 

cmw, 

Inadequate Board oversight to ensure compliance to the Grant Agreement. 

E f K ?  

Exce%ive allowances and benefits given to the CEO that were not market related. 



Recommendation 

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

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

Management Commenl: 

The ShEDF board, including USAID, approved a US$1,200 motor vehicle allowance for the 
Chief Executive Officer. The board also approved a US$4,000 housing allowance for the 
C'nief Executive Officer. At the time the ZAR equivalent (I-ZAR 18,000) was deemed 
reasonable for the level of residential housing approved for the Chief Executive Officer. In 
latter years the devaluatton 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 atlowance related to. Was it SAEDFs financial year, a calendar year 
or year from the Chief Executive Officer's contract mccption? SAEDF, w ~ t h  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 w~ th  the terminated Chief Executwe Officer. 

It is incorrect to state that there was no Board oversight. 

Management agrees with the recommendat~ons. 

KPMG Comment 

Addltlonal evidence provided and the finding has been amended. The CEO's education 
allowance related to a two year fu~ancial per~od for 2001 and 2002. 

KO other additional evidence provided and finding remains 



Seciirity 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 to 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 

D There was no bond registered over the movable assets of Ahanang 

Cause 

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

Effect 

D SAEDF were left with no secured claim on the winding up of Ahanang and lost their full  
invmtment. 

r The book value of the assets over which the bond was to be registered amounts to 
%AR76,200, i.e. US$6,908 (assuming the same exchange rate as at disbursement date, 
i.e. IJS$I ZAR11.03). 

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

Recommendation 

A control mechanism must he implemented whcreby SAEDF ensures that security 
provisions of loan agreements are executed. 

Management comment 

The Chief Executive Officer approved the funding of "Social development" investments. 
R.-- '- 

KX fillvestments could not exceed ZAR1 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 Imestment Committee ~ i t h o u t  extensive due diligence or a 
deta~led 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. 



U M G  Comment 
No additional evidence provided, thus original finding remains. The controls in this area will - . 

improve if management implants our recommendation 



Redemption of shares 

Criteria 

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the 
Fund will he 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. 

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 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 US$. The Z$ 
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 pressure from KSHL and, without proper 
authoriration, changed the agreement in order to finalise the deal. 

Effect 

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 CEO 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. 

hfaiiogmnent commenr 

See investment responses. 



No additional evidence was provided, original finding remains (see 1.32.2 in Appendix 3 for 
addit~onal information). 



SF -272 

Criteria 

8 A ~ ~ o r d i n g  to Enclosure 3 section F paragraph 1 (Reporting) of Grant Agreement. 

- SAEDF must submit an SF-272 "Federal Cash Transactions Report" within 15 
working days following the end of each month. For the purposes of preparing 
SF-272s, SAEDF should report the use of Federal Grant funds only and be net of any 
income reflows. 

Condition 

For the period under revlew, the followmg period's SF-272s were not available 

rn April 2003 to September 2003. 

August 2002. 

For the period under review, not one of the SF-272s were ever completed and submitted 
within :he l5day limit. 

Effect 

 on-compliance to Annevure B section F paragraph 1 (Reporting) of Grant Agreement. 

Cause 

Poor management or ignorance of Enclosure 3 section F paragraph 1 (Reportmg) of 
Grant Agreement. 

Recommendatrons 

Management should improve controls to ensure that SF-272s arc 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 t o  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 Bere 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). 



Management agrees that the returns were submined after the 15" of the following month (see 
explanation below). 

Management agrees with the auditor's cause statement. 

Due to delays in receiving bank statements SAEDF Finance and Accounting department set 
the fo1:owing monthly deadlines: 

o 7" of the following month -closure of prior month, 

o loth of the followmg month - completion of trml balance, income statement and balance 
sheet (Accpac generated), 

o 15" of the followmg month - completion of all journals, reconciliations and the 
monthlylquarterly reports. 

In this way the SF-271 (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 retllrns were not up to date. 

In future management will "cut of? the processing of thc month's transactions earlier than 
was prewously done In this way the financials will be finished earlier and therefore the 
ST272 would be submitted earlier. It must be noted that t h ~ s  will lead to certain transactions 
appearing 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 199718 financial year and will be reintroduced and enforced (with Chief 
Fjnanciat OffkerIChief Executive Officer review). 

XPMG Comment 

Additional evidence provided and finding has been adjusted. 



1.11 Investment approval and disbursement 

Crrteria 

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 in~tial 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 e~ght  weeks." 

Condrtion 

Eerste Ever Medical Centre (ERMC): 

The time-line for the investment in ERMC was as follows. 

r The investment application from ERMC was received on 18 February 1997 

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

r The Board approved the investment on 14 May 1997. 

r The funds werc only disbursed on 13 August 1998 

The delay of I5 months in the finalisation of the investment occurred during mainly during 
thc legal phase of finalisation, 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 suficient follow-up by SAEDF investment officials 
with regard to the legal progress of the agreement to ensure expediting. 

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 
E M C  aubsequently *ent insolvent, resulting in the loss of SAEDF's investment. 



rn 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. 

hfunugement Comment 

Set iiiiestment responses. 

KPMG Comment 

Original finding remains (see 1 29.1 for additional information). 



1.12 Authorisation of bank transfer letters and cheques 
Crrterra 

SAEDF's pol~cies and procedures state that all local currency 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 

Croup B -Two selected Vice Presidents 

Bank transfers shall also be authorised by two s~gnatories from Group A and B above. At 
ieast one signature must be from a Group A member. 

Coirdrfron 

Wenoted several instances where the criteria above were not adhered to: 

In one instance, the bank transfer letter BT-2001-143 has been signed by two B 
signatories (MJ Moyo and A Ruchanan). This bank transfer letter was dated 
November 7,2001 (2002 financial year) and it was for $5,000 

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

Cause 

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

Effect 

Nan-compliance to policies and procedures. This could have lead to unauthorized 
iramfer of funds or theft of funds. 

Recommendation 

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

Management commenl 

The bank transfer in question was a payment to the SAEDF appointed 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 



cnnmltant - 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 V ~ c e  President was nom~nated as 
the temporary "A" signatory and the Financial Manager the temporary "B" signatory. The 
insiruction 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 s~gnatories 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 mstruction - that 2 signatories sign all cheques. 

Management agrees that compliance with policies and procedures is essential but feels that 
this has been done and was done satisfactorily 

KPMG Comment 

No additional evidence provided and finding remains 



2 Detailed Findings - Internal control issues - Material 
Weaknesses 

2.1 Appointment of employees 
Criteria 

The cap".ility/cont~nuous-learning component ofthe COSO Control framework requires that 
organisations have a formal hiring and selection process to ensure that the most suitable 
mdividuals are selected for positions. 

For the years 1998 - 2003: 

w There is no evidence that a formal interview process was in place for the appointment of 
new staffmembers. Thus, it is not possible to determine if the best posible candidate 
was selected for the respective posts. 

E.~iimples are as follows: 

In 2002, a new Financial Manager was appointed but there is no evidence that indicates 
that other applicants were interviewed for the same position. In 2003, the Financial 
Manager was transferred to the Investment Department. It is questionable whether the 
ex-Fmanc~al Manager has adequate venture capital experience to perform tho investment 
functions. 

It is apparent that certain staff members who were initially in the Finance department 
(2001 - 2002) had moved to the investment department, and they also may not have 
adequate experience in investments. The CEO's current PA and other staff have been 
appointed with no evidence of an interview process. 

Durmg 20021 beginning of 2003 most of the senior reenntment was done by the CEO 
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 recmi!ment process being followed. 



Poor or autocratic management practices with subjective judgement. 

?be best possible candidate for vacancies may not be selected. 

New appointments may not have adequate qualifications, experience and skill to perform 
their daily functions, to the detriment of SAEDF. 

Recommendations 

SAEDF management must implement formal and comprehensive 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 
recintiy 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 occasians staff were promoted from junior poutions or 
moved from other departments. Htstorically, SAEDF associates and analysts have always 
been recruited with accounting degrees. Vice Presidents and Senior Vice Presidents usually 
were required to have further qualifications (posslhly an MBA). 

Example 2 - The Finance and Accounting staff that moved to investments in 2001 and 
2002 d ~ d  so as their accounting systems and financ~al controls experience was deemed 
necessary to assist w~ th  turnarounds for certain SAEDF investee companies. A separate 
investment group was set up to monitor the "troubled investments portfolio". 

Example 3 - Management agrees. 

Management agrees wtth 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. 

KPMG Comment 

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



2.2 Design of policies and procedures - Travel 
Crlterza 

The section relating to Direct controls in the COSO control model includes a requirement 
that po!icies 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 compromised. 

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

All officers of SAEDF w ~ l l  complete a travel form which includes, 

- Itmerary; 

- Period of travel; 

- Iiotel arrangements; 

- Flight arrangements; 

- Any other relevant details; and 

- Duration of the trip 

rn 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. 

Attachment A of OMB CircularA-I22 paragraph 3 details the following regard~ng 
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 recognized as ordinary and necessary or the 
operation of the organization or the performance 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. 



c. 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. 

d. 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 
servlces 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 

SAEDF policies and procedures contained deficiencies, which detract from good internal 
control and during the review of the expenditure accounts the following was noted: 

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

rn 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 excesswe 

rn For travel undertaken by employees and offict-s of SAEDF, some of the trips undertaken 
d ~ d  not have a travel form and the necessary documentation as is detailed in the policies 
and procedures manual. 

rn In some instances travel forms were dated after the trip, or the travel form was not 
authorised at all. 

rn Travel authorization forms were sometimes approved by employees on the same staff 
level as the person travelling. 

rn Credit card statements for travel expenses were not authorised by senior management. 

rn The executive assistant 1 office manager took various trips that did not appear to be 
required. 

rn In certain isolated instances there were unreasonable or prohibited expenses, e.g. 
purchase of alcohol, business class travel, entertainment costs not complying with 
Circular A-122 etc. 

rn Expenses considered to be wasteful were paid for 'Vo Show" charges at the Westcliff 
Hotel. 

Cause 

rn Poor design of Policies and procedures manuals with regard to travel and lack of 
compliance to such policies. 



Poor management review or wilful non-compliance to the SAEDF policies and 
procedures 

Efect 

As travel forms deta~ling all the information 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 t h ~ s  expense may 
have been borne by SAEDF. 

m Adequate authorisation did not exist for travel undertaken by employees and officers of 
SAEDF. 

Non-compliance with Circular A-122 resulting in questioned costs of being raised. 

m Unreasonable 1 excessive travel expenditure borne by SAEDF. 

Recommendation 

The policy and procedures manual for travel must be amended to include 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. 

Management comment. 

This statement is partially correct In later years staff were required to attach the air ticket 
stub andlor the boardtng pass It was decided by F~nance and Accounting that the atr ticket 
was no guarantee that the flight had actually been taken and therefore the boardtng pass had 
to he nttached 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 
;nskteJ :lpon 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 monthlyiquarterly management reports). 

bach mvestment 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 dwms 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 (excludmg 
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 
trlps were verbally approved by the Vice PresidentiSenior 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 
rna~ragement 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 
cxpcnscs, were queried by Finance and Accounting and were highlighted to the auditors 
dur~ng the subsequent internal audit. 

It is understood that the chargeltrip in question relates to the Chief Executive Officer during - - - -  
LUUL. i t  could not be established why the London expenses were paid for by SAEDF 
However these expenses were queried by Finance and Accounting and were hghlighted to 
the aud~tors 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. All movies and other non-business expenses 
incurred during SAEDF travel were deducted 60m 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 hoard members 
occasionally cancel their attendance at SAEDF board meetings, due to various reasons, 
resulting in SAEDF having to pay for the roomls. 

SAEDF regards their travel policies as satisfactory. However, the additions to the existing 
poiicie5 that SAEDF adopted informally should have been formally incorporated into the 
policies and procedures manual (instead of via e-mait or internal memorandum). 



Mar.agement agrees with cause 2. 

Management and the SAEDF board identified the need to review the internal controls and 
was one of the reasons for appointmg an internal auditor in 2002. It 1s agreed that the h.avel 
p ~ l ~ ~ i ~ h  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 Comment 

No additional evince provided to indicate that weaknesses do not exist in the design of 
Travel policies and procedure. The original finding remains. 



2.3 Completion of policies and procedures - Human Resources 

Crrteria 

The section on Commitment and Capahility/eontinuous learning in the COSO model requires 
that organisations need to have clear guidelines regarding: 

rn Performance contracts and evaluation criteria. 

rn Performance evaluation systems. 

r Motivatiodrewardlpunishment mechanisms. 

rn Reward systems. 

rn Training activities and processes. 

z Xiling and selection processes. 

r Termination practices 

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: 

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

rn No guidelines with regards to the definition of "reasonable bcnefits and allowances" 

No maxlmum amount of allowances that should be awarded to the CEO. 

rn No clear guidelines on training 

r No clear guidelines on recruitment processes. 

rn No adequate guidelines on termination process. 

Cause: 

r Poor management practiccs with insufficient thought being given to internal controls. 

Effect: 

rn This negatively impacts on the control environment of SAEDF as well as on staff 
performance and morale. 



Recommendation 

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

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

ivianagement 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 
shou!d have been included in a formal policy. SAEDF management is currently 
implementing a formal appraisal and remuneration policylsystem, which will rectifl 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. 

KPMG Comment 

No additional evidence was provided and finding remains. 

Management agrees with recommendatmns stated above and the controls over Human 
resources policies should improve I F  these recommendations are implemented. 



2.4 Design of controls - Bank Transfers & Authorisation limits 

Crrterra 

r The Grant Agreement requires SAEDF to manage its operattons to achieve its 
i~-~cstment  objectives. To achieve this, internal controls must be designed and 
implemented, including guardlng against the risk of fraud. 

Conditron 

r SAEDF had often instructed Banks to make payments into third party accounts. This was 
done by means of sending faxes to the Bank, which was not required to confirm the 
faxed instruction with a senior Fund oftic~al. There have been instances of fraud at other 
organisations where fictitious faxes were used to instruct banks to transfer funds. 

Cause 

r Poor management practices and insufficient thought given to the risk of fraud 

Effect 

SAEDF IS exposed to the risk that fictitious faxes could he sent, leading to monles being 
misappropriated. 

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. 

r 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 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 reviewed by the 
Fmancial Manager (uho initials and dates the back of the transfer letter). 



The example of fraud that Auditors mentlon 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 dism~ssed The fault was not an SAEDF error but an American Exnress error as 
they filled to comply with the SAEDF signature mandates and issued foreign &emy to a 
juninr employee (who was not even a signatory). 

Management disagrees with recommendation 1 It is impractical to suggest that SAEDF's 
banks contirm 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 st111 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 1s high risk, as fax documents may be easily tempered with resulting in 
inva!id payments. 

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



2.5 Disaster recovery plan 
Criterm 

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 
offqite 

Cond~t~on 

rn The backed up computer information data is stored on SAEDF's premises and not 
off-site. 

rn No backed up data was available for the financial years of 1997 and prior. 

Cause 

rn Management's lack of security awareness in carrying out their stewardship 
responsibilities 

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 actionslinactions. 

Management agrees with condition 2. SAEDF did not have any form of disaster recovely 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. 



Management understands their security responsibilities but the decision to task the Office 
Manager wlth the responsibility was posslbly an error. Management will inst~tute review of 
the backup procedures by a senior official. 

Management agrees with the recommendation. 

KPMG Comment 
-'A Lyu add;tional evidence was provided, finding remains. Should management implement 

recommendation above the controls over disaster recovey wtll improve. 



2.6 Personnel Documentation 
Criteria: 

The commitment section of the COSO control model requires that: 

Performance contracts are kept for all staff. 

Job descriptions are in place for all employees 

Condition: 

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

r For the years 1998 - 2003, there were no employee files for some employees. 
(See below). 

rn 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 curriculum vitae's in 
certain instances. 

The following summarises the condition: 

I Number of employees in 
1998Mumber of new 
employees in 1999 - 2003 

Percentage of employees that 1 42% 3 8 %  1 56% ( 1 0 0 %  1 29% 1 0 0 %  1 
did not have job descriptions 

1 Percefitage of employees that 
did not have employee files 

Percentage of employees that 
I did noi have employee contracts 

Cause: 

Poor management oversight and attention given to personnel files. 

32 

34 % 

42 % 

8 

38 % 

38 % 

18 

22 % 

39 % 

4 

0 % 

25 % 

7 8 

14 % 

14 % 

25 % 

50 % 



Effect: 

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

Recommendutron 

r SAEDF management must formulate an HR pol~cy requiring minlmum documentation to 
be maintained in employee files, and procedures to ensure that this is complied with. 

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 adequately safeguarded the files and had misfiled numerous documents. The 
documentation has since been re-filed and is kept in a locked ofiice. 

Management agrees with condition 3 Fmance and Accounting have completed updating the 
employee files for all current and past SAEDF staff. Numerous job descriptions and 
curr~culum vitae's were found and filed in the appropriate files. Updated job descript~ons 
will be mcluded as part of the updated ttR process currently being undeltaken. 

Management agrees that the recent Finance and Accounting staff have not adequately 
admmistered and safeguarded the personnel files This error has s u m  been rectified. 

Management agrees with the recommendation. SAEDF management is currently undergoing 
an HR review and will incorporate the recommendation regarding required documentation as 
st~pulated by labour legislation. 

KPMG Comment 

No additional evidence was provided, finding remains. 



2.7 Income: Equity accounting 
Criteria 

Section 2.2 of SAEDF's accounting poticies state that investments should he included in 
SAEEF's financial statements using the Equity method of accounting. 

Condrtzon 

s SAEDF does not use the Equity method of accounting for recording investments 

Cause 

R ?danagement were of the opinion that Equity account~ng of investments would be 
misleading due to nature of the investments. 

Effect 

R SAEDF's accounting records are not compliant with GAAP (generally accepted 
accounting practice). 

aewnzmendatlon 
s 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. 

m SAEDF must change their accounting procedures to conform with their policy or change 
their policy to conform with the~r  procedures with regard to 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 early stage or start-ups. These entities were virtually all loss 
makmg and to include these losses in SAEDFs financials did not make sense. SAEDF 
declded to adopt the European Venture Capital Association ("EVCA") guidelines for valuing 
early stage investments at cost. As the annual financial statements were unqualified and 
signed by the external auditors implies that they were in agreement with SAEDFs view. 

hlanagcmc~~l agrcch with rhc ;awe (a, aboie). 
hlnnngmenr agree5 rhar rhe SAEDF Poliics 2nd Proscdurcs should he amended. 

Xn,ZPG Comment 
K O  additional evidence was provided, finding remains. 



2.8 Authorisation of expenditure 
Crileria 

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

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

- For expenses to be paid a cheque requisit~on must be completed and the approved 
purchase order and original invoice must be attached to the cheque requisition. 

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

e procurement of services and supplies shall be raised by the 
various section headq 

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

- The following approval limits are detailed: 

> Chief Executive Officer $50,000 

F Chief Financial Officer $30,000 

2. Investment OfficersiDirectors $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 procedures manual also details the following with respect 
to the obtaining of quotations, 

3. Orders less than $3,000 require one quotation. 

P Orders greater than $3,000 but less than $30,000 require three quotations. 

- Orders greater than $30,000 require approval by Contract Committee comprised of 
four senior managers. The composition of the committee will be periodically 
reviewed. 

GPvZ Circular A-1 10 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 practices among contractors that may restrict or eliminate competition or 
othenv~se restrain trade. 

Paragraph 10 (travel expenses) of the SAEDF policies and procedures manual states the 
following: 



- All American Express I Nedbank I Diners Club cred~t card holders are required to 
allocate the costs reflected in the statement to spec~fic busmess related activities. 
Once the costs have been allocated the statements must be authorised by either the 
CEO or the CFO. 

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

Condifron 

During the review of the expenditure accounts it was noted that: 

a Invoices were not reviewed by a person independent of the person requisitioning the 
purchase. It was not clear who had requisitioned the purchase, as there were no purchase 
orders. 

a No purchase orders existed for the majority (80%) of the transactions tested. 

a Far approximately 90'0 of hcumciiratim e~ami~ied ,  including the expcnsu ilaims 
Ijnns. the origi1131 inwiw, ttx wpportinp do~umcntation and the ~ h e q i ~ c  requisition \ \ a s  
nor stamped "paid" to prevent it being resubmitted for payment 

a In instances where purchase orders were found, approx~mately 25% of the purchase 
orders, reviewed were not approved by any senior officials. It was thus not possible to 
determme if the purchase orders were valid. 

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

a There were no quotations obtained for the majority (80% to 90%) of the expenses tested 
whereby quotations are required to be obtained. 

a There was no evidence that a formal supplier selection process was being followed. 

There was and currently is no contract committee in place. 

There was no evidence of a tender process being done to appoint service providers and 
thus no evidence of there being competition. 

r There is no evidence of formal monitoring of service providers as there are no contracts 
and service level agreements with chosen service providers (travel agents, legal services, 
consultants and recruitment agencies) 

a There was no evidence that credit card statements were authorised in majority of the 
transactions examined. Credit card balances were paid dtrectly through debit order. 



r Of the transactions examined 75% of the credit card statements reviewed did not contain 
an allocation of expenses to specific business related activities. 

r There were instances where expenses were paid on copies of invoices. 

r In some instances (25%) the purchase order date was after the invoice date 

Cause 

Ignorance andlor wilful non-compliance to Paragraph 6 of the SAEDF policies and 

F policies and procedures 

Effect 

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

r As the package of documents 1s not stamped "paid", this may have resulted tn dupltcate 
paynents being made. 

m As the approval limits for authorisation of expenditure detailed in the uolicies and . . 
orocedures manual are not adhered to the ~ossibilitv exists that eoods 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 reqmred by the 
SAEDF pol~cies and procedures manual have not been adhered to with respect to orders 
greater than U S 3 0  000 obtaining Contract Committee approval. 

r As no quotations were received and no tender process for contracts or monitoring of 
service providers, SAEDF may not have received the best quality of service at the most 
competihve price. 

As credit card statements were not authorised, payments may have been made for invalid 
expenses. 

r As credit card expenses were not allocated to specific business related activities, specific 
expense accounts could be misstated resulting in an inaccurate analysis of SAEDF's 
expenditure. 

r Unauthorised expenses may have been incurred. 

r This impacted on segregation of duties and may have resulted in goods and services 
procured being used for non-Fund purposes. 

r Payment of expenses on copies of invoices may have resulted in duplicate payments and 
invalid VAT claims. 



Recommendanon 

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 monitoring of contracts 
are strictly adhered to. 

Management Comments 

The person requisitioning the purchase has to be the person who signs the invoice, as his 
signature on the invoice is evidence of his acceptance of the good/service. There is sufficient 
segregation of duties, as the person requisitioning the order does not approve the requisition. 
The second segregation of duties occurs when the Financial Manager or Chief Financial 
Officer signs the purchase order. The SAEDF Procurement Manuat details the segregation of 
controls extensively. SAEDF did complete purchase orders for disbursement and is Incorrect 
to state that there were none found. 

he relevant purchase requisitions and orders had been 
detached from the cheque requisltionibank transfer and filed in a separate file. Management 
agrees that in the 2003 financiat year the use of requisitions and orders was not enforced. In 
addi~ion the budget control sheets, which determine if the budget will be exceeded prior to 
disbursement, were not utilized a 

Accpac accounts payable has a nts 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 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 cheque and bank transfer registers to 
confirm that no prior payment had been made. To SAEDF's record only 1 duplicate payment 
occurred in the entire 6 year period and it 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 official/head 
of d~partment. Nevertheless it is possible that the auditors reviewed the purchase orders, not 
the purchase requisitions. The Procurement Manual Identifies the purchase requis~tion as the 
document that approves the purchase, not the purchase order. 

SAEDF complied with the approval lim~ts. Should the auditors indicate the purchases where 
approvals were not adhered to SAEDF w ~ l t  in turn respond. 

Quotations were 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. 



The supplier selection process was not formalized and was the responsibility of the Office 
Manager. If any staff memher was unhappy wlth the serv~ce 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 he formalized. 

SAEDF decided to replace the Contract Committee with the Office Manager. At the time the 
size of  the organization as well as tho low number of monthly vendor transactions made the 
Contract Committee impractical. Management at the time decided that the tasks of the 
Contract Committee would be better handled by the Office Manager. 

The vendor tender process was adhered to, however SAEDF management instructed the 
Office Manager to use vendors owned by previously disadvantaged c~tizens (BEE). It was 
managements view that SAEDF's mission was also to 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 compet~tion was reduced. 

In the years 1998-2002 SAED with certain vendors (excluding 
legal). The contracts were filed in the SAEDF "contracts file". If any staff memher 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 
s~ngle assignment 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. 

1 he procedure was that staff attached all vouchers to the original credlt 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) 
h v i .  ciiher been misplaced or misfiled. The approval of credit card statements was a 
constant problem due to the lack of assistance F~nance 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. 

All staff wer 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. 
It appears that the misfiling of these statementsidocuments 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. 



.A.s a rule, SAEDF did not make payments on copy tax 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 on payment then the payment was filed in the "payments awaiting original invoices" 
file. This file was reviewed every time payments were made. 

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 failed to follow the procedure each department Personal Assistant was given a 
sequentially numbered requisition and order hooks. Nan-adherence to the policies could he 
traced via the requisitionlorder number and the offending Personal Assistant was 
reprimanded. The fault in the process was that the heads of these departments failed to insist 
on compliance with the policies (and were sometimes the offenders) and therefore 
undermined 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 fnon 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. 

Management agrees with the recommendation, and feels that the policies should he formally 
reviewed and updated. Once complete the SAEDF board and USAID approval will be 
obtained. Of considerable confuston is that the updated Poltcies and Procedures manual was 
presented to the SAEDF board (incl. USAID) in 2001 and according to SAEDF 
management's understanding was approved. Hawever, it appears that the approval was either 
not granted or not recorded. Had the document been approved it would have eliminated a 

reated in the audit. 

KPMG Comment 

SAEDF policy manual states that invoices must be reviewed by a person independent of the 
person who requisitioned the purchase. Until such time as the policy manual is changed and 
apprcvd by the board and USAID the existing policy manual should be adhered to. 

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 orderslrequisition 
which seem to indicate that they were prepared in the past. We were however not provided 
with specific purchase ordrer'slrequisition for expenses reviewed, and thus can not say that 
purchase orders were always completed. Our original finding remains. 



Z? 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 permdically but not less then once a 
month. The reconciliation's will be subject to regular review by the CFO and periodic review 
by the CEO. 

Condrtzon 

For the years, 1998 - 2003, no authorised bank reconciliations were available for some 
month's bank accounts, as follows. 

rn For the years 1998, 1999, 2000 and 2003, certain hank reconciliations were not reviewed 
by the Financial Manager or CFO. 

rn I he reconciliation's were also not periodically reviewed by the CEO. 

Cause 

rn 'Vi!ful negligence on the part of management with regard to tack of review of bank 
reconciliations. 

Effect 

The integrity of bank reconc~liations not reviewed is m quest~oned and the poss~b~llty of 
irregularities cannot be ruled out 

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 CEO. 

Management comment: 

Bank reconciliations were performed monthly. The recons were performed by the accountant 
and reviewed by the Financial Manager. The Chief Financial OEcer 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 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. 

I h e  bank reconciliations were never reviewed by the Cbief Executive Officer. Only the 
Chief Financial Officer reviewed the recons (on aperiodic basis). 

A historical schedule of monthly checklists and bank reconciliations shows that management 
complied with the processes almost all of the time, but the mamtenance 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 1s necessary for the Chief Executive Officer and Ch~ef 
Ftnancial 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). 

D.MG Comment 

No additional evidence provided to indicate that bank reconciliations were done for all the 
months in question. The issue with regard to CEO revtewing the bank reconc~liation 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. 



2.10 Conflict of interest 

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 othcr organisation with which SAEDF has 
entered into, or has considered entering into, any agreement, grant or other transaction, such 
dxrr~~us shall disclose in writing to the Board of Directors all material facts as to hisiher 
relationship or interest. Such director shall, furthermore, be recused from any participation of 
the Grantee with respect to such contract, grant or other transaction. 

Condition 

A Board member of SAEDF, was one of the shareholders of Bahete. The Director's interest 
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 hansaction. 

Despite the director's interest in the contract, the Director subsequently participated in 
iiigotiztions relating to the Maxiprest investment, with SAEDF management. 

Cause 

-. 
rn I he contravention of the criteria is due to SAEDF management and the relevant Board 

member disregarding the request from the Board of Directors. 

Effect 

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

Recommendation 

SAEDF 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 
m which there is a conflict of interest. Strong action against Board members who do not 
fulfil their responsibilities should be taken. 



Management comment 

Management agrees. The director gave full verbal disclosure of her interest in the 
transaction. The hoard 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 

e 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. 

KPMG Comment 

Xu additional evidence provided, original finding remains. 



Maintenance of records 

Criteria 
en-i,-- o,LL,uLL 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 systcm shall: (i) provide for accurate, current, 
and complete disclosure for each Grantee-sponsored activity; ( i ~ )  identify adequately the 
source and application of funds for all Grantee-sponsored activities, and (iii) enable the 
Grantce to accurately determine Grant balances, book balances and reconcil~ation 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 received by the Grantee shall also be maintained for audit 
review and project monitoring." 

Section 2.D of Enclosure 3 to the Grant Agreement further states that "All investees will be 
required to prepare periodic financial statements.. ." 

Sectlon 286 of the South African Companies Act no. 61 of 1973 states "The directors of the 
company shall in respect of every financlal year of the company cause to be made out in one 
of the oficiaf languages of the republic, annual financlal statements.. ." 

Condition 

The following conditions were noted: 

Eerste River Medical Centre (ERMC): 

There were nu 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. 



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 tile: 

General ledger Amount - $ 
entry date 

7 Aprii 2000 $27,333 

3 1 January 2001 $21,277 

6 July 2001 $19,726 

Total  $68,336 

The approved journal voucher 19/34) and supporting calculat~ons 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 

ERMC did not provide SAEDF with the required financial statements 

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

Effect 

c \iv'irhout the signed audited financial statements of ERMC, SAEDF was hindered from 
adequately monitoring the financial performance of ERMC. 

rn Without the supporting documentation, it is not possible to substantiate the 
dlsbursements/provision in VCF. 

The following amounts are questioned as ineligible or unsupported costs: 

Investment Questioned 
cost (US$)  

$900,000 

$78,263 



Recommendation 

m SAEDF should implement a control mechantsm that will ensure that all financial 
statements are obtained from investees and that all documentation is filed and 
safeguarded. 

Management comment 

See investment responses. 

KPMG Comment 

Management have provided us with evidence that they were requesting financial statements 
from E M C ,  who eventually provided some draft financial statement but no audited 
financial statements were provided. The original finding remains. 

2.12 Due diligence process 

Crrteria 

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall 
provide USAID with the Corporate Poltcies and Procedures, whtch wilt be revtewed 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, was 
approved by the SAEDF Board and the USAID Grants Officer. 

The Gutdelines for Rev~ew 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-making processes, including review board and 
committee minutes for purposes of assessing the quality of management's 

ision. 

- Review the managerial and organisational structure as well as the reporting 
mechanisms utilised by the investee company. 

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. 



Maxiprestmabete 

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

Pick-a-Spaza @'ASH): 

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

The lnit~al 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 lnvolved in the due diligence did not undertake sufficient research relating to the 
amount of capital injection that is needed for a television network. 

Cause 

SAEDF investment associates either did not perform an adequate due ddigence to 
identify areas of concern or they ignored areas for concern ~dentified durmg the due 
diligence process. 

Ejfecc 

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

Recommendatron 
All due diligences performed must he based on an approved audit programme to be 
drawn up by SAEDF management. This will ensure that all the required information is 
obtained. Once the work and report have been completed both should be reviewed by a 
person independent of the due diligence team. 

Management comment 

See investment responses. 

KPMG Comment 

Additional evidence was provided and finding has been adjusted. Insufficient audit evidence 
provided for issues listed above and these findings remain. 



Criteria 

2.13 Monitoring of investment 

Faragrsph G of Modification 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 k 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. 

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

a Telephonic conversations with investees on a weekly basis 

a Monthly monitoring meetings with key role players (these meetings get documented). 

r Obtaining monthly management accounts from investee companies. 

r 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, hut further funds of  $ 34120 were invested 
in Ahanang after results of monitoring had raised concerns about Ahanang. 

Eerste River Medical Centre (ERMC): 

SAEDF did not monitor the financial position 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 funding application and the final disbursement of funds, i.e. 
18/02/1997 to 13/08/1998, 

Zambia Pork Products (ZAPP): 

SAEDF disbursed funds of $1,050,000 to ZAPP in July 1998. ZAPP went into receivership 
in 2001. 



Based on review of information received it appears that monitoring was done at ZAPP. 
Monitoring 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 resulted 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 investment discussed was TVA 
and the comments made included the following: 

"... The company is experiencing capitalization problems as a result of low 
performance." 

"Apparently, the company has also been hurt by the departure of New Africa Advisor 
i'?u'AAn) CEO and the forensic audit of the comuanv currentlv under wav " . . 

rn "MI Lindsay stated that the Coca-Cola Company has found the company unable to 
deliver repeatedly ." 

Despite these points and the issues identified during the performance appratsal performed in 
August 1999, SAEDF disbursed an additional $1,718,238 to TVA during 2001. 

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

Mozambique Equity Fund (MEF): 

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 
$180,000 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 earning 
interest to the advantage of MEF and not yielding any returns for SAEDF. It should further 
be iioted 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 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 ihe various investors were being exhausted through management fees and other expenses 
while no other investments were made. 



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 iavestee. 

Present SAEDF management could not state why disbursements of funds were stlli made 
after the investee company had ceased operations. 

Effect 

The poor monitoring resulted in the following questioned costs being raised. 

Investee company Questioned 
cost (US$)  

I terste Kiver Medical Centre $900.000 
I 

Zambian Pork Products $ 1 050000 

TV Africa 1 $1,718,238 

Pick-a-Spaza $1,054,73 1 

Mozambique Equity Fund $882,000 
I 1 t,~qulfied Foods 

stioned raised due to poor monitoring 

Recommendat~on 
rn SAEDF management must develop and implement a monitoring policy to keep track of 

investments. The SAEDF Board and USAID must approve the policy prior to 
impiernentation. 

Munugement comment 

See investment responses. 

KPMG Comment 
Addit~onal evidence was provided an were acceptable audit evidence was 
provided. For issues where insufficient audit evidence was provided, the findings remain. 



2.14 Investment limits 

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall 
provide USAlD with the Corporate Policies and Procedures, which will he 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 
$1,090,000 or 2% of the fund's value whichever is less"! 

Condrtion 

SAEDF exceeded the $1.000,000 investment limit in the following investee companies, 

Investee company 

Total questioned raised due to poor monitorlug 

Investment 
amount 

' In the absence of a definition of "fund's value", and for the sake af practicality and a conservative approach we 

have uniformly applied the $1  million threshold as the investment limit in computing questioned costs. 

Amount 
exceeding 

limit 



Cause 

Management beheved that the limits, as set out in the criteria, were increased due to the 
fact that the SAEDF Board mcreased 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 

rn The amounts in excess of $1,000,000 on each investment were raised are therefore 
questioned, i.e. in total $18,283,117 

Recommendation 

m 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. 

KPMG Comment 

No additional evidence was provided, finding remains. 
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Detailed Findings 

Timekeeping 
Criteria: 

According to OMB Circular A-122, Attachment €3, 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 activrty 
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 responsible supervisory official having first hand 
knowledge of the activit~es performed by the employee. 

According to the approved IIR policies and procedures manual, paragraph 12 of the policies 
and procedures section. 

1 SAEDF shall maintain adequate records, which reflect the payment of salaries and 
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. 

Cnndition: 

r For the years 1998 - 2003, there is no evidence of review and approval of the total 
payroll 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 well 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. 



D For the years 1998 - 2003, some employees have not submitted leave forms. Thus, it is 
not possible to determine if the leave balances are correct smce the deduct~on of leave 
balances are based on leave forms. For example, leave pay of $48,813 was pad  to the 
employees who had restgned 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 

Management not ensuring that staff are complying with OMB Circular A-122. 

Effect 

Salanes may be patd to employees that have not attended work and have not been 
performing their job functions. In view of the total non-compliance to OMB Circular A- 
122, salary costs of $5,418,102 for the years 1998 - 2003 as well as employee 
compensation benefits for medical and provident fund to the value of $769,957 for the 
same period have been ratsed as questioned costs under the point on valid~ty of expense 
below. 

D Unauthorised salary adjustments and payments may have been made. 

D The effect of the above on quest~oned costs is as follows: 

Recommendutions: 

The Contracting Officer should determine the allowability of $6,246,186 in unsupported 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Employee Compensation Benefits: 
Medical & Provident Fund 

Employee Compensation and benefits: 
Life Assurance Payments 

Leave Pay 

Totals 

$769,957 

$9,3 14 

$48,813 

$6,246,186 

0 

0 

0 

0 

$769,957 

$9,3 14 

$48,813 

$6,246,186 



Management Comment: 

Condition 1 is incorrect. The SAEDF payrolf worksheets, which the auditors appear to have 
based their charges on, are not signed or approved. SAEDF Finance and Accounting 
("Finance 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 reconctted: expense accounts, salary control accounts and net payroll 
dlshursements to the SAEDF bank statements. The Chief Financial Officer reviews and signs 
these reconciliations and the checklist when complete. SACDF regards this as sufficient 
approval, but will implement Chief Financial OfficeriChief Executive Officer signing off the 
pdyruii runs pri them to 

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 practical to stipulate what each employee is doing for each day of the 
weekimonthlyear, 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 staffactivity, as long as 
it has the approval of USAID. The approval of the HR Manual, effectively, 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 required 
to subm~t leave schedules with prior approval from their manager. Excessive leave days 

The auditor's causes are incorrect. Management is aware of the requirements of OMB 
Circular A-133 and feel that they have taken the necessary steps to comply. 

Management feel that sufficient steps were taken to control, review and monitor 
timekeeping SAEDF also took care to report any deviations from budget to the hoard 
(including USAID) via quarterly management reports. Salaries were also presented to the 
SAEDF hoard personnel committee on an annual basis for review, along with the bonus and 
increase recommendations. 

KPMG's comment 
Based on review of additional ev~dence 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. 

SAEDF could also not provide us with activity reports and attendance registers, the original 
finding thus remains. 



Salary Increases - Reasonableness 

Criteria. 

a According to OMB Circular A-122, Attachment B, paragraph 7, charges to awards for 
salaries and wages including salary increases will be based on documented payrolls 
approved by a responstble official of the organisation. According to the Section B, point 
3.2 of the approved SAEDF ttR 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 
p r ~ x ~ t e d  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 twtce per year, on or before the 
annlvcrsary of the employee's hire date. These evaluations will consist of an appraisal 
conducted by the employee's immediate supervisor on whether the employee is meeting, 
not meeting or exceeding performance expectations detailed in the employee's job 
description. Ih is  performance review wilt serve as the basis for any appropriate merit 
increases in recognrtion of good performance. 

Condition: 

a. fior the years 2002, there was no evidence that salary increases being approved by the 
Board of Directors. These amounts have been included under the questloned costs of 
validity of salaries. 

b. for the years 1998 - 2003, there was no evtdence that the percentage of salary increases 
given to employees is linked to performance appraisals and excessive salary increases 
were given to some employees for no apparent reason for example: 

I .  In ~ p r i l  2002, the CEO's Personal Assistant received an increase of 28% as she was 
performing the duties 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 (approximatety R480 000 using an average of R10 to a dollar at the time of 
the increase). 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 perfonnance appraisal was done in March 2003 and the rating was 
above average. But, the performance appraisal that was done was not in detail, that is 
there were no clear defined objectives and responsibiltties, and no indtvidual rating per 
category was completed. The performance appraisal was not signed by the reviewer and 
the reviewed. Thus the performance appraisal completed does not appear to justify a 
53% increase. 

C 

Poor management oversight or possible favouritism of staff. 



rn Unauthorised or inappropriate salaq increases given to employees that lead to low 
morale amongst other staff members. 

rn Question cost have been raised regarding salary costs under 1.1 

Recommendaiions: 

rn SAEDF management must ensure that OMB Circular A-122 and its own Human 
Resources policies and procedures are complied with regard to salary increases. 

Munugemeni Comment 

Condition b is mcorrect. For the years 1998 to 2002 (and part of 2003) formal employee 
appraisals were held annually in August. The employee was appraised by hisher 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 increaseibonus woutd 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 
opinlonlattitude towards the employeels. In recent times employee performance, and 
therefore appraisals, have been affected by the sequence of audits the company has 
undergone. For this reason the or~ginal performance targets could not be the sole evaluation 
item as the majority of the staff were involved in the audits. 

:t appears that the reasons given 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 Chief Executive Officer and was queried by Finance and Accounting. 
The issue in question was communicated by SAEDE to the Audit Committee chairperson 
and eventually led to the investigation of the Chief Executive Officer and his eventual 
removal from position. 

nt agrees with condition h.2. 'The then Chief Financial Officer forwarded an 
approved (by him) increase proposal to the Chief Executive 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 
increase was excessive. 

Management agrees with the recommendation. 

KPMG 's commeni 

SAEDF did not provide us with any additional information regarding the reasonableness of 
saiar). increases as well as the fact that salary increases were based on formal performance 
appraisals, the original finding remains. 



m Paragraph 6 of the Grant Agreement states that no employee of SAEDF may earn more 
than $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 SAEDF f lR policy manual states that non-South African 
nationals can obtain housing allowances, relocation expenses, travel allowances and 
similar forms of compensation provided that the compensation item is set at a reasonable 
level based on market circumstances and the general practices of other South African 
Companies. 

m 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 
nnallowable as a fringe benefit or indirect costs regardless of whether the cost is reported 
as taxable income to the employees. 

Condition ' 

There is no clear definit~on 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 CEO's had recewed a free use of a motor 
vehicle (SAEDF pad for the costs of lease payments and insurance and 
deducted amounts from CEO's salary), which 1s disallowed according to the 
OMB C~rcular 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) which may be excessive and not set at a 

onal benefits for 



The CEO's salary benefits for the years 1998 - 2003 was as follows: 

r As can be seen above, for 2001 and 2002 the percentage of CEO's allowances to total 
salary was > 50%. 

Cause 

r Inadequate Board overs~ght to ensure compl~ance to the Grant Agreement. 

r Excessive allowances and benefits given to the CEO that were not market related. 

The effect of the above on questioned costs is as follows: 

Housing and car allowances 

Empioyee Compensation and benefits: 
employee benefits 

I I I 

$89,293 

Totals $364,423 / $364,423 1 0 

$89,293 0 



Notes. 

T i ~ c  dtr~vunt 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 CEO after he had left the employ of the company on 01/04/2003. This vehicle was 
subsequently recovered during February 2004. 

Recommendation: 

'The Contracting Officer should determine the allowability of $364,423 in ineligible 
questioned costs and recover from SAEDF any amounts determined to he unallowable. 

Management Comment: 
TL. '. *r 
L U G  af i~ ,DF board approved a US$1,200 per month motor vehicle allowance for the Chief 
Executive Officer. The vehicle allowance was included as income in his monthly salary and 
therefore was subject to FICA taxation (USA). In turn, SAEDF leased a vehicle for the Chief 
Executive Officer's use. The monthly lease, pehol and satellite surveillance charges were 
then allocated against the allowance. Initially the allowance was the US$ equivalent of the 
ZAR lease charge for the vehicle. iiowever, in later years the devaluation of the ZAR 
resulted in the $1,200 allowance (in ZAR terms) exceeded the lease charge (in ZAR) leavmg 
a cred~t balance in the expense account. 

Condition 1.b is incorrect. The board approved a US$4,000 per month housing allowance for 
the Chief Executive Officer. At the time the ZAR equivalent (+-ZAR 18,000) was deemed 
reasonable for the level of residential housing approved for the Chief Executive Officer. In 
later years the devaluation of the ZAR increased the figure in ZAR-terms. As SAEDF is a 
US entity, and the Chief Executive Officer's salary paid in US$ in the United States (excl. 
allowances) it is irrelevant what effect the currency had on the allowance. 

According to the Chief Operating Officer'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 he averaged over the SAEDF financial years. The US$10,116 was 
unallowable as it related to the university costs for the Chief Executive Officer's son. This 
amount formed pait 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. 



SALDF did not pro\ idc us u ith any additiolial information that indicates that the finding 
should change The original finding therefore remains. 



1.4 Bonuses 
'?rileria. 

According to Section B, point 3.2 o f  the approvid SAFDF iHK pol~cy manual, performance 
applaisals that should be done twice a >ear, sewes as a h m s  for any appropriate merit 
.-e-,qp ,,,,.,,,es in i lud~ng bonuses The merit increases sli~iuld not he grmted to emplqees  wliose 

work perfor~nance is helow SAEDF Standards 

0 M B  C~rcular  A-122, Attachment B, paragraph 7, subparagraph (i) states, Incentive 
compensation to emplo~ees  based on cost reduction, or  efficient perfonnance, suggestion 
awards, safety anards, e t c .  are allouable to the extent that the overall compensation is 
determined to he reawnable and such costs are p a d  or ac~rued  pursuant to an agreement 
entered into in good futh  between the organisat~on and the miploycc before the services 
were rendered, or pursuant to an est;lbl~shed plan followed by the organlcatlon so  
consistently as to imply, in effect. an agreement to mahe such payment 

rn [here is also no nidcnco that bonuses \&ere hascd on perfonnance appraisals for the 
period 1998-2003 

Cause 

rn Bonuses were awarded at the sole discretion of  the CEO (1999-2002). 

Excessive or inappropriate bonuses may have been given to employees as  there is no link 
between perfor~nancc and bonus paid and liavc bcen raised as a questioned cost as  there 
is no  link to performance appraisals. 

The cffect of the abo>e on questioned costs is as follows: 

L... I I 

The Contracting Officer should determine the allowability of 5359,598 in unsupported 
questioned costs and recover from SAEDF any amounts determined to he unallowable. 



After conducting the appraisal process SAEDF bonus proposals are forwarded by the various 
department heads to the Chief Executive Officer for approval. Thc Chief Executive Officer, 
in consultation with the other department, hcads agreestdisagrees with the recomnqended 
percer~tages!a~nounts. The final management authority on these amountsipercentages is the 
Chief Executive Officer, wlio then pi-escnts 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 dccmed acceptable by SAEDF management and 
board. Staff who felt that their bonusesiincreases were unacceptable were free to discuss the 
ibsue ni th  the Chief Executive Officer. 

The auditor's cause is incorrect. Although the Chief Executive Officer had the final 
authority, his decision was influenced by the recommendations of the  departmcnt heads. 

Bonuses are presented to the SAEDF board Personnel Con~nlittee on an annual basis for 
review, along with the salary ir~crease recommendations. The amounts were approved by the 
conlmittee and are therefore allowable. 

SAEnF did not provide us with any additional st~pporting documentation indicating that 
formal performance appraisals were done. The original findings remain. 



1.5 Lack of completion of purchase orders 
Crlleria. 

Pdrafraph 6 (accounts pqdhle)  of the SAEDF policies and procedures manual stiltes the 
h i lo \v~ng  in respect ofpurchase orders: 

- "Purchase orders for the procurement of serlices and ?upplies are raised by the 
various sect~on heads" 

- "All orders are routed to the CFO for certification of availability of funds against the 
hudget and approved by the CI'O, according to his approval limit" 

Condition: 

During the rellew or the  expenditure accounts the follo%ing u a s  noted: 

No purchase orders existed forthe majority (80%) o f the  transactions tested 

rn In instances \+here purchase orders were found, approximately 25% of the purcllase 
orders, revicwed were not approved by any scnior officials. It was thus not possible to 
&tennine if the purcliasc orders were valid. 

r In some instances (25%) the purchase order date was after the invoice date 

rn ignorance andlor w~lful  non-compliance to Paragraph 6 of the SAEDF pohcies m d  
procedures. 

rn As no apprmed purchase orders existed for most of the transactions there is no evidence 
that purchases made were valid. 

rn SAEDF manafcmcnt must ensure that its policies and procedures relating to purchases 
are strictly complied with. 

On review of the files it appears that the relevant purchase requisitions and orders had 
been detached from the cheque requisition.hank transfer and filed in a separate file. 
$?anagemt.nt a p e s  that in the 2003 financial year the use of requisitions and orders was 
not enforced, In addition the budget control sheets, which determine i f the  budget uill be 
evcceded prior to disbursementi were not utilized at all. 



It is SAEDF policy that all requisitions be approved by a scnior official!head o f  department. 
However, it is possible that the auditors reviewed the purchase orders, not the purchase 
requisitions. On review of the Procurcmcnt Manual it is clear that the purchase requisition is 
the document that approves the purchase, not the 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 rrom the person who prepared the order. As additional 
checks thc Chief Financial OfficeriFinancial Manager approves all payments and would have 
noiiced any unapproved expenditure. 

Purchase order dates were occasionally after the invoice date due to the non-compliance with 
the policy by thc staff preparing the purchase requisition or order. T o  trace the staff member 
who had Failed to follow thc procedure each department Personal Assistant was given a 
sequentially numbered requisition and order bonks. h'on-adherence to the policies could be 
!raced via the requisition!order number and the offending Personal Assistant was 
reprimanded. The fault in the process was that the heads of these departments failed to insist 
on compliance u i th  rhe poticies (and were somctimes the offenders) and therefore 
undermined the process. 

The auditor's cause is incorrect (see above responses). 

Management agrees with the recommendation. 

Thc files of additional evidence provided to us did not contain purchase orders or purchase 
requisitions. W e  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 
nit11 specific purchase order's!rcquisition for expenses reviewed. and thus can not say that 
purchase orders were always completed. Our original finding remains. 



1.6 Procurement Process 
Criteria: 

m Faragraph 6 (accounts pqable) of the SACDF policies and procedures manual dctail~ the 
fo l l o~ ing  appro+al l irn~ts 

i Chef  Exccuti\'e Officer $50,000 

> Chief Financial Officer $30,000 

"r ln\cstment OfficersD~rectors $5,000 

- Should expenditure in excess of the predetcrmincd limits he illcurred, this is to he 
authorrsed hg the Chairnian of the Board and ratified at subsequent Board meetings. 

- The SALDI. poticles and procedures manual also details the following w~ th  respect 
to the ohtaming of quotations, 

3 Orders less than $3,000 require one quotation. 

2. Orders greater than $3,000 but less than $30,000 require t hee  quotations. 

i Ordcrs greater than 530.000 require approval by Contract Committee comprised 
of four senlor managers. The composition of tlie conirnlttee will be periodically 
re\iewed. 

OMB C~rcular A-110 section 43 and 44 on Procurelnent standards state that all 
procurement should be conducted in a manner to provide. to the maximum extent 
practical, open and free competition. The recipient shill1 be alert to organizat~onal 
confl~cts of interests as well as non-competitive practices among contractors that may 
rcrtrict or climinnte competition or otherwise restrain trade. 

Condrrron 

During the review oftlie expenditure accounts it was noted that: 

".ypro\al limits mere not adhercd to i e. there was no evidence of approval in terms of 
tlie approbal Illnits listed above. There were no quotations obtained for the majority 
(80% to 904'0) of the expemes te\ted \+hereby quotations are requlred to be ohtalned. 

- Thcre was no evidence of a tendermg process being in place, On h'ovember 30, 2001 
a Mchmsey in to~ce  (Yo 1865) was paid for the performance of consulting work 
The total amount pald for this service \%as $112,857. There mas no evidence of a 
tender~ng proccss k i n g  followed, quotations obtained or approval according to the 
set Imi~ts 1.e. no e~ idence  of formdl Chairman or Board approval. 



rn During January to February 2003 a second Llckinsey review was conducted on 
in::t:uction 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 Mckinscy and company have a signcd contract between SAEDF and 
tkmselves. They have since taken legal action to recover these costs and there is a 
possibility of them recovering this cost from SAEDF. 

rn During the 2002 financial year end SACIIT used Senias E\ent Management (SEM) for 
the~r  promotional actn ities. SAEDF wed SEM for the following services: 

Ambassador Andrew Young Awards Dinner ($56,3?9), these fees 
included significant amounts for technical, dPcor and design and 
profesvonal fees. 

IIoqting a &\play stand at the World Summit on Sustainable Development 
($9,688, this excluded the cost paid directly to the Johannesburg World 
Summ~t Company.) These fees included significant amounts for 
profess~onal fees, technical, decor and design. The invoices provided by 
SEM did not probide any detail for SAEDF to establish the h a w  of these 
fees. 

There was no evidence that a formal supplicr \clect~on process being followed i.e quotation 
obta~ned or tcoder process being followed There were also no wrtnen contracts between 
SAEDF and SEM in addit~on. a d~rector of SAEDF was also a director of SEM See 
comment below on conflict of interest. 

w During the 2002 >car 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 
ixher quotes were obtained for this consulting fee. The cost of this review appearcd to be 
excessive as in suhscquent years it was complctcd at a much lower cost. 

There was and currently is no contract committee in place. 

'There was also no ev~dence of a tcnder process heing done to appoint scrvice prov~ders 
(i.e. travel agents, legal services, consultants and recruitment agcncies) and thus no 
evidence oftherc being competition 

l'hcre is also no eb~dence of formal mon~toring of senice probiders as there are no 
contracts and senice le\el agreements 1% ith chosen senice pro\iders (travel agents, legal 
sen  ices. ~onwltants  and recruitment agencies) 

Cause; 

rn Poor managcmcnt rebiew or wilful non-compliance to the SAEDF policies and 
procedures 



r As there \\as n c  Cotitract Committee in pldce the procedures that are required by the 
SAEDF pohcies and procedures manual ha\c not been adhered to u i th  respect to orders 
g 1 ~ d c r  than $30,000 obtaining Contract Comm~nee  approval 

EJect 

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

rn Unauthoriwd e \penxs  may have been incurred. 

r As no quotations were received and no tender process for contracts or monitoring of 
servicc providers. SAEDF may not have received the best quality of scrvice at the most 
corripetitive price. 

8 As there is a signed contract bctwcen SAEDF and Mchinsey and company, SAEDF may 
be requ1ic.d to pay this amount of $198.779 and t h ~ s  m i l l  rcsult in the amount being raised 
as a quest~oned cost 

G. Cooke) 

(Ambassador Andrew Young Awards 
Dinner and World Suinm~t) - - - . ., I , u r d r ~  $21 8,874 $218,874 0 

r SAEDF management must ei~sure that it's policies and procedures rclatmg to 
procuremcilt qproval  levels, the ohtaining of quotations, approval, entering into 
contracts and scrvice le\el agreement u ~ t h  Fen ice pro\ iders and monitormg of contracts 
are svictly adhered to. 

r SAFDF should establish a Contract Committee 

8 'The Contracting Officer should determine the allowability of $218,874 in ineligible 
quesiioncd costs and recover from SAEDF any amounts determined to be uoallowable. 



~1.(anagernenl Comment: 

: i imricdly quotes were obtained, according to the policy, for all purchases (excluding 
legal). However, the quotes werc 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 
qootes are attached to the rcquisitionlorder. 

hlcKinwy were appointed in 200011 to perform the SAEDF mid-courw review As SALDF 
\\a\ established in 199315 the mid-course rewew had to be pel formed at that time (5" >ear of 
the proposed 10 year?). The approval can be found in the minutes of the executibe session of 
the March 2000 board mmutes. 

In response to condit~on 2, management has since setlled all outstanding amounts with 
McKmsey. 

fhe former SAEDF Chicf 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 
+I ,,,,,. .,,. - ,. .\penses . 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 expend~ture that did not comply with OMB requirements. In September 
2002 the Fmance and Acconnting department incorrectty re-allocated the expense to the 
"prumotiotu" account in the SAEDF income statement. 

Management agrees that the tender process for the SAR consultant was not followed 
SALDF staff attempted to identify a consultant to perform the funct~on, without any success 
The C lmf  Exccutive Officer at the tlme knew of the consultant and approached her to 
provide SAEDF w ~ t h  a quotation. On re~eipt  of the quotat~on SAEDF queried the 
reasonableness of the amount with the Ch~e f  Executive Officer, who confirmed that the 
amount was within the parameters for the required work. As Chief Executive Officer he then 
took the dccision, as it was wthin his authorizatton limit, to approve the contract. SAEDF 
was sat~sfied w11h the uork coinpited and to mmagement's knowledge so was USAID 
SAEDF decided to replace the Contract Committee w ~ t h  the Office Manager. At the time the 
sire of the organimtlon as \%ell as the Ion number of monthly vendor transactions made the 
Cnnttact Committee ~mpractical Management at the time decided that the tasks of the 
commtttec would be better handled by the Office Manager. 

TIK wt,plier selection process u a s  not formali~ed and was left as the responsibility of the 
Office Manager. Management also instructed the Of ice  Manager to use vendors owned by 
prebiou4y disad%antaged cit~zens (BEE) It mas managements vlew that SAEDF's mission 
was also to help these companies "get off the ground" and would therefore give them a 
higher "neighting" in the tender process 

If any staff member was unhappy with the service offered by the vendor the Office Manager 
would approach them or change to another supplier. As most of the selection process was 
verbal, it is accepted that the process should be more formalized. 

Cause 1 is incorrect (see above responses) 



Managanent agrees n ~ t h  cause 2 ,  but feel that thc prncedures adopted above are  ati is factory 
and do not rcduce the level of financial control. 

Management agrcts thdt policies and procedures should be adhered to. 

Management h~ l i ebes  that the idea of a contract committee is impractical for such a small 
organimion and the task can form pdrt of an ernploqee's job title. Management \rill also 
update the Policies and Procedures Manual in order to teflect t h e x  changes, and to allow 
management to use a Gngle supplm (without going throuzh the tender process for each 
purchase) i f  ccrtdln stcps are followed In this n a y  the bureaucrat) \z111 be reduced and staff 
can concentrate on their primary job iunctions. 
Management feel that the procedures adopted above are ~ a t i ~ f a ~ t o r )  and do not reduce the 
le\.el o f  financial control. Thercrore the evpend~ture is allowable. 

HjMG conzn~ent 

SAEDF did not pro\ ~ d e  us w ~ t h  any additional information. the original finding rctnatns 



Conflict of Interest 

The Grant Agreement (Enclosure 3 [General Provisions] Section 10 [Conflicts of Interest]) 
statcs that if any directors of the grantce is a director of any other organisation, corporation 
or association which the grantee has cntcred into or considered to enter into, such director 
shall disclose in uriting to the Board of directors all material facts as to his relationship or 
interest as the case may he. Such director or officer shall be reciwd from any participation 
of thc Grantee with respect to such contract or transaction. 

Condition: 

SAEDF used Equal Access Consulting (EAC) for all their recruiting requirements during 
2002 and 2003, Through discussions with the SAEDF's staff and by reviewing internal 
correspondence it was evident that EAC has been used bascd on a Board member's 
recommendation. The Board member was a member of the SAEDF's Board of Directors 
responsible for 1lR matters and was a director of Adcorp Holdings Ltd. CAC was a 
subsidialy of Adcorp Holdings Ltd. The Board member did not disclose this interest in 
writing to the Board oTDirectors. 

o b r -  ,,fil.2DF used Sensas Event Managcment 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 dccision, approximately five black empowerment companies gave 
presentations to SAEDF. 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) I.td (the same company as  SEM 
i.e. SEM is registcrcd as Sensas Investmei?t (Pty) Ltd) since March 2000). The Board 
tnctnber had not formally disclosed in writing, her interest in SEM to the Board of 
Directors and was also responsible for recommending SEM to SAEDF. 

The Board member h3d an interest in Bridgestone Flrestone Maxiprest. The Board 
member's interest was xcrbally announced at the mieting of the Board of directors. The 
announccment na s  minuted, but there is no written disclosure of interest being provided 
to the Board of Directors, 

The draft minutes of the Directors meeting of July 2002 indicated that the Board member 
UQS 3 Director of Lbambo Investment Iloldings, which is a holding company of Ubambo 
Tclecorn's in which SAEDF committed to investment. The minutes stated that the Board 
member should provide full written disclosure of her interest in Vbambo. Such a written 
declaration as required by the Grant Agrcemcnt, could not be presented to us. This 
investment was however never entered into. 

Wilful non-complidnce to the requirements of the Grant Agreement or  lack of knowledge 
of requirements of the Grant Agreement. 



SAEDF may h a w  paid higher than market prices for bcrvices rendered. 

There has been a contravention of the Grant Agreetnent. which has resulted in questioned 
costs being raiied, The qilestioned costs have been raised under specific findings relating 
to procurcmcnt_ appointment of recruitment agencies and investments. 

r Similar qucstion costs have hecn raised under 1.25 - appointment of recruitment agencies 
and 1.6 - procurement process Tor adxwtising and promotion. 

SAEDF nianagcment !nust ensure that the Fund complies with the Grant Agreement's 
rcquirernents relative to conflicts of interest with speciiic regard to the disclosure and 
recusal of directors. 

.I-fur~ugi.tnent romnirnt: 

The SAEDF board decidcd that as the SAEDF dircctor in question was only a sl~areholder in 
thc parent company, Adcorp 1-loldings Ltd. tliat tllcre was no conflict of interest (SAEDF 
hoard responses to KPMG Tntcrnal 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. Thc director gave full ~ e r b a l  disclosure of her intcrest 
in the transaction The board instructed the Chief Executive Officer to obtain the wrltten 
disclosure, nhich he failed to do. l i i s  senices  were terminated, in part, as a result of t h ~ s  
transaction. 

Management agrees with condition 4. The director gave full verbal disclosure of her interest 
in the transaction. The board imtructed 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. 

Tile auditor's cause is incorrect. 

Management agrees with the recommrndation. 

SAEDI: did not provide us u'ith any additional information and the finding remains. 



T r a ~ e l  and Accommodation 

A u t h o r i s a t i o n  for Trmel a n d  A c c o m m o d a t i o n  

Cr~teria: 

Pardgraph 10 (travel expenm)  of thc SALDr policies and proccdures manual details the 
foilon ing regarding the authorisation for travcl and accommodat~on, 

r All officcrs of SAEDF will complete a travel form which includes, 

- Itinerary; 

- Period of travel; 

- Hotel arrangements; 

- Flight arrangements; 

- Any other relevant details; and 

- Duration of the trip. 

rn Travel forms should be completed and approved before the trip is undertaken 

3 Where the t m e l  expenses, was paid for using a credit card, the crcdit card statements 
must be  authorised by senior management 

Condition 

During the rct iew of the  expenditure accourlts the following was noted: 

r For travel undertaken by employees and officers of SACDF, some of the trips undertaken 
did not have a travel form and the necessary documentation as is detailcd in the policies 
and procedures manual Although this condition appeared throughout all six years under 
rebiew, it improved in the later years. 

r In some instances travel forms mere dated after the trip, or the travcl form was not 
authorised at all. 

r T ~ a v e l  authorization forms \kcre sometimes approbed by enlployees on the same staff 
level as the person travelling. - 

r Credlt card statements for trahel expcnbes. it was noted that they were not authorised by 
senior management. 

r Pcoor management review or wilful non-compliance to the SAEDF policies and 
procedures. 



," 

m As travel forms detading a11 the mforrn.~tion ~oncerning the trip mere not a lnays  
c m ~ p l e t e d ,  adequate control did not exist over travel undertaken by emp1o)ees. 
Employee? may have t rae l led  unncccs\arily or for prixate reasons and this expense may 
have been borne by SAFDF 

Adcquate duthor~sat~on did not exist for tralel undertaken b? employees and officers of 
SAFDF. 

The trfect of the above on questioned costs is as follows: 

I. , . , . . . - . - L... I 

S.A.EDF management must ensure that it's policies and procedures related to the dctailed 
listing and authorisations of all travel arrangements are strictly complied with. 

rn The Contract~ng OMicer should determme the allomability of $325,338 in unsupported 
q~lcstloned costs and rewver from SAEDF any amounts dctcrmined to be unallowable. 

.2lunugenzent Comments: 

Mnnagement agrees kith condition 1 .  iIowever 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 proccss of reconstructing the files to their former 
statc so  that quick referencing to travcl documentation will be possible. 

In very few instances investment staff were required to travel without notice. The trip was 
verbally approved by the Vice Prcsidcn~~Scnior 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 rccehed a 
dctnilcd monthly report (Accpac-generated reports as  well as the Internal Management 
Report) showing the trips taken during the period. Had a trip appeared in these reports that 
the Chief Financial Officer and Chief Executive Officer never approved the trip would have 
been queried during their management meetings. 

It 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 
iust*iiies they would have done so in line with their authorisation limits. 

' Total qucstion cosls prcviourl? reported was $365,692. 



SAEDF credit card policy did not require senior investment managers to approve statements. 
The person who used tlic card s i g ~ ~ e d  the statement as acceptance of tlie itemized expenses. 
T!le senior manager would then review the statement, vouchers and charges. It is accepted 
that the manager should havc heen requircd to sign the statement to reflect his approval. 

The auditor's cause is incwrect. 

SAEDF rcgards their tra\,cl policies as  satisFdctwy. However. the additions to the existing 
policics that SAEDF adopted informally should have been formally incorporated into the 
policics and procedures manual (instcad of via c-mail or internal memorandum). 

originally reported. As a result of the additional supporting documentation provided, the 
question costs have been reduced to $325,338. 

flo\\ever, ~ c r t a i n  documentation pro\ ided by SAKDF d ~ d  not rcducc the question costs, due 
to the documentation being inadequate. Examples include. 

So  invo~ces and/or travel authoricat~on forms attached to credit card statements; 
American Express statements were provided but the amount of the expenses incurred 
could not he located on the statements and/or, 
N o  invoices \\ cre pro\ ided for some of the expenses 



1.9 Board member's expenses 

Crrtwia 

r Paragraph 10 (trabel eupenses) of the SAEDF pclicies and procedures manual detalls the 
fiillo~\in& regarding t r d ~ e l  and accommodation, 

- S h e  Board of D~lcctors, tra\elling on fund bu\iness, shall be reimbursed for 
nted trawl expenses, including trmsportation, lodging. meals, and related 
n the basis of actual expenses. 

ertcan Express I Nedbank I Diners Club crcdit card liolders are required t o  
the costs rcfle~ted in the statunent to specific business related acti~it ies.  

Once the costs have been allocated the statements must be authorised by elther the 
CEO or thc CFO as is detailed in the procedures manual. 

r Atlacliment B of OMB Clrcular A-122 paragraph 18 details the following regardmg 
goods or serv~ccs for personal use. 

- Costs o f  goods or services for personal use of the organisation's cmplo>ees are 
una i lo~ab le  regardless of whether the cost is reported as taxable mcome to the 
employees. 

Cond~lion 

Durnig the review of the expenditure accounts the follo&ing was noted : 

r Tra\el  expenses reinibursed to Rodrd members are not supported by recelpts and 
lnvo~ccs in all Instances 

In 75% oftransactions examincd there was no evidence that American Express, h'edbank 
and Dmers Club c red~ t  card holders allocated t lmr  statement costs to specific busmess 
related actnltles 

r In all transactions cvamlned American Express, h'edbank and Dmers Club  redi it card 
statements were not authorised as is required by either the CEO or  the CFO, and are 
5~1tted by d~rec t  deblt order through the Bank. 

Cnuse. 

Poor management re\iew or milful non-compliance to the SAEDF policies and procedures 
manual and Attachment B of OMB C~rcular A-122 paragraph 18. 

Cobts incuned by Board menibers could not always be verified, as thcre was no 
supporting documentation in all instances. 

D As expenses incurred on American Express 1 Nedbank 1 Diners Club credit card 
statcnients were not allocated 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. 



As the Amer~can Express 1 Nedbank / D~ners  Club credit card statements allocat~on was 
not adequately performed it w.is d~fficult to agree the expenses incurred on the credit 
a i d  with uha t  was recorded in the General 1 edger. this may have resulted in the 
misallocation of expenses. 

rn The effect of the above on quest~oned costs is as follows: 

3ccovnendurion 

B SALXK m'~nager~icnt must enture that it's pohcies and procedures relating to D~rector 
tlavel are str~ctly adhered to and thdt in terms o i O M B  C~rcular A-122 SAEDF does not 
pdy for any personal expenditure. 

The Contracting Officer should determine the allowahilitj of $283.432 in questioned 
costs ($75,566 i n t l ~ g ~ b l e  dnd $207,866 unsupported) and recover from SAEDF any 
amounts determmed to be unallowable. 

. ,  v u n c , ~ ~ , s  Ls- for board member reimbursements were attached to all payments. In the majority 
of  instances thc 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 Nedhank copies were made for Finance and 
Accounting and the originals were handed to the catdholders. The cardholder anached all 
vouchers to the original statement and identified all business or  personal expenditure. The 
cardholder signcd the statenient verif) ing the correctness of the information. Fiuance and 
Accounting would then allocatc the expenditure on the copy statements. Any unreturned 
original statements would be immediately evident. Statements were firstly reviewed by the 
dcpartment head, and thcn by Finance and Accounting. Any questionable expenditure was 
queried with the department head. It is agreed that department head approval was not evident 
and s11ould 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 
appro\al was signcd 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 a t  the time insufficient, and the cards were caucelled. 

Tola! question costs previously icported was $326,336. 



Nc\\ Uedbank credit cards wcre I ~ a s d ~ d  to staff after ~ ign ing  the neuly  generated crcdit card 
policy document. 

The Chief Erccut~ve Officer and C h e f  Financial Officer were only required to 
checkiappro\c the statements for staff in their own department or for one another, not for all 
staff 'The Chief Tinancia1 Officer and dcpattment heads reviewed the statements. 
Slanagetnent agrees that the senior manager should slgn the statements as  proof of revlew 
and acceptance. 

SACDF staff mere not perm~ned to use the SAEDF credit cards for personal expenses. 
Howmer, this did occur on a couple of occasinnr due to errors or financial predlcarnents In 
a11 cases the staff memhers paid the amounts back to SAEDF. 
The auditor's cause is incorrect (as above). 

SAEDI- board expenses nere mwutored vla the monthly and quarterly management reports 
and p~escnted to the SALDF board. The costs were uqually high due to the distances, and 
resultant airfare coits, inbolvcd in travcllmg to the meetings As the board members are not 
pzid to sit on the SAEDF board the charges d o  not appear excessive In future SAFDF 
n~anagement \\ill make sure the chosen hotcl accenimodation c o ~ n p l ~ e s  u i t h  the USAID per 
diem allowances. 

" \ h q p n e n t  fcel that the procedures adopted above are satisfactory and do not reduce the 
level o f  financial control Therefore the expenditure is allowable. 

KPMG coniment 

S A W b  provlded us u n h  additkonal supportmg documentatton for the qucstmn costs 
originall) reported. As  a result of the addttional supporting documentation provided, the total 
question costs have been reduced to $283,432. 

Honever, certain documenratlon prov~ded by SAFDF did not rcduce the question cost?, due 
to the documentation hemg inadequate. Examples Include: 

P ro \ .~d~ng  copics of invoiccs and airtickets- the origilials could not he lo~a ted ,  
Thc invoice is the only supporting documentation, but it is not authorised by an 
independent person and/or; 
Trapel and hotel invoices could not be located. 

With regards to the ineligible question costs, valid docun~entation was provided by SAEDF 
for the expenses but the amounts ate still ineligible Reasons ior the amount being ineligible 
include: 

L~L-ess ive  prices for flight tickets; 
No  valid reason for cmployces anending hoard meetings as \ x ~ l l  as travelling overseas 
to attend these meetings andlor; 

D Excessive tclcphone costs and/or per diems given to en~ployees being exceeded. 



1.10 Officers and employees expenses 
C;.irdri= 

Paiagrapli 5 of OMB Circular A-122 on traxel costs state. 

. Tra\el costs arc allomahlc uhen the) are directly ~ttributable lo specific uork or are 
incurled in the normal course of adminiqtration of the organisation. 

- Such costs may be charged on an actudl basis, on a per d ~ c m  or mileage basis in lieu 
of actual costs incurred, or on a combination of the hvo, p iov~ded the method used 
results in charges consrstent uith those normally allowed by the organisation in its 
regular operations. 

17clragraph 10 (tra\el expenses) of the SACDF policies and procedu~es manual detarls the 
follou ing regarding travel and accommodation, 

- Officers dnd employees of SAEDF travelling on fund business shall be  rtnnbursed 
on the basis of a per drem rate, provided that such travel is approved by the CEO or  
hrs de~ignee .  Thcx per d i m  rates shall be  paydble up011 complet~on of the business 
travel u ~ t h o u t  receipts or itemsation by the officer. 

Under no circumstances \\ 111 approval bc given for lodging where total cost is grcdter 
than 50% above the approved flat per diem rate for location. . . 

- Whcre the cost of the accommodation to be used is beyond the appropriate United 
States Government per diem rates for the location, prior written approval of the 
Pres~dcnt and the CEO must be sought Upon return from the business travel, 
docunlentary evidence for lodging in the form o f  receipts wrll need to be submitted 
together with the claim. 

During the re \ ieu  of the e\pendlture accounts the Sollowing was noted 

When act~lal expendlture was paid the pci diem rate was compared to actual e~penditure.  
111 approximately 60% o i  the transactions revie\\cd the actual expenditure was excessive 
and there was no prior written approval from the CEO or his designee. 

Actual travel expenses reimbursed mere not supported by receipts and i n l o i ~ e s  in all 
instances. 

Cuuse: 

D Poor management review or \ \ ~ i f ~ l l  non-compliance to the SAEDF poliires and 
procedures. 

@?t. 

rn Unreasonable 1 exiessixe tra\el expendlture may be borne bq SAEDF. 

rn The effect of the above on questicmed cclsts is as follows: 



w The Contracting Officer should dcte~mine the allouahlllty of $196,931 in questioned 
costs ($9,468 it1elig:hle and $287,463 unsupported) and recover from SAEDF any 
amounts determined to bc undllowabfe. 

!: is ur~clear what the auditors are charging management with. Per diems were allowed for 
lodging and for meals and incidentals. As accomniodation was pre-booked and paid via the 
SAEDF credit card no lodging per diem was given. On approval of the travel form the travel 
request had to comply with the lodging per diem rates; and to managements knowlcdge did. 
S td fmould  then receive an MKrIE per diem advance to cover expenses such as meals and 
other incidentals. Any personal expcnditure was then netted offthis advance when the 
employee submitted his claim form on his return. 

All reimbursements were required to have hacking documentation. On very few occasions 
\-oucherslinvoices were missing. However in these cases, the employee in qucstion had to 
request copy vouchers/invoices. Failure to do so would result in the employee having to 
justify the expcnditure (via memo) to the C h i d  Financial Officer and his department head. 
F:i!ure to do this resulted in the questioned amounts not being refunded to the employee. 

The auditor's cause is incorrect. 

Some of the documentation appears to have been misplaced and is therefore impossible to 
verify at this stage. ITowever. SAEDF was able to recover a large portion o f the  disputed 
amounts via the Accpac accounts payable module. SAEDF is busy reviewing the Finance 
and Accounting files and will not encounter these problems again. 

U M G  conmzenf 

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 $296,93 1. 

However, certain documentation provided by SAI.:DF did not reduce the unsupported 
question costs. due to the documentation being inadequate. Examples include: 

w P r m ~ d i n g  cheque requisition forms and'or credit card statements hut no invoices could 
hc h a t e d ;  

I .  Foral qucition cost? pre\ ioudy reported \rere $313,047 



I Credit card stdteinents and imoices evists hut no trabel authorisation forms could he 
located; 

I Nu Dtners Club statements were protidcd and the amount on the documentation for the 
evpense is not the bame as the actuat expense; 

I Expensc amounts could not he idcntificd on thc credit card statements; 
I N o  supporimg documentation exists for journal entries and/or; 
I Trabcl autllorisation forms are not signed by the CEO or his designee. 

include: 

I Pcr diem rates for employees being exceeded; 
I Y o  prior dpprobal o f  actual ac~ommodation cost? being greater than the approbed per 

diem rate and/or; 
I No valid reason for executibe a~~istanl/ofl ice manager attcndlng USAID meetings in 

Tanzania. 



1.11 Unreasonable / excessive ineligible costs 

C~ileria. 

rn O h l B  Circular A-12'2 paragraph 3 details the following regarding Reasonableness or 
costs: 

. A cost is reasonable if, in its nature or amount, it does not exceed that which would he 
incurred by a prudent person under the circu~nsta~ices 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. \%ether the cost is of a tvpe gencrally recognized as ordinary and necessary or the 
operation of the  organization or  thc perlnrmance 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. 

c. Whether the individuals concerned actcd with prudence in the circumstances, 
considering their responsibilities to the organization, its members, cmployecs, and 
clients, the public at large, and the Federal Government. 

d. Significant dcviations from the established practices of the organization, which may 
unjustifiably illcrease the award costs.' 

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

- Costs of goods or senices  for personal use o f  the organisation's employees are 
unallowable regardless of whether the cost is reported as taxable income to the 
employees. 

Co~ldition: 

During the revie\v of the expenditure accounts the following was noted 

8 In ccrtain isolated instances there were unreasonable or prohibited expenses, e.g. 
purchase of alcohol; business class travel and actual expenses being greater than the per 
diem rate. 

rn For one o f  the Board meetings held at the Westcliff hotel, Johannesburg, the bill for 
accommodation included 33 "Ko Show" charges totalling $5,445 for bookings not taken 
upl which is considered wasteful. The bill also included a charge ($206) for the Personal 
Assistant's accommodalion, which is considered unnecessary and unreasonable as she 
lived in the Jol~annesburg area and did not nccd the accommodation. 

Ignorance or uilful non-compliance to O3IB Circular A-122 paragraph 3 



@ct 

rn I'nroasonable i ezcessi\e travel expenditure borne hy SAEDF. 

rn SAEDF nlatxqynent must ensure that OMB Circular A-I22 relating to 
unreasonahle!euccssive expenditure is strictly adhered to. 

rn The Conl~acting Officer should determine the allowability of $19,933 in melig~ble 
questioned ~ o s t s  and recoxer from SAEDT any amounts determined to be onallouable 

,Ifunilgemenl Conltnents 

f h e  Chief E\ecutwe Officer u a s  of the opinion that he needed his Personal Assistant to 
accompany him to plan the board meiiting, arrange board meak, tdhe minutes etc It wa\ h ~ s  
vieu that it \la? not unusual for a Chief Executive Officer to take an assistant on trips. 

At the timc the Cl~ref Evecut~vc Officer's Personal Assistant booked board travel. It was her 
i.pi;:im that all senior managers should not travel on the same flight, due to the hey man risk. 
Ilowc\er, it was mcorrect for SAEDI; to pay for the expenses while in London 

Mocies uere  clasvlied as personal expenditure and uere therefore deducted from the M&IE 
aiiowanie paid to the employee. If the evpend~ture in question was not deducted from the 
M&IE per diem then it was an error. USAID approved that SALDF 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 Westcl~ff llotel is incorrect In fact only 2 
rooms were available of  which I was takcn by the Chtef Evccutive Officer's Personal 
Assistant. This was agreed upon, as sbc was unhappy about travelling home alone at night. 

'Ihe aud~tor 's  cause 1s incorrect 

K P X G  conintcnt 

The 33 no-show rooms for the Westchff relates to charges for room nights that were ]not used 
by SAEDF. This information \\as obtained from an ~nvoice receibed from the Westcliff and 
confirmed with the ' l t ics t~l~ff  that charge< u e r e  for unused room nights SAEDF's comment 
contradicts %ith their previous comment ttnder 2 2 Appendix 2 (Design of  poltcies -Travel), 
where SACDF management state no-?how were unfortunate and that organising board 
meetings have a l w a ~ s  been d~fficult 

In\pccted the additional documentation provided by SAFDF for the expenses incurred The 
quest~on L U S ~ S  habe been reduced to $19,933 from $1 10, 334. 



1.12 Cnallol?able expenditure 
Crrtcria 

B Paragraph 2 of Attachment B of Oh4B C~r tu la r  A-122 proliibit~ the use o f  program 
incornc to pulchace a l~ohol ic  bevcrages. 

!'s;agraph I I (meals and cntertainmcnt) thc SAEDF policies and procedures manual 
sratcs the following: 

The cost of amusement, diversion_ social activities, ceremonials and costs relating 
thereto, such as meals, lodging, rentals, transportation and gratuities are unallowable. 
In all cases, the costs of alcoliolic beverages are unallowable. 

Condition: 

Durrng the revlew d t h e  npenditure acccwnts the fo l lou~ng  was nc~ted regarding the use of 
program income 

F ~ ~ r c i i a \ e  o f  alcoholic bevcrages to the \ d u e  of $1,753 

Disregard for req~rirements o f  SAEDF's policics and procedures manual 

Ejfect: 

Non-compliance tvith OMB Circular A-172, paragraph 1 1 o f  SAEDF policies and 
procedures manual, Modification No 4 and paragraph 12 o f  the Grant Agreement. 
resulting in questio~ied costs to the value of $1,753 being raised. 

SAEDF management must ensure that it's policies and procedures relating to paragraph 
i i ale strictly complied with. 

The Contracting Officer should determine the allowability of $1,753 in ineligible 
questioned costs and recover from SAEDI: any amounts determined to be unallowable. 

~llirnagenienl Commenrs: 

CSAID approved t11at SAEDF could incur expenditure on alcohol for husincss-rclated 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 s o  that it can be 
deducted from non-grant income. Management will perform the reconciliation and prepare a 
journal entry correcting the error. 
Management agrees uith recommendation 2. 



Docuinentatwn \\as provided by SAEDF for the alcoholic he\crages. But thc question cost 
r e m a n s  at $1,753 as there is still non-complianie \ \ i t l~  0h1H Circular A-122 and the Grant 
Agreement. 



1.13 lnadcquate docunlentation and audit trail 

Crileria: 

u According to Enclosure 3, paragraph ?B, of the Grant Agreement, the Grantee shall 
preserve and make available such recurds for examination and audit by USAID and the 
Controller General of the t:nited States, or their duly authoriscd representatives, until the 
Grantee is liquidated and its asscts distributed and such longer period, if any, as is 
reasonably required to complete an audit and to resolve iill questions concerning the 
expenditure of the US Government funds and the Gmntee's comptiance with the terms of 
:hc agreement. 

Accordmg to OMB Circular A-1 10, Subpart C, 21 (b) ( 7 ) ,  a Recip~ents financ~al 
man;~gcment +iin shall prov~de for accounting records including cost accounting 
records that are supponed by source documentation. 

D Paragraph 25 (Prerenation of Records) of the SAFIIF pol~cies and procedures tn,lnual 
de ta~ls  the following regarding the preservation of records. 

- SAEDF shall pleserve and make a~a i l ab le  such records for examination and audit by 
LSAID and the Compuoller General of ihe Un~ted States, or their duly authorised 
representatives. until SAEDF is liqu~datcd and its asset? d ~ ~ t r i b u t e d  and such longer 
period, if  any, as is reasonable required to complete an audtt and to resolve all questtons 
conce~ning the expend~ture of the U.S Governtncnt funds and the SAEDF's compliance 
~ i t h  the terms ofthis agreement. 

Cor~drlron: 

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

- Dlffi~ulty was evperienced in tracing the majority of transactions that went tlirough the 
accounts p q a b l e  module to the supporting documentation. 

w inddequatehck of supporting documentation: 

- Inadequate sitpporting documentation t o  support the general ledger (Accounts Pay'lble) 
entr~es. as d l  the ~ c q u ~ r e d  documeutation could not be located 

. Inadequdte supporting docurnentdt~on u a s  found for approximately 80% of the 
transactions that rildted to support journal entries 

. In approximately 60% of transactions examined, no  supporting documentatmn, in the 
" . _. 
i u r l l r  of in\mics and till slips, \\ere filed for credtt card transactions. The only 
supporting documentation was the credtt card ctatement. 

. Some expenses mere misallocated to thc incorrect General Ledger expense accounts. 



. In iome instances bank stamped pmd cheques were not attached to the supporting 
documentation. 

- The cxplanation on the pctty ia5h reconc~l~ation's. were not always adequate to 
determine the evact nature of the expense. The receipts u e r e  also not attached to the 
petty cash reconciliation and the \d l~di ty  of thc petty cash expenses could therefore not 
aI.&ays he ter~f ied .  

B h'on-compliance with Paragraph 25 (Prescrvation of record.) of the SALDF polic~es and 
procedures manual. 

Cuuse. 

Poor rnanagemcnt supervision has allowed this deficiency to remain undetected 

Infoimntion may have been incokrectly capturcd from the supporting documentation to 
thc General Ledger due to human error 

B Supporting documentation %as relocated from archibing (Xletro file) to the SAEDF 
ofices, this could h a w  resulted in the supporting documentation not been propcrl) filed 
or maintained. 

Efect.  

It was not possible to vcrify the validity of transdctions selected for audit purposes, due 
t o  missing information and msuflicient audit t ra~ls  

7 h e  lack of an adequate audit trial rcsults in documentation bemg incomplete. 

D The  cffect of the above on questtoned costs is as follows: 

Compensation and benefits 

, . . . . . 

* Total question cmts previously reponed i r a  $781,698. 

' Tutal question costs previously reponed was $84581. 

"ma1 qa~ l t l on  costs prewou4) icponed was $138,830 

' T a t ~ l  q u e c t m  costs picr~ously rrponed mas $273.821 



SXLDF must maintain records in tcrms of t h e ~ r  policies and procedures 

The  Cnntracting Officer should dctertntne the allouability of  $930,384 in unsupportcd 
questioned cost? and recmer from SAJ3IF any amount5 determined to be unalloi\.able 

Munage~nent  Conmenls 

It is unclear \%Ildt misallocations the auditor is talkmg about. 

Condttion 1.a is incorrect, All rcference numbers relate to a specific document. If the 
reference is a T B "  it indicates that the item is a cashbook cntry - usually a cheque or hank 
transfer reference number, If the rcference 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 Ekpress, where invoice numbers could not be used, as SAEUF never received all 
backing invoices attaclicd to the monlhly statement. SAEDF had to allocate the payment 
directly from the Amex statement. Similarly "AR" related to acco~rnts receivable and was a 
SAEIIF generated invoice (usually to an investee for a deht payment). the auditors did not 
rcalise that there are a few SAEDF cashbookshank 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. I t  
appcars that tlie auditors searched the "10" cashbook files, d ~ i c h  was the Nedbank cheque 
account in South Africa. On a number o f  occasions the auditors stated that documents were 
untraceable, O n  investigation SAEDF discovered that the reference that the auditors stated 
was a cheque number was in fact an invoice number. A simple trace o f  the invoice, via the 
Accpac acco~mts payable module, led to tht' original invoice and Personal payment. The 
auditors also mistook bank transfer rcfcrcnce numbers Tor payment references, and thcrefore 
could not trace the amount to source documents. 

Condition I .d is incorrect. Partly due to the problenis mentioned above and partly due to 
SAEDF Finance and Accoi~nting staff not being able to trace tlie references themselves. 
IIo\\;cver with an understanding of the use of references (as above) and with sufficient 
knowledge of Accpac the transactions cm easily be traced. SAEDF has all Accpac general 
ledger databases oti tlie 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 nf wpporting documentation (condition 2): 

Condition ?.a is incnrrect. All of the Accpac rub-modules post into the general ledger, and 
then the general ledger retrieves the information. In nther words all the supporting 
documentation for accounts payable \\ill be  attached t o  the payment. The only entries that 
are manually captured into the general ledger are journal entries. Journals are filed in 
separate files, with accompanying d~cunietitation. Wllen batches are retrieved in all n~odules 
they :nust first be printed before they can be posted. In this way there is always a printed 
copy orevery transaction postcd to the general ledger. O n  review it appears that some of the 

. ~. Accpac printouts have been misfilcd and nther missing altogether. Even though these batches 
cannot be reprinted the information can still be viewed in the Accpac database. 



The auditors did not understand tlie process of correcting journal cntrics. Essentially this was 
allocating an entry from one account into another. No documentation was attached to the 
journai as  it would be attached to the original payment, and it would he pointless to copy 
every document. The paymcnt and invoice are traceable through the reference number given 
on the journal entry (via the cashbook or  accounts payable). Similarly, the auditors did not 
undcrs~and the \wrhings of the suspense account. Expenses that cannot immediately be  
allocated to a particular account are allocated to the suspense account. Once thc true nature 
of  the expense is known the amount is reversed out of the suspense account into the correct 
expense account. Ceitain opcrational expenses arc payable in advance. When paid the 
payment is allocated, via the Accpac system, to the prepayments account in the balance 
sheet. Jm~rnals  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 
dncumeniationlpayment. 

The auditors had difficul? reconciling the anloutits 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 hill 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 meant that SAEDF would contra the advance against the credit shown on 
the elaim form, thereby eliminating the treed for journals to correct minor exchange 
differences. The missing credit card documentation was a result of misliled credit card 
statements and doc~tmentation by the recent Finance and Accounting staff Files wel-e 
reconstructed without fittty understanding the existing filing systcm resulting in docnn~ents 
being misplaced or  misfiled. 

Managcmcnt 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 disngreeing with the FM on a particular 
allocation. 

?.?a::n:emcnt 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 compteted each month, 
and filed in the front of the cl~eque requisition file, indicating whether or  not the cheque had 
been reiurned. 

The auditors did not understand the petty cash process. All receipts!\~ouchers/invoices were 
atiachcd to the voucher in n separate "petty cash" file. Only the reconciliation was attached 
to the cheque requisition, On rcimhursing the petty cash the cash on hand was counted by the 
rinancial hlanager and tlie petty cash officer. On receipt the same 2 peoplc counted the cash. 
A receipt was signed and 1cft in the receipt book. 

The auditor's causes are incorrect. 



,211 Finance and Accounting files were retrieved rrom h4etrofile. S A E D F  will review all files 
at Metrofile and compile a checklist to account for future file movements. 

Managern~nt  'igrees tlidt it niust m&tain its records in terms of thew policies and 
procedures. 

S A E D F  has managed to trace virtually all of' the amounts that comprise the charge by 
understanding thc processes mentioned above. The amounts are therefore allowable. 

S A E D F  provided us with additional supporting documentation for the question costs 
originally reported. As a result of the additional supporting documentation provided, the total 
qucrtion costs have been reduced to $930,384. 

Ifowever, certain documentation provided by S A E D F  did not reduce the question costs, due 
to the documentation being inadequate. Examples include: 

r Authorised rnernaralldum ~ r o \ i d e d  hut no invoice or travel author~sation form could be 
located; 

r Invoices not authorised for payment; 
r raved or copy invo~ces probided - no originals could he located; 
r Diners club statement - no other documentation for the expense item could he located, 
r Yo supporting documentation for journal entrim; 
r Prowding application forms and course agendas for staff training but no in\otces were 

nttnched to the documentat~on: 
r Original supporting documentation was not provided. Only faxed or copy invoiccs nere  

located. 
KO invoices \%ere attached to the credit card statements; 

rn h:o invoices were attached to hank transfer documentation; and/or 
m No invoices. itinerary or trwel forms attnched to cheque requisitions. 



E m p I q  ee Termination Costs 

cr,i8r,'A 

r According to paragraph 2.6 of the HR Policy Manual, no  employee's service may be 
terminatcd, other than in the case of voluntary resignation or contract expiry without 
prim consultation with the CEO. If retrcncllment does occur the following must apply: 

a. All possible cost-savings n~easulrs  to avoid retrenchment mill he considered. 

b Redundant cmplojees shall he informed oftheir position as soon as possible 

c. Retretiched employees \bill be p a d  out according to salary and length of 
service. 

Also, full and p~oper  consultations should he held prior to the decis~on to retrench being 
taken. 

Condiriun 

rn For the )ears 1998 - 1003, there was no evidence that full and proper consultat~ons Mere 
held prlor to the d e i ~ i i o n  to terminate the employees. 

r t o r  the jears 1998 - 2002, there was no cbidence of what terminat~on costs were paid to 
emp1o)ees that were terminated, as there was no separdte account for terminat~on costs 
Vanagement could thus not inform us of the amount of terminat~on packages that were 
paid to employees, as no ~nforniatioc regard~ng d~slnissals and termrnat~on packages 
Merc ava~lable Amounts were also spent on legal fees. 

rn T;r the 2003-year we  idcntlfied $147,554 paid as  a lump sum for four employees that 
were asked to resign. N'e could not ohtatn any elidcnce o f  Board approval for amounts 
paid. An effectwe performance management shstem would not require the payment of 
these lump sunts We could find no supportmg evidence for $4,058 in travel related to 
res~ructuring 

r Arhitrar) decisions made by various CEO's to terminate emplo)ees 

r Lack o r  understanding ofthc FIR Policy Manual 

r Lack of proper controls o \ c r  termination of emplo?ces 



B :.abour rclation issues including cilurt cases could arise due to unfair dismissal of' 
employees (many in fact, did). 

Termination cort5 may be inaccurate and m a l i d  and regdrded a5 quc.itioned costs 
(amount unknown). 

The  Contrxting Officer .ihould determine the allowabd~t> of %151,61? In quest~oned 
costs ($147,554 ~ncl ig~ble  and $4,058 unsupported) and recoLer from SAEIIF any 
drrtoonts determined to be unallowable 

Managment  agrees ~ ~ t h  condition 1 .  lIistorically statf terminations have been on the 
instruction o f  the Chicf Executivc Officer, u i t t~ont  adequate consultation wlth the SA1:DF 
finance and Accourtting and legal departments. The primary cause was the lack of 
understanding of the South Afr~can labour law and therefore a lack o f  understandrng of the 
s t q s  ~ ~ e c e s a r y  to affect the terminations. Historically the F~nance and Accountmg 
department werc informed of the termmation decwons after-the-fact and were ~nformed of  
the month's salary to pay on tcrmtnation 

Condition 2 is incorrect. All terminations prior to 2003 had detailed workings of the 
termination amounts and were kept in the payroll files as  welt as in the Financial Manager's 
database. The costs were allocated to the salaries expense account as the amounts were paid 
\,ia the payroll system, after deduction of taxes. 

The SAEDF hoard appo~nted a temporary Chlef Executive Officer to administer the Eund. 
The Interim Chief Executive Officer mas gi\.en the authority to determine the stafling 
requirements of the Fund f fe therefore decided that the SACDF investment department 
ncedcd restructuring and therefore effected the terminations. . 

Management agrees with the auditor's causes. 

Management agrees nith the recommmdation. 

KPAfG ~ o n ~ n t e n r  

SAEDF d ~ d  not probide us with any additional supporting documentation. The queqtion costs 
babe therefore not been reduced The question costs of $151,612 still remains. 



1.15 Annual Financial Statements 

According to Enclosure 3 sectlon F paraglap11 9a of the Grant Agreement detatls the 
fo l lo \~ing regadlng i ~ s u e  of the Annudl financial statements. 

- Audited Annual rlndnital Statcmerlt\ or SAEDF must be i w e d  by January 31 of the 

002 has not yet been issued due to thc current 
developments and is still in a final draft form, 

The Annual Findn~ial Report for 2003 has not yet been prepared and there is no  \isthle 
presence of eutcrndl auditors performing the external revlew for this period end, and 

From a revieu ofthe Annual Flnanc~al Statementq, the following was noted: 

C a u e .  

r Poor management or neglect to comply wlth the Grant Agreement. 

Efect .  

A l ~ r ~ u s l  -. -- Financi*orts ...... / Date Issued 
AnnualReport - 2003 i Audit not commenced 
. .  ............. 

Aiinual ......... Repon 2% Not issued 
11 Febmnry 2002 

8 March 2001 
27 March 2000 -. - -. - - -. - ..................... ..... ............ -.... ...... 

Annual Report 1998 14 December 1998 . . .  

Management, LSAID and other users of information are denred timely access to 
management infonnation needed for their o~cr s igh t  and ~ t e v a d s h i p  responsibilities. 

Issued before danuary 31 
N o  . 

....... N o  .... 
No -- 
No 
No  

Yes .... 

SAEDF management must ensure that the Annual Financial Report is issued by January 
3 1 each )ear as required by Anneuure B wdion  F paragraph 9a of the Grant Agreement 

....... 19 J a n u a  1998 Yes ....... 

Management agrees m ~ t h  conditlon 1 and 2. The 2002 and 2003 annual external audtts \{ere 
s ~ ~ y ~ r d  as a result of the US Regional Inipcctor Gcncral disqualifiing SAEDF's external 
aud~tor  from the list of CSAtD-appro~ed auditors. 



SACDF ~nanagement alweys finished the annual financials before the due date. For most 
vears the delals  in finalizing the annual financial statements were due to the follo\ving: 

-Disagreement on d ~ c  investment valuations, 

-Finalisatrnn of the audit report to management, 

Approval from lhc US branch of the external auditor \\'it11 respect to compliance with 
US GAAP. 

ManefcmenI agree\ and \bill dncn~pt to finalise the AFS prlor to January 31, but as the 
process has hecn dclaqed by the aud~tors IUSIG a u d ~ t  it will lake a \~ l l i le  to complete 

1 evitlcnce prov~ded, finding remains 



1.16 Performance Management 

Criteuia: 

According to Section R, point 3.3 of the. approved SAEDF IIR Policy Manual, 
performance appraisals sliould be done hvice 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 pcrfmilance is below SAEDF Standards. 

r W e  impected the performance appraisals in the employee liles. For some emploqces, 
performance dppra~sals mere not htiny performed twice a l e a r  as can be seen below: 

N ~ m b e r  of employees on 
the payroll during the 
year 

Number of employees 
that did not have 
performance appraisals 

Percentage of employees 
that did not have 
performance appraisals 

r For the performancc appraisals that u e r e  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 u e r e  not detailed enough: there were no clear 
objectives, responsibilit~es or  areas for improvement. No ind~vidual ratings 
mcrc also g i len  to the emploqees forthe different c:~legories to obtain the final 
rating. 

c .  There \ \as no set fonnat for the performance appraisals. The appraisals that 
were completed were in different formats. 

r Poor performance management and lack o f  proper procedures and guidelines for the 
preparation and completion of perfonnancc appraisals. 



rn T~.. ~ I X  absence of a documented performance appraisal s!.stem makes it difficult for 
management to justify salary increases. 

8 Staff inorale may suffer if only a few employees obtain salary increases, and the 
p~ocedure  1s not consistent and transparent. 

r inability to re\icw the staff on a regular basis ma) impact on the organisation's 
performance 

rn Questions ~ o s t s  ne re  raised under timekeeping 

rn SAEDF must comply with its performance management policies 

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 SACDF 
staff requested to provide these appraisals. SAEUF staff were appraised on performance for 
the past 6 months. 

TI... , ,,, ,p,,Y.a+. - ..-,,:o~- ..,-.. .vL.u!d 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 thcse 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 ir was therefore unnecessary to repeat them in the appraisal form. 
Individual ratings were given but the percentages and numbers differed hetween 
departments. 

Manage~ncnt agrees u i th  condition 1 .c. The updated 11R policy, currently hcing completed, 
uil l  rectifi these issues. 

Managenlent 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, de l i~rrables  etc were all detailed in the appraisal form. The updated HR policy, 
currently being complcted, will rectify these issues. 

U h f G  comment 

SAEDF did not provide us with any additional information, the original finding thus 
remains. 



1.17 Authorisation of expenditure 

Paragraph 6 (accounts pa>able) of the SAI.DI- policies arid procedures manual states the 
followmg' 

- In\oices must be reviewed by a perion independent of thc pcrson who requisitioned 
the purchase. 

- Tor expenses to he paid a ihcque requis~tion must be completed and the approved 
purchase order and original m o i c e  must he attached to the cheque requisition. 

- Once an invoice has been paid the package of documents containing the cheque 
requisition, purchase order and original inboice should be stamped "paid" to avoid 
duplicate payment. 

8 Pdragraph 10 (travel expenses) o f  the SACDF policies and procedures manual states the 
following: 

- All Amer~can Express / Nedhank I Dincrs Club credit card holders are rcquired to 
allocate the ws t s  reflected in the statement to spec~f ic  business related activit~es 
Once the costs have been allocated the statcrncnts must be authorised by either the 
CEO or the CFO. 

Accordmg to sound busincss practice? and VAT legislation expenses should on14 be p a d  
on origmal documentation, i.e. invoices. 

Condition 

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

8 Invoices were not reviewed by a person independent of the person requisitionmg the 
purcl~nse It \has not clear b h o  had requisitioned the purchase, a s  there bere  no purchase 
orders. 

m For approximately 90% of documentation examined, including the expense c l a~ms  
forms, thc original inboice, the supporting documentation and the cheque requ~sition was 
not stamped "paid" to prevent 11 being resubmitted for payment. 

+ Tiicre were instances \\here expenses were paid on copies of invoices. 

There was no evidence that credit card statements were authorised in any of the 
transactions examined. Credit card balances were paid directly through debit order. 

rn Of the transactions examined 75% of the credit card statements reviewed did not contain 
an allocation of expenses t o  spec~fic business related activities. 



Cause: 

Poor managcmcnt r u t e w ,  or u ~ l f u l  non-compliance to the SACDF policles and 
procedures. 

a Thls impacted on segregation of duties and may h a l e  resulted in goods and senices  
being used for non-Fund purposes. 

a As the package of documents is not stamped "paid", this may have resultcd in duplicate 
payments b e ~ n g  made. 

a Pabtnent of expellses on copies of invotces ma! have resulted in duplicate payments and 
Invalidate VAT claims. 

rn As credit card statements were not autfioriscd, payments may have been made for invalid 
expenses. 

As  credit card espenses were not allocated to specific business related activities, specific 
expense accounts could be misstated resulting in an inaccurate analysis of SAEDF's 
expenditure. 

!kommendutions. 

SAEDF managenletit must ensure that it's policies and proccdurcs relating to the 
authorisation and payment of all expense? are strictly complied with 

Munrrgetnent Comments 

The reason for an independent person reviewing the invoice was to prevent the p o s ~ ~ b ~ l i t y  of 
fraud. llowever, with the introductton of the Proiurcment Manual t h ~ s  risk was eliminated as  
the orlginator approved the purchaqe requisition, the Chief Financial OfficeriFinancial 
Manager approved the purchase order and then the originator approved the invoice. It was 
SAEDF's view that as the originator \\as responsible for his own budget he should also be 
requtred to approve the invoice. By approling the invoice the originator checked the 
g o ~ ~ d s l s e r v ~ c e  and his approval was acceptance that the goodsiservice was acceptable. 

Accpac accounts payable module has a feature that prohibits the capturtng of an invoice 
more than once. In addition, SAEDF policy was to only pay original invoices. In the event 
that an original invoice could not be found and SAEDFs accounts payable reconciliation 
confirmed that the inloice \+as outstanding then the paqment was made. It is understandable 
that copy documentation was attached to expense claims as  all originals were attached to the 
credit card statements (where palment mas made by SAEDF credit card). Agam, this is an 
example of the auditors mlsundcrstanding of the processes in+olved. For travel 
rcimburscments SAEDF used a spreadsheet that monitored the expenses for each business 
trip as  well as the mmbursements. In later years it does, however, appear that this 
spreadsheet mas not utilised and the possib~lity for reimbursing an employee more than once 
could occur. In future SACDF will stamp the documentation "paid" to avoid duplication. 



Credit card pol~cy was that docume~ltation \\as attached to the original credit card statements 
(Finance and Accounting allocated thc copy statement for capture Into Accpac). The original 
itatement Mas then q n e d  by the cardholder and reviewed by the department head. The 
missing credit card documentation was a recult of misfilcd credit card statements and 
documentation by the recent Finance and Accountmg staff. Files were reconstructed without 
fully understanding the existmg f i l~ng sbstem. resulting in documents being misplaced or 
rnisfiied 

The auditor's cause is incarrcct. Ilowewx management docs agrcc that the procedure needs 
to he rcviewed and updated. 

ManagemcnC agrees with the recommendation. In addition management feel that the 
procurement process controls nccd to be enforced and updated 

KPMG comment 

SjZCDF policy ma~?ual has not been changcd to indicate that invoices do n o  need to be 
approwd by an independent person and thus this condition 1s dill applicable. We could also 
11ot find evidence in most cases that purchase orders were completed for specific expenses. 



1.18 Bank Reconciliation's: Prior to 1997 

Crzre+: 

Accordmg to section 5.3 of the SAEDF's Accounting manual, reconciliations between the 
cashbook and the bank accounts should be performed period~cally but not less then once a 
nlorltlr. The reconc~liation's mill be vubject to regular revicw by the CFO and periodical 
revicw by the CEO. 

Condrhon: 

a. No general ledgers or cashbooks were found for periods prior to 1997 

b. The hoves uith bank reconciliations for this neriod. were scrutinised and the 
following was identified: 

B Not all the bank reconciliation's for the period prior to 1997 were available 

Uone of the bank reconciliations perfonned during this period were reviewed by either 
the CFO, CEO or Financial Manager, i.e. the reconciliations were not signed as evldence 
of review 

The Nedhank 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 prior 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. 

a. Non-compliance with SAEDF's accounting manual and the accuracy and validity of 
information for period 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. 



Recommendalion: 

SAEDF management must ensure that it's policies and procedures relating to the bank 
reconciliations are strictly complied with. 

hhagement  Comment. 

The SAEDF accounting s)stem was maintained by an accounting firm prior to Oct 1, 1997. 
A Chief Financial Otficcr was appointed ncar the end of this period, but left SAEDF. In 
January 1998 a new Chief Financidl Officer was appointed and then in March 1998 the 
Fmancial Manager and Accountant mere appointed. Reconciliations and records comprised 1 
cardboard box and were hopelessly inadequate From March 1998 the full time department 
had to reconstruct the department, repolts, 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 rccons could not be located. Tf located they would not have been 
approved by d Financial Manager or Accountant as none of these posit~ons exlsted. 

Management agrecs uith 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 1s difficult to determine if bank recons were 
~ o m ~ i e ~ r d .  Management will strive to contmuously improve controls in this area. 

&P.VG Comment 

Wo addltronal eb~dence was provided, finding remains. 



1.19 Bank Reconciliation's: 1998 - 2003 

According to sectlon 5.3 of SACDF's Accounting manual, reconciliations between the 
ca41book and the hank accounts should be performed pcriod~cally hut not less then once a 
mui~ili. The reconc~hation's s i l l  be subject to regular rcxiew by the CFO and periodical 
review by the CEO. 

Conhtzon. 

For the years, 1998 - 2003, no authorised bank reconciliations were a\ailable for some 
month's bank accounts, as follows: 

For the years 1998, 1999, 2000 and 2003, certain bank reconciliations were not re,icwed 
by the Financial Manager or CFO 

The reconciliation's were also not pcriodicelly reviewed by the CEO. 

Cause. 

Bank reconciliation's for certain periods either have not been done or may have been 
misplaced. 

Poor management overs~ght IS the cause of a lack of rev~ew of bank reconc~liatlon's. 

Effect: 

rn Non-compl~ancc with SAEDF's accounting manual and the accuracy and validity of 
missing reconciliations cannot be verified. 

SAEDF management must ensure that it's policies and procedures relating to the bank 
reconciliations are strictly complied with. 

Management comment: 

Bank recoilciliations were performed monthly. The reconciliations were performed by the 
Accountant and reviewed by the Financial Manager. Periodically the Chief Financial Officer 
used to randomly sampleircview 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 re~iewed the checklist every month, and copies of the signed 
checklists were atlachcd 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 
SAEDF board (Treasurer's Report only). A review of the SAEDF hank reconciliatio~s 
s h w c d  thar the above procedures were adhered to for a vast majority of the period in 
question. 



The bank reconciliations were never reviewed by the Chief Executke Officer. However the 
Chief Financial Officer reviewed the reconciliations on a periodic basis. 

Management agrees with the auditor's causes 

Management agrces mith the recommendations and w ~ l l  strive to continuously improve 
controls in this area. Management, however, do not fcel that it is necessary for the Chief 
Executi\e Officer and Chief Financial Officer to re\iew bank reconc~l~ations. Once the Chief 
Financial Officer is appointed he will periodically review the bank reconciliations perfonned 
hy the Accountant (and primarily re\ iewed by the Financial Manager). 

KPMG Commenl 

No addit~onal cvidence was provided, finding remains 



1.20 Unreasonable costs 
Crileriu: 

rn According to OMB 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. consideration shall be given to: 

- Whether the cost is of a type generally rccogni~ed 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 length bargaming, Federal and State laws and regulations, 
and terms and conditions of the award. 

- Whether the individuals concerned acted u ~ t h  prudence in the circumstances, 
cons~dering their responsibilities to the organization, its mcmbers. employees, and 
clicnts, the p u b l i ~  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 expcnditure accounts the following was noted 

Tc!cpJone c o ~ t s  chimed b ~ j  etnployees: 

There were instances were telephone costs claimed during business appeared excessive. 

For example: 

An employcc clain~ed $1,372 telephone costs at The Mayflower IIotel 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. 

An emplo)ee claimed telephone costs of $2,173 while travelling, there was no 
indication on the invoice that this cost was business related. 

AT &T telephone costs of $3,989 \\ere incurred and the only supporting 
documcntation relation to this expense was the credit card statement. 
Management could not present an incoice relating to this expense. 

Security costs. 

rn During the 2003 )ear, a totat of $2.069 mas paid Sor the installation of security gates at 
the residence of in~estment officers (both SA residents) 

Cuuse: 

Sfinimal efforts were made by management and ofliccrs of the Fund to reduce telephone 
costs. 



Effect: 

The  free spending leads to wactage of USAID funds. 

The lack of  control over telephone expenditure leads to the possibility of personal 
expenditure paid from USAID funds. 

The  effect of the above on questioned costs is as follows. 

I Adinin and other / 

Totai $2,173 

The Contracting Officer should determine the allonability of $22,628 in questioned costs 
(525.455 ineligible and $2,173 unsupported) and recover from SAEDF any amounts 
determined to be unallowable. 

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 

*LA .;, ,,,, credit card statements, via the expense claim and finnlly 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 t o  South Africa it is understandable that the costs are high. Zlowever 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 Ofticer. 

The SAEIIF board appro\ed the installation of security systems for ccrtain SAEDF 
crnployces (see hfarch 2000 board minutes). 

The auditor's cause is incorrect. Management does not agree that the costs are excessite, but 
agrees that costs should be monitored to prevent abuse. 

Total question costs previousl> repoerd was 59,848 



Management agrees with the recommendation. 

SALDF pro \~ded  additional supporting documentation uhich reduced the total question 
costs t o  $22,628 N o  evidcnce was provided that telephone costs incurred at hotels were 
nion~tored and inve5tigated. 



1.21 Advertising and Promotions 
Cr:!c-ic 

m According to OMB Circular A-122, Attachment B, paragraph lc, the only allowable 
advertising costs are those whtch are solely for: 

- The recruitment of personnel required for the performance by the organisatlon 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 surplus materials acquired in the performance of a 
sponsored award. 

Condition: 

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

Advertising and Promotion Costs: 

rn 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 Circular A-122. 

Cause: 

!gnorance or wilful non-compliance to OMB Circularh-122 

Effect. 

?..- luvtl-~umpliance .- with O m  Circular A-122 leading to question costs of $2,500. 

I The Contracting Officer should determine the allouability of $2,500 in ineligible 
questioned costs and recover fiom SAEDF any amounts determined to be unallowable. 

Total question costs previously reported was $4,830 



Management Comments: 

TEAID 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 SAbDF'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 aIlowable for the reasons mentioned above. 

KPMG comment 

S.&EnE: provided us with additional mformation which reduced question costs to $2,500. 



According to Enclosure 3 section F paragraph 1 (Reporting) of Grant Agreement. 

- SAEDF must submit an SF-272 "Federal Cash Transactions Report" w~thin 15 
working days following the end of each month. For the purposes of preparing 
SF-272, SAEDF should report the use of Federal Grant Funds only and be net of any 
income reflows. 

Conditron 

For the period under review, the following period's SF-272s were not available: 

April 2003 to September 2003; 

a August 2002 to September 2002. 

For the period under review, not one of the SF-272s were ever completed and submitted 
within the 15 day limit. 

Effect 

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

Cause: 

Poor management or  ignorance 

Recommendations: 

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 Comment: 

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 t o  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. 



The auditor's cause is incorrect. Management feel that the presentation of finallcorrect 
figures t o  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 financiais are completed 
earlier and therefore the SF272 and SF269 returns submitted on time. 

Management agrees SAEDF will comply w ~ t h  the deadline once the current auditis are 
complete and the HR issues m the department have been resolved. Previously, the deadlines 
were missed as SAEDF wanted to present finallcorrect figures, instead of closing off the 
month and having to pass corrections in the following month. 

KPMG comment 

SAEDF provided us with additional ev~dence and the finding was adjusted accordingly. 



1.23 Appointment of recruitment agencies 
Criteria: 

a. According to OMR Circular A-122, Attachment B, Paragraph 44: 

Costs of "help wanted" advertising and operating costs of an employment office 
necessary to secure and maintain an adequate staff are allowable to the extent that 
such costs are incurred pursuant to a weU managed recruitment program. 

Where organizations uses employment agencies, costs that are not in excess of 
standard commercial rates for such services are allowable. 

b. Paragraph 6 (accounts payable) of the SAEDF policies and procedures manual details 
the following with respect to the obtaining of quotations, 

Orders less than $3,000 require one quotation. 

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 to 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 CEO. There was no contract in 
place between SAEDF and EAC, which stated that SAEDF was responsible for this 
fee. It also appears that one of the agencies (EAC) did not perform qualifications 
verifications on the candidates that they submitted to SAEDF (see comment in 
Appendix 2 regarding financial manager's appointment under Appointment of 
employe& for further details). 

The commission rate charged by the employment agencies is not agreed by SAEDF 
prior to appointmg the employees and the percentage commission charged in certain 
years (2002) was higher then some of the rates charged in other years. For example, 
during 1000, a few recruitment agencies were used and the commission paid to the 
recru~tment agencies varied between 16 - 19%, which is reasonable. 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%. 

b. There is also no evidence that a tender process was followed in the appointment of 
recruitment agencies. 



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. ?'he lack of a welt-managed recruitment program, specifically during 2002 has resulted 
in questioned costs of $84,143 (this includes the amount of $3 1,496 mentioned above) 
and may have impacted on SAEDF's abtlity to recruit the best candidate for the ~ o b .  
Selected recruitment companies may charge excessive commission rates as compared 
with other recruitment companies. 

b. Non-compliance with SAEDF's policies and procedures relating to the obtaining of 

The effect of the abo 

Recommendations. 

SAEDF should comply with existing criteria with regard to the appointment of recruiting 
agencies. 

The Contractmg Officer should determine the allowability of $84,143 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management Comment: 

Mmagxnent agrees with condit~on 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 

b. The decision to appoint one recruitment agency was 
eer and Chief Executive Officer. Thev decided that the - 

reiruitment n e d  of SAEDF asuld bc scncd hest hy using nnc company. This \\auld build 3 

relationship \r ith SAEDT: and rhercby reduce the time for recruiting neu cmplo)ees. 



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 autborlty 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 compliance with OMB Circular A-133. 

Management agrees with the recommendations. 

KPMG comment: 

SAEDF did not prov~de us with any additional information. The origlnal finding remains 



1.24 Training 
Criteria: 

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 specifically designed to enhance the effectiveness of 
executives or managers or to prepare employees for such positions are 
allowable. 

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. 

+ kwording 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 
wss 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 ofthe 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 SAEDF's 
employ following such expensive training. They have in fact since left. 



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 
uncertainty of SAEDF's future 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 trainmg 
courses at present is questioned. 

Cause, 

r There is no formal HR policy on staff training. 

Effect: 

r The cost of training courses attended by employees may have been excessive and may 
not necessarily have benefited SAEDF. 

m The effect of the above on questioned costs is as follows: 

Recommendations: 
r The Contracting Officer should determine the allowability of $77,200 in ineligible 

questioned costs and recover from SAEDF any amounts determined to be unallnwable. 

Employee Compensation and benefits 

Totals 

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 
rtain rhem 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 quahty, 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 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 tho 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. 

$23,502 

$77,200 

$23,502 

$77,200 

0 

0 



Restructuring has no relevance on the training process. In 2003 SAEDF was instructed to 
"cany on business as usual" during the Chief Executive Officer lawsuit and subsequent 
USAID audit. Had SAEDF cancelled trainmg courses that staff were entitled to would have 
resulted in further staff morale 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. It must also be mentioned that the US course frequently attended is the US 
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 workperformed: 

SAEDF did not provide us with ay additional information. The original finding remains. 



1.25 Program Income 

rn Modification number 4 point D ofthe Grant Agreement states: 

'P~ogram Income' shall be used to further program objectives and shall be subject to the 
same terms and conditions as funds provided under this agreement. The definition 
regarding Program income is: 

Interest earned on funds 

Other program income prior to their expenditure 

Income earned by grantee on any activities financed by 
Program Income, including loan repayments, proceeds from 
sale of equity investments, fee income and other cash re- 
flows. 

s According to Enclosure 3, paragraph 2B, of the Grant Agreement, the Grantee shall 
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 1s 
rezsonably 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. 

Currdiiion 

Prior to 1998: No ledgers could be located for this period. Investments were also made 
from 1998, thus no significant program income for this period. There were also no 
reconciliations done for program income thus unable to review recording of program 
income. 

rn 1998 & 1999: Program income was kept separately in an account and rewnciliations 
were done indicating the movement in the account. 

2000: I t  appears as if program income was kept in a sepjratc bank account, but at year- 
rnd, the balance that \hmld ha\e bucn in the axount according to the reconciliation, did 
not correspond. 

2001: Based upon discussions with personnel at SAEDF, it was during this year that 
iu~tmct~ons were apparently received from USAID to use program income for normal 
operating expenses, i.e. SAEDF was instntcted by USAID to use all the current funds 
before any new draw downs could be made from the US Treasury. The program income 
lost its identity. 

Program income reconciliations were still done indicating what should be in the account. 
The balance per the reconciliation per the Treasurer's report did not agree to the bank 
account 



r 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 also 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. 

r 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: 

a The inconsistent treatment of program income funds isdue to differing understandings of 
the nature and permitted use of funds, as well as apparent changes in instructions as to 
the use of program income. 

r Program income funds received lovt its identity and has been used to make operational 
payments, some of which may not be permitted by the Grant Agreement. 

Recommendation. 

r We recommend that this issue is discussed at a high level and clarified once and for all. 

Management comment: 

The SAEDF accountine svstem was maintained bv an accountine firm ~ r i o r  to Oct 1. 1997. w .  

Reconciliations and records for the period comprised 1 cardboard box and were hopelessly 
inadequate. From March 1998 the full time department had to reconstruct the department, 
reports, recons. 

?Lanagement agrees with condition 2. 

Funds were transferred from the various SAEDF bank accounts into the Reflow account on a 
quarterly basis. If the amounts were significant transfers were done more frequently. At the 
time of the auditors review it is possible that the transfer had 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- 
committed) funds for operations and investments before USAIDlUS 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 a11 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 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 additmnal work performed 

Under condition 4 we did not say that bank reconcttiations 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 hank account as the Program income bank account as this account 
had lost its identity during 2001. Our original finding remains. 



African Bank Corporation Holdings ("ABCH") 

Investment limits 

Criteria. 

Paragraph C of Modification No 06 to the Grant Agreement states that the grantee shall 
piov;de 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: 

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 increased the Investment Policy Committee's authorisatton 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: 

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: 

The Contracting 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: 

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 

' O  In the absence of a definition of "fund's value", and for the sake of practicality and a conservative approach we 

hme z.?iformly applied the $1 million threshold ar the investment limit in computing questioned costs. 



Agreement. This provision permits the hoard 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 wlthin 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$IMM to US$2.5MM 

US$50,000 to USD 1 MM. 

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$2.5MM to US$SMM 

Locat Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of 
the Board Minutes containing this resolution. 

W M G  S additional workperjormed. 

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 Commitfee for a 
single transaction or a company (whichever is applicable) be, and same hereby is, increased 
from VSD 2.5 million to USD 5 million; 

Resolved, that the investment credit authoriQ of SAEDF's on-site management for a single 
transaction or company (whichever is applicable) be, and same hereby rs, increasedfrom 
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 N0.06 to the Grant Agreement states that the grantee 
sha!! 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 agrecs 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 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. 

W M G  conclusion: 

Based upon the review of the documentation and mformation subsequently provided by 
SAEDF, the increase in Credit Approval Authority was approved by the Board of Directors 
telating 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 Sect~on 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. 



1.27 Ahanang Construction CC ("Ahanang") 

1.27.1 Monitoring of investment 

Criteria; 

Section D.l of Enclosure 2 to the Grant Agreement states that "The Fund's primary activity 
will be to provide financial rcsources and services through the investment of risk capital in 
profitable oppomnities throughout Southern Africa." 

Paragraph G of Modification No. 06 to the Grant Agreements further states that the success 
of the Fund w ~ l l  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 provided to the Fund for investment. 

Condition: 

SAEDF did not monitor the investment in Ahanang and disbursed funds ($34,120) to 
Ahanang subsequent to the company having ceased trading. 

Fnrthermore, 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. 

vestment portfolio was reduced by $34,120 and SAEDF lost this amount, 
as they did not have any security over the investment. 

Recommendation: 

The Cuntrxting 0ilict.r h u l d  determine the allu\\abilit) of $34,120 in ineligible 
qucs~ioned CL)SIS and rccover from SACDF any mounts determined to be un;lllo\\~ahle. 

Management comment: 

Ahanang was started in 1998 with housing construction as its core business. Initially, the 
bnsiness 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 Annual Review in July 2002, management reported that the main support that 
government was to give to this business was to provide an enabling environment. The reason 
rhar Ahanang and so many similar businesses failed was because government was slow to 
pay. This created a cash flow problem which led to the failure of this business. See 
Appendix 8 3  for copy of impact monitoring assessment in Semi Annual Review. 



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. 

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 defmed as risk that is unique tothe investment. 
These high risk Investments have a high exposure to event risk. The unfavorable 
consequences of this event risk are often interpreted as failure to monitor. Quite the contrary, 
investment monitoring was adequate. The event was simply unpredictable and catastrophic. 

The final disbursement was made on August, 27, 2002 and the business stopped trading in 
August 2002. See Appendix B5 for copy of letter from investee evidencing that the business 
was stiH 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 86 for the list of movable assets-leased, The total disbursement 
in this investment was US$34 120. 

KPMG S udditionol workperformed: 

Rewewed the Impact Monitoring Case Study "Social Development Dividend rather than Big 
Financial Gain" for Ahanang Hardware and Construction prepared in April 2002. 

Noted the reasons for difficulties with regard to: 

The Role of the Private Sector, including SME's, in Development; 

Competing Government Policies 1 Practices and Exogenous Factors; and 

Development Venture Capital must sometimes accept Smaller returns. 

Review of the Memorandum prepared by the Investment Officer, Nhlanhla Nyembe to 

sed to cover operational 

In an Ahanang Post Investment Assessment and uses of SAEDF funds dated the same day as 
the above memorandum, performed by the same person to Robert Kelley 111 it was noted: 



"A total of R100,OOO was transferred to a bank account belonging to a company called 
Baitsephi Development Consultants. Please refer to the attached documents for details on the 
usage of ftmds. 

As evidenced, the funds that were to be used to cover operational expenses as well as 
working capital for the month of March 2002 were actually used to pay for expenses 
incurred in December 2001 and for which reasonable explanations and supporting 
documentation were not reasonably available. 

It was also noted that "The main concern is that Ahanang continues to 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 recomn~ended 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 position regarding the 
project." 

In an email dated 11 March 2002 from Cuthbert Matindi to Robert Kelley III 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 allowed and not allowed to 
do." 

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; 

P.ent, electricity and water for two properties (15 Ashford and 14 Keystone). 14 Keystone 
was invoiced to a DR Sid Seape; 

Certain expenses were being paid that were incurred by Ahanang Agency (versus Ahanang 
,,*. nd~dware 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 S 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 heginning of its financial year on March 1,2002. 



There is no evidence that a meeting was held with "Granny" to discuss these issues and 
funds were disbursed as follows: 

1 14 December 2001 / Funds disbursed 1 $28,662.85 I 

KPMG conclusion. 

24 January 2002 

18 March 2002 

25 April 2002 

3 June 2002 

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 he advanced to a dubious investee. This was either ignored or over-ridden, 
with no valid reasons being recorded. The $34,120 disbursed after 1 1  March 2002 therefore 
remains a questioned cost. 

Funds disbursed 

Funds disbursed 

Funds disbursed 

Funds disbursed 

$26,839.41 

$16,013.34 

$10,034.07 

$8,072.55 



1.28 Babete 1 Maxiprest ("Maxiprest") 

1.28.1 Target group 

Criteria: 

Paragraph E.l 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 

Condrtion: 

rn 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: 

rn Present SAEDF management were unable to state why the decision was taken to invest 
in a listed company. 

Ej'ect: 

$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 to SAEDF on thts investment was $170,240. 

Recommendatron~ 

rn The Contracting Officer should determine the allowability of $170,240 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Mnnngement 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 
G L V L I V L L I ~ C  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 

No additional evidence provided to amend finding - original questioned cost of $170 240 
remains 



1.28.2 Performance  of due  diligence 

Crzterra: 

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall 
orovide USAID with the Comorate Policies and Procedures. which will be reviewed and ~ ~~~ 

--..--.,- .,,.,,,,..d b! the Grants Officur. Ihe SLZEDI- Investment Policits, Guidelines and ProceJures 
51m1al dated hlarch 1996, nhich fornis pan of the Corp,)ratc Policies and Prucedurcs were 
approved by the SAEDF Board and USAlD Grants OEcer. 

Page 15 of the abovementioned SAEDF Invesbnent Policies, Guidelines and Procedures 
Manual requires that the due diligence process must be performed prior to approval and 
disbursement. 

Condition. 

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

Cause: 

m The condition 1s as a result of wilful non-adherence to the Investment Policy by the 
former CEO. 

Effect: 

The 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 unallowabfe. 

Management comment: 

The then CEO was disciptined by the board and eventually terminated. 

KPMG comment 

No additional evidence was provided, original finding remains. 



1.28.3 Approval of investment 

Critei ia: 

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 hoard 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 
judgement of the Fund's board of directors andexecutive management. 

Condztion: 

SAEDF purchased its initial shares in Maxiprest during April 2002, without any Board of 
Directors approval to purchase the shares. 

At the Board meeting in June 2002 management requested approval to purchase Maxiprest 
shares. This approval was not granted. 

Despite no approval being 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: 

rn 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: 

rn Tne rnvestment in Maxiorest was made without Board approval and is accordinglv an . . -. 
ineligible cost. 

Recommendat~on: 
The Contracting Officer should determine the allowability 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 
WMG comment 
No additional evidence was provided, original finding remains 



1.29 Eerste River Medical Centre (Cape) Ltd ("ERMC") 

1.29.1 Monitoring 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 
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 agreement. 

Subbeition 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 
t h ~ s  purpose, hut rather would expect to receive working papers that the fund would routinely 
mepare or receive for its own information. USAID also may request various information . . 
related to the monitoring issues listed in subsection D 

Condition: 

SAEDF did not monitor the financial position 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 funding application and the final disbursement of funds, i.e. 
18/02/1997 to 1310811998; 

There were no signed audited financial statements on file for ERMC for the financial years 
ended 30 September 1999 and 30 September 20 DF had invested 
$900,000 in ERMC. 

Furthermore, there are only three quarterly reports, prepared after disbursement of funds, on 
the investment file. 



Cause: 

rn 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: 

rn As a result of the poor monitoring SAEDF investment staff did not identify a number of 
;regularities at ERMC. ERMC was liquidated and SAEDF lost the total investment 
($900 000) they had made in the company. 

Recomrnendat~on: 

rn The Contracting Officer should determine the allowability of $900,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

.Mavngernent 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. 

TAFDF 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 
specific issues in regards to the company's financials. After analyzing December 1999 
unsigned financials of the company, Ms. Moyo, in a letter datedi April 10, 2000, notified 
E W C  of her dissatisfaction 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. 

SAEDF Investment officers requested ERMC financials continuously since September 1999 
and received unsigned copies on July 25, 2000. It is quite common for small businesses to 
compile interim financial statements without the assistance of an external auditor. The Grant 
Agreement as quoted in Enclosure 1, of the General Provisions, Paragraph 9, Section C, does 
not stipulate specifically that financial statements are to be signed. 



KPMG S additional workperformed: 

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 
rigard 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; 

Update report on Eerste River Medical Centre (Cape) Limited prepared by Mary Jean Moyo 
on February 1, 1999 to the SAEDF Investment Committee - discussed the delays in the 
construction of the hospital; 

Monthly report dated December 03, 1999 - discussed the recent operating performance of 
the company for the 11 months to August 3 1, 1999; 

Monthly report dated F e b ~ ; u y  21,2000 - discussed the same financial period as above with 
the exception that Notes to the Financial Statements were now provided and reviewed. All 
the variances were noted and discussed. It was noted in this report under section 4 "Cash 
Flows" - that the hospital was experiencing negative cash-flows impacting adversely upon 
the bank overdraft." 

Sectiori 5 "Adherence to applicable convenants" states that the company is in breach of the 
net worth covenant. The net worth as at August 31, 1999 was US$3,163,229 and the 
covena 

Thts report also noted that SAEDF was still awatting post August 1999 financial statements. 

Monthly report dated June 27,2000 - discussed under note 3 "Loan to ERAHC". ERAHC is 
the outsourced casualty section of ERMC and operates independently. ERMC has a 25% 
equity stake in ERAHC with the balance of the shares being held by a group of doctors. 
During the period February 1999 to June 2000, ERMC advanced funding to ERAHC. Due to 
the current cash flow uroblem currentlv beina exoerienced bv ERMC. it was decided at a 

should be repaid as ERMC was not in a 

Monthly report dated August 25, 2000 - discussed under note B "Recent operating 
summary" that "'the opening balances on the balances sheet have not been finalized yet by 
the auditors, KMMT Brey, who had been the accountants during 1999. It has also been 
suggested by the accountant that the current auditors be replaced with a firm of auditors that 
is not connected to the management or shareholding of ERMC and totally impartial. 

In this report it was again noted that the company was in breach of the net worth covenant. 
At December 3 1, 1999 the net worth was US$2,632,024 versus the covenant required of 
US$4,500,000. 



m A Monitoring Visit Report for Ma that discussed amongst others 
the following: 
9 The Accounting Systems a 
9 Pharmacy section; 
3 Access to the Hospital by the use of public transport; 
9 Casualty / trauma; 
9 Liquidity position; 
9 Breakeven position; 
9 Public-private partnership proposal; and 
9 Management's initiatives. 

rn A conference call report held on June 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. 

m 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 ofthe findings noted that the auditors KIvlMT 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. 

- 
I 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. 
9 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. 

9 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 R5O 000 were post dated and issued by the accused which 
were subsequently disbonoured. There is no evidence of any further action taken against Mr 
Ebrahim to attempt to recover the defrauded funds. 

Reviewed the letter 60m 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 



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 fwther 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) till 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 subsoauentlv ~rovided it aooears - ~~ ~ ~~ ~ , . , . 
that the El<\IC invc>lrnent \ u s  not efiwti\ely msniror~.d, specifically from time of approval 
of invcjtment to d:~te of disbursemmt. There \\.as also no cvidence of corrccti\e action t3kL.n 
once significant issues were identified. The originat questioned costs of $ 900 000 therefore 
remains. 



1.30 Gili Greenworld ("Gili") 

1.30.1 lnvestm 

Criteria: 

Paragraph C of Modification N0.06 to the Grant Agreement states that the grantee shall 
provide USAID with the Corporate Policies and Procedures, which will he 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, 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".L1 

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 Closrng fee $ 6,774 

$ 1,916,783 

- .  
I nts is in excess of the policy limits. 

Cause. 

Maaagement 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: 

The investment of $1,916,783 is in contravention of the policies approved by USAID, and 
the amount in excess of $1,000,000 is therefore questioned. 

' I  In the absence o f  a definrtron of "fund's value", and for the sake of practicallty and a consewatwe approach we 

have umformly applled the $I m~lhon threshold as the mvestment limu in computing quest~oned CON 



Recommendation: 

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 hoard 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 dectsions, subject to the provisions of the Grant 
Agreeaent:. This provision permits the hoard 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$IMM 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 Committee from US$2.5MM to US$SMM 

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 addittonal work perfamed 

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) he, and same hereby is, increased 
from USD 2.5 millionto USD 5 million; 

Rewlved, that the investment credit authority of SAEDF's on-site management for a single 
transaction or company (whichever is applicablef he, and same herebv is. increased From 
USD 1 million to UkD2 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 3 ,  



Page 15 o f  the above-mentioned SAEDF Investment Policies, Guidelines and Procedures 
Manual states, "The full hoard shall ratify all investment decisions made by the CEO and the 
mvestment committee of the hoard 

However Paragraph C of Modification N0.06 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 prier 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 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 zpon 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 he 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 $916,783 being the excess funds disbursed over the 
$1,000,000 investment limit is therefore ineligible and a questioned cost. 



1.31 Kagiso Ventures Private Equity Fund ("Kagiso") 

1.31.1 Investment  limits 

Oiteriil: 

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 OMiccr. 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 l e~s" . ' ~  

Condition: 

A total amount of $5 million was approved for investment in Kagiso. 

SAEDF disbursed the following amounts in Kagiso for a 11,3296 interest in the partnership: 

12 Jan 2000 Disbursement $ 185,620 

12 Jan 2000 Disbursement $ 234,466 

3 1 Mar 2000 Re-imbursement $ (74,4 10) 

20 Mar 2000 Disbursement $ 558,749 

26 July 2000 Disbursement $ 49,782 

29 :an 2001 Disbursement $ 43,846 

23 Aug 2001 Disbursement $ 502,564 

3 1 Jan 2002 Disbursement $ 29,750 

29 Aug 2002 Disbursement $ 358,592 

27 Jan 2003 Disbursement $ 33,558 

8 Apr 2003 Disbursement $ 710,655 

27 June 2003 Disbursement $ 506,471 

5 Aug 2003 Disbursement $ 44,484 

This is in excess of the policy limits. 

In the absence of a definition of"fund's value", and for the sake of practicality and a conservative approach we 

ha*:e z~nifmnly npplied the S t  miilion threshold as the invedment limit in computing questioned costs. 



Cause: 

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 limit to 
$5,000,000 during a Board meeting held on 27 February 1999. However, the increase was 
never formally approved by USAID. 

Effect: 

$2,184,127 of the investment of $3,184,127 was not properly authorised, this amount is 
therefore questioned as ineligible. 

Recommendation: 

rn The Contracting Officer should determine the allowability of $2,184,127 in ineligible 
queslioned costs and recover from SAEDF any amounts determined to be unallowable. 

Mona nt: 

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 m wh~ch 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 ambtt 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 locat management as follows: 

Investment Policy Committee from US$lMM to US$2.5MM 

Local Management: from US$S0,000 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 Pofic 2SMM to USUMM 

Locat Management: from USD to USD 2.5. See Appendix A2 and A3 for copies of 
ihc: 8um.d Minutes containing this resotution. 



KPMG's additional workperformed: 

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: 

"Xcwlved, 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; 

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 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 N0.06 to the Grant Agreement states that the grantee 
shall provide USAID with the Corporate Policies and Procedures, which will be reviewed 

Agreement states that the Grantee agrees that without 
the prior written approvaf 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 t e n s  and conditions ofthis Grant or applicable legislation. 

I h e  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 

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 
$2,184,127 being the excess funds disbursed over the $1,000,000 investment limit is 
therefore ineligible and a questioned cost. 



1.32 Kingdom Securities Holdings Limited ("KSHL") 

1.32.1 Investment limits 

Criteria: 

Paragraph C of Modification N0.06 to the Grant Agreement states that the grantee shall 
provide USND 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 pad of the Corporate Policies and Procedures, were 
approved by the SAEDF Board and Grants Officer. 

Page 8 of the above-menttoned 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 ~ess". '~ 

Condrtron: 

SAEDF invested an amount of $1,200,000 in the purchase of preference shares in KSHL. 

This is in excess of the policy limits. 

Cause: 

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 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 $1,200,000 is in contravention of the policies, as approved by USAID, 
and the amount in excess of $1,000,000 is therefore questioned. 

Recommendation: 

m The Contracting Officer should determine the allowability of $200,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

ivfanugement 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 

" In the absence of a definition of "fund's value", and for the sake of pmcttcality and a conservative approach we 
hnve tmlformly applied the $ 1  m~llron threshold as the rnvestment 11mlt in computing questioned costs 



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 inctease the investment 
limits of the investment committee and local management as follows: 

lnvestment Policy Committee from US$lMM 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 mcrease the investment 
authsrity of the investment committee and local management as follows: 

Investment Policy Committee from US$2.SMM to US$SMM 

Locai 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 addrtronal 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 hansactmn or a company (whichever is applicable) be, and same hereby is, increased 
from IUSD 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 
USE 1 million to USD 2 million; 

Resolv DF funds may be disbursed for investment purposes with respect 
to a property approved transaction pursuant to the joint signature of either the President and 
the CEO 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 i2 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 appticable 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 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 
relating to the Investment limits. However this relates to a change in policy that was not 
dpproved by USND 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 USAfD, the original finding 
still 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. 

1.32.2 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 portfolio whose inflation adjusted value is at least equal to the amount of 
funding provided to the Fund for investment. 

Condition. 

S4EDF's Board of Directors approved an investment in KSHL. SAEDF 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 US$. The Z$ 
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 fomer 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 pressure from KSHL and, without proper 
authorization, changed the agreement in order to finalise the deal. 



Effect: "" 

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

Recommendation: 

B The Contracting Officer should determine the ailowab~lity of $646,308 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment. 

In rerms of the agreements with the investee, SAEDF would, on exit, redeem its preference 
shares at a premium. The agreements referred in every instance to the specific intended 
currency in terms of which certain payments would occur, these were either ern 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 s attr~butable to the devaluation of the Zimbawean 
Dollar, a situation which any investment manager could never prepare for. The direct reason 
for investment failure was not the lacunae in the agreement, but the failure of the 
Zimbdbwean currency. 

KPMG 's additzonal workperformed. 

We h ent's further representations, which include an admiss~on that 
an error was made in the Agreement. This is the reason for the loss, not the devaluation of 
the Zimbabwean dollar, which was already weak at the time of the Agreement. 

KPMG Concluszon: 

Questioned costs of $646,308 remain valid. 



1.33 Megkon (Pty) LtdIAutoster ("Megkon") 

1.33.1 Investment limits 

Crireriu . 

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 
apprwed by the Grants Officer. The SAEDF Investment Policies, Guidelines and Procedures 
Manual dated March 1996 that foms  part of the Corporate Policies and Procedures, were 
approved by the SAEDF Board and Grants Officer. 

Page 8 of the above-mentioned ShEDF 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".'4 (This limitat~on refers to initial 
investments only and not additional funding). 

Conditron: 

SAEDF's initial investment in Megkon was $3,767,036, which exceeds the policy limits 

Cause: 

rn 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 Februaty 1999. However, the increase was never 
formally approved by USAID. 

&@ct. 

rn The investment of $3,767,036 was made in contravention of the Grant Agreement. The 
amount in excess of $1,000,000, i.e. $2,767,036 is therefore questioned as an ineligible 
cost. 

Recommendation. 

rn The Contracting Officer should determine the ailowability of $2,767,036 in ineligible 
costs and recover &om SAEDF any amounts determined to be unallowahle. 

lq In h e  absence o f a  defintt~on of "fund's value", and for the sake of practicallry and a conservattve approach we 
nave unlfotmly applied the $1 million threshold as the Investment l imt  tn computmg questrancd costs 



Management comment. 

Section B of the Grant Agreement provides that the board of d~rectors and executive 
management of the Fund, "will have maximum flexib~lity 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: 

I~rvestnient Policy Committee from US$IMM to US$2.5MM 

Local Management! fmm US$50,000 to USD I 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 Committee from US$2.5MM to US$SMM 

Local Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for coples 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 
?.Ianagement 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 
singie rransaction 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) he, and same hereby is, increased from 
USD 1 million to USD 2 million; 

Rrs,)l\cd f i~r th~r ,  that SACDF funds may be disbursed for in\,cmnunt purposes with respect 
to a prowr l~  npprowd transxtisn Dursuant to the ioint sienarurc sl'cithrr the Prebidmt and - .. 
the ~ F O  or the President and any hvo senior vice p;esiden& of SAEDF." 

IIowever Paragraph C of Modification No.06 to the Grant Agreement states that the grantee 
shall prov~de 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 
srructure, Certificate of Incorporation, By-Laws, Statement of Corporate Policies and 
Proccd.~r~s. pr.rsonne1 cunpenscrtion pdicics or cnvirauncnul pt,licies that \vould be 
cuntrar). to ttw tcrm :~nd conditions of this Grant or ~~pplicable 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 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. 

D M G  Condusion: 

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 atlowed 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 approvak by USAID, the original finding 
still remains and an amount of $2,767,036 being the excess funds disbursed over the 
$1,000,000 investment limit is therefore ineligible and a questioned cost. 



1.34 Mozambique Equity Fund ("MEF") 

1.34.1 Monitoring of Investments 

Section D.l 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 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 
funding provided to the Fund for ' 

Aftor disbursement of funds the 
continuous monitoring of the inve 

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 overatt heafth and performance of the fund, the 
ctxent 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 ofices 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 
related to the monitoring issues listed in subsection D. 

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 aRer 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 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 
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: 

SAEDF did not have a formal monitoring policy. Investment staff did not adequately 
monitor the investment in MEF. 

Effect. 

rn 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. 

Recommendation. 

rn The Contracting Officer should determine the allowability of $882,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment: 

SA-EDF 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. 
SAEDr senior investment managers have alsoattended 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, 
~roduced two com~rehensive remrts for circulation to other investor, on the state of the 
Fund and the proposed way fonvard for the Fund. 

SAEDF continues to play an actwe 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 numerous 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. 
Cnrre~ily, MEF is reviewing three potential investments that were facilitated by SAEDF. 



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 workperformed: 

Keviewed the Momnbique Private Equity Fund (MEF) Monitoring Report - December 
2003 that noted: 

"The external investment committee of GCI, which includes SAEDF, FMO and CGD, has 
largely been dysfunctional and unorganised. The investment committee appears to meet on 
an ad hoc basis; the members are slow to respond to documentation forwarded by 
management resulting in slow decision making. This in turn has discouraged potential 
promoters from directing deals to MEF." 

Reviewed the SAEDF's potential exit mechanisms from MPEF prepared by Tsepo Headbush 
to Richard Swai and Cecil Callahan dated February 26,2004. 

Reviewed a letter "Restructuring of GCI" prepared by Cecil Callahan to the Sociedade de 
Capital de Rsco 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 
betrer understanding of the operations and potential deficiencies. 

Review of the Commercial Finance Services - Scope for new MEF Business prepared by 
Tsepo Headbnsh to Richard Swai and Cecif Callahan on March 29, 2004 noted that the 
following was discussed: 

e Lack of deal flow and 

Absence of liquidity. 

It also noted: "We have identified some organisational, structural and operational issues that 
hwe impeded the efficiency and effectiveness of GCI. Of primary relevance to this issue has 
been the effectiveness of  management and the investment committee. 

In the conclusion of the above report it states ''it i s  our opinion that GCI does not have an 
understanding of its rote 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 other operational efficiencies. We believe that the fund lacks an 
understanding of its environment and this lack understanding has prevented the organisation 
ttom adapting to its surroundings. The issues outlined above define the reasons why GCI has 
been largely ineffective in the Mozambiquan market." 

Under the recommendations they noted: 



"We believe that the Investment Committee of the Fund: 

rn Has to be more involved and needs to prowde greater gu~dance to the Fund; 

Should meet on a quarterly basis; poss~bly twice telephonically and twice in person; 

Must ensure timely decision-making and should not unnecessarily Impede the investment 
process, thereby facilitating faster deal turn-around times. 

UivfG Conclusion: 

The disbursement of funds was made to the investment in 2001, the supporting 
documentation provided to us for review relates to December 2003 and February, March 
2004. Based on the review of the supporting documentation and information subsequently 
provided, it appears that the investment was later monitored but even then, monitonng 
disclosed serious problems. 

Questioned costs of $882,000 remain valid. 



Metals Closure Group South Africa Limited ("MCG") 

Investment  limits 

Criteria 

Paragraph C of Modification N0.06 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 "maxtmum investment shall not exceed 
$1,000,000 or 2% of the fund's value whichever is less".i5 

rn SAEDF invested $2,159,036 in MCG, which is in excess of the policy limits. 

Cause: 

rn 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 USAfD. 

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: 

r 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: 

Section B of the Grant Agreement provides that the hoard 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 
d~ciaiuns provided they do not conflict with the provisions of the Grant Agreement. The 

" 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. 



Grant Agreement does not stipulate investment authorities and contemplates that 
decisions-regarding fall solely within the amb~t  of the Board and Management. 

Accordingly, on June 17, 1998, a decision was taken by the hoard to increase the investment 
limits of the investment committee and local management as follows: 

Investment Policy Committee from US$lMM 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 investm ' and local management as follows: 

Investment Polic ee from US$2 5MM to US$5MM 

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 workperformed: 

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: 

"P\iso!ved, that the investment credit authority of the Investment Policy Committee for a 
single transastion or a company (whichever i app!icab!e) bei and same hereby is, increased 
from USD 2.5 million to USD 5 million; 

Kesoived, 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 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 Offrcer. 

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 this change should therefore 
have been approved by USAID. 

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. flowever this relates to a change in policy that was not 
approved by USND 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. 



1.36 Pick-a-Spaza Holdings ("PASH") 

1.36.1 Due diligence 

Paragraph C of Modification N0.06 to the Grant Agreement states that the grantee shall 
provide USAlD 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 USAlD 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. 

finditron: 

SAEDI: inves~ed $1,023,109 and S31,62? in somminnent and closing fees in PASH. The due 
diligence performed on P-ASH by the SAEDF nas 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 d~ligence or not reacting on information obtained. 

m 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 
$1,054,731. 

I?ecommendation: 

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. 

Management comment: - 
An extensive due diligence was indeed performed, see appendix N1 for copy of due 
diligence 
documents. 

KPMG 's add~tianal workperformed: 



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 73 1 will remain. 

1.36.2 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 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 
fiinding provided to the Fund for investment. 

ement of funds the value of the investment portfoho is achieved through the 

The Grant Agreement's enclosure 1, General Prov~sions, paragraph 9 "Reportmg and 
evaluation", subsection B "progress reviews" states : the focus of the progress reviews will 
be the cxchange 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 ofthis 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 foam or equity from the funds. In 
preparation of these field visits, the project officer and lor 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 to the monitoring issues listed in subsection D. 

Condition: 

Investigation by the investment team found that PASH had purchased shares, amounting to 
N,b 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 $1,054,73 1 in PASH was written off. There is no evidence on 
file to suggest that SAEDF tried to recover the funds. 

Cause: 

rn Present SAEDF management were not able to state why an attempt made to recover the 
funds. 

Effect: 

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 liquidation. 

r?ecommendatton: 

m The Contracting Ofticer should determine the allowability of $1,054,731 in ineligible 
questioned costs and recover &om SAEDF any amounts determined to be unallowable. 

Management comment: 

The stock purchase transaction came to SAEDF's attention in November 1999, a month 
before the company stopped trading. It was specifically reported in the quarterly report that 
the stock purchase was made contrary to SAEDF's agreements with PASH, but there was not 
much S m D F  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 ZAR21MM for the purchase of SAEDF's shares in PASH. He was unable to pay and 
promised only ZARl5MM 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 
confirmation that he was unable to pay, and if so, to institute insolvency proceedings. An 
invesrigation was done to ascertain whether Mr. Pottas had any assets which 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 
recovering its debt. 

KPMG 's conclusion. 

Tnere was an agreement between Mr Pottas and SAEDF to pay outstanding amounts, 
however Mr Pottas could not pay the outstanding amounts and no attempts were made to 
institute insolvency proceedings against him. This could lead to the perception that SAEDF 
is lenient with investees and does not follow up where investees do not pay SAEDF. The 
original finding remains and the contracting officer should determine the allowability of 
$1,054,73 1 as ineligible costs. 



1.36.3 Inves tment  limits 

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 Oficer. 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 ~ess". '~ 

Condition: 

An 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 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. 

The investment of $l,O54,73l is in contravention of the policies, as approved by USAID. 
The amount in e f $1,000,000 is therefore questioned. 

Recommen 

The Contracting Officer should determine the allowability of $54,731 in ineligible 
er 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. 

in the absence of a defin~t~on of "fund's value", and for the sake of pract~cal~ty and a conservatwe approach we 

have untfonnly applred the $1 m~lhon threshold as the Investment hmlt in computing questioned costs 



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%IMM toUS$2.5MM 

Locat 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 Committee from US$2.5MM to USSMM 

Local Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of 
L ~ -  ,,ard 0- Minutes containing this resolution. 

KPMG 's additional workperformed: 

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 authoriry of the Investmont 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; 

Resol.ved, thl' t!x investment credit authority of SAEDF's on-site manage--enl f ~ :  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 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 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: 

Rased 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 :o the Grant Agreement The increase in the authority limits constitutes a significant - ~~ - - 
change in Corporate Inwstment Policy and \\ithotit approval b) CSAID, the original finding 
still remains and an amount of W , 7 3  1 being the excess funds diiburscd over thc S1.000,000 
investment limit is therefore ineligible and a questioned cost. 



1.37 TV Africa ("TVA")lAfrica Broadcasting Network ("ABN") 

1.37.1 Due  diligence 

Criteria 

Paragraph C of Modification N0.06 to the Grant Agreement states that the grantee shall 
pmvidi 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 Ofticer. 

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 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 invoked in the due diligence did no! ?mrlprtake sufficient research relating to !he 
amount of capital injection that is needed for a television network. 

Cause. 

Present SAEDF management were unable to state why an inadequate due diligence was 
performed. 

Effect: 

rn 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 
requests for more investment funds. The full investment of $6,718,238 in ABN was 
uirimately written off. 

Recommendation: 

rn 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. 
Management conducted a comprehensive due diligence on TV Africa. in some areas this 
due diiigence was more thorough than SAEDF's own due diligence questionnaire. 
Management evaluated all aspects of the business available during a typical due diligence 
review. 



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 after uncovering potential issues at TV Africa 
during monitoring visits. A number of these problems were only identified and occurred post 
SAEDF's initial due diligence review. 

Once 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 monitoring 
during this period. 

Furthcrmorc, this deal \\as championed by many major financial scrvices & accounting firms 
s x h  3s i\fcKinsCy 8: Co., Solomon Smith Barney & KPMG. 
Even government reform & privati~ation expertsFsuch as Josphat Mwaura, director of KPMG 
Consulting (Kenya), the same affiliated organization as the current auditors, were extremely 
supportive of TV Africa citing it as crucial part of infrastructural development of continental 
Africa in 'Ten Degree Africa. 

See Appendix 0 1  for transaction summary detailing due diligence processes. 

KPMG k aa'ditional workperformed. 

Reviewed the Project Summary Report for TV Africa (under Appendix 01)  in which a 
detailed post investment report was performed. The foliowing was discussed: 

8 Project description; 

8 Investment terms; 

Actual and projected performance; 

Valuation and pricing by Salomon Smith Barney I AIG and SAEDF; 

SAEDF Valuation and discussion of such; 

Projected returns; 

8 Exi$ 

8 Background on the company; 

Company Historical Performance Overview and Future Prospects; 

8 The terms of SAEDF original investment and current shareholding; 

8 Future shareholding and return analysis with 3 scenarios; 



Market analysis; 

Competitor analysis; and 

Recommendations. 

This summary reports however relates to work done when additional funding was requested 
and not the initial Due Diligence. 

Based on the review of the documentation and information subsequently provided by 
SAEDF, it appears that the project summary report relates to the monitoring performed once 
the initial funds had already been issued and the original finding therefore stands. 

The Contracting Officer should determine the allowability of $6,718,238 in ineligible 
questioned costs and recover from SAEDF any amounts determined to he unallowabte. 



1.37.2 Investment  limits 

Crrteria' 

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 whichever is less" " (This limitation refers to initial 

d not additional funding). 

SAEDF's original investment, made on 29 April 1999, in TVA was $5,000,000, which 
exceeds the poticy limits. 

Cause: 

rn Management believed that the limits as stated in 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 February 27, 1999. However, this increase 
was never formally approved by USAID. 

rn The investment of $5,000,000 is in contravention of the policies, as approved by USAID. 
Tiic amount in excess of $1,000,000 is therefore questioned. 

Recommendation: 

The Contracting Officer should determine the allowability of $4,000,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unaflowable. 

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:. 

" In the absence o f  a definitian of "fund's value", and for the sake of practicality and a conservative appraach we 
have un~formly apphed the $1 million threshold as the investment h i t  in computing questioned costs. 



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$IMM 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 
aur'noriry of the investment committee and local management as follows: 

Investment Policy Committee from US$2.5MM to US$5MM 

Local Management: from USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of 
the Board M~nutes containing this resolution 

KPMG S additional workperformed: 

The originals of the Minutes of Strategy Session of the Board of Directors and On-Site 
Management Staff of Southem Africa Enterprise Development Fund held on June 17, 1998 
v e x  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; 

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 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 N0.06 to the Grant Agreement states that the grantee 
.;hall 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 
:hi 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 applicahle 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 stgnificant 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 Concluston: 

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 he 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. 



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 finns." "Indigenous" firms, means those with an indigenous majority ownership 
or a plan to achieve indigenous majority ownership. 

Condition: 

The only other shareholder in ABN after SAEDF's investment was New Africa Advisors 
:"?!!A"). NAA is a wholly owned subsidiary of Sloan Financial Group, a $4 billion 
Durham, North Carolina financial services group. NAA and its afiiiate New Africa 
Management specialise in providing investment advisory services to US institutional 
investors. 

~.. . . . . . . . . . ... 

SAEDF's investment in ABN therefore resulted in 100% of the equity shareholding of ABN 
being held by US funded organisations. 

Cause: 

Present SAEDF management were unable to state the reason for the investment in ABN. 

Effect: 

rn 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: 

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. 

.M&ng~ment 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 affihates. 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. 



Through this direct investment, it was anticipated that ABN would effectively he a platform 
upon which local black-owned broadcasting stations would be established across the African 
continent. 

fi-MG's addrtronal workperformed: 

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. 

QMG Conclusron 

Questioned costs of $6,718,238 remain valid. 



1.38 Ubambo Telecommunications (Pty) Ltd ("Ubambo") 

1.38.1 Spiri t  of the G r a n t  Agreement 

Crrteria: 

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 
encowage 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) Ltd, i.e. Ubambo was purchasing the minority 
shareholders rights in CellSAf to strengthen their own shareholding 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 bands of a few wealthy individuals. 

The invesment 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: 

Tne 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 unailowable. 



Management comment. 

- 
l h ~ s  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. 



1.39 Vantaris Capital Fund ("VCF") 

1.39.1 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 

3 1 January 2001 $21,277 

6 July 2001 $19,726 

Total $68J36 

?-fie approved journal voucher (9134) 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: 

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 
disbursementdprovision. 

The disbursed amount of $68,336 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 fiom SAEDF any amounts determined to be unallowable. 

Management comments: 

No additional supporting documentation i s .  approved journals etc providing, questioned cost 
of $ 7 8  263 remains. 



1.40 Zambia Pork Products ("ZAPP") 

1.40.1 Monitoring of Investment 

Criteria: 

Paragraph G of Moditication 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 portfolio whose mflation 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 mvestment. 

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. 

Subacction C "office visits" states that USAID will visit the home and field offices of the 
fund, and a sampling of the firms wh~ch have received loans or equity from the funds. In 
preparation of these field visits, the project officer and lor 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 
r section D. 

Condirzon: 

SAFDF 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 n y action. 

Cause: 

Present SAEDF management were unable to state the reason for the poor initial 
monitoring or the lack of decisive action when breaches of the investment conditions 
were 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. 

Z A R  was placed into receivership and the total investment in ZAPP written off resulting in 
the decline of SAEDE's investment portfolio value. 

Recommendation: 

The Contracting Officer should determine the allowability of $1,050,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

~Vanagement comment: 

An extensive amount of monitorine was done in this transaction. See Amendix 0 1  for - . . . 
copies of monitoring documentation to improve SAEDF'S monitoring efforts in an attempt to 
implement tougher control. Furthet, SAEDF assigned Amanda Greef to ZAPP for three 
mdnths to helpthem set up accounting and other financial systems. 

Ian for Zambia Pork Products Limited prepared by Steven Weddle to 
the CEO of NORASAD which clarified the way forward regarding their mutual investee 
company. %is report indicated a decisive action and business plan splitting the 

SAD in an attempt to improve the situation at ZAPP. 

emice its debt obligation to SAEDF, as part of the 
d 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 within the company. The supporting due diligence is discussed below. 

Reviewed the Due Diligence report which set out to SAEDF management their findings and 
recommendations. This memo did not seek a further capital injection into the company as the 
monitoring team would like to see that their recommendations ftrst be implemented before 
m y  Wher  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 discus pointment of auditors, 
way forward regarding the financial manager and 3 iliingness to increase 
the bank overdraft. 

Reviewed the Report - Zambia Pork Products Limited prepared by Amanda Greef to 
Nontobeko Ntsinde on October 4,2000. Please refer to attached documents for further issues 
at ZAPP . 



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 tearii had meetings between August 21 to August 25, 2000 with the following 
people: 

rn The CEO of the company; 

rn The Financial Manager of the company; 

rn The auditors of the company; 

rn The CEO of NORSAD; and 

I The project ccor?omist. 

The various discussions held were documented and follow up was performed as evidenced 
by the Report - Zambia Pork Products Limited prepared by Amanda Greef to Nontobeko 
Niaiudt; 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, vartance analysis and outlooks. 

The cxact same work was discussed in the following quarterly reports: 

Dated August 13,2000 for the fiscal year ended March 3 1,2000; 

rn Dated June 23,2000 for the fiscal year ended March 31,2000; and 

rn Dated Febnrary 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 shoc?d that she had been approved to travel to Zambia from 251022001 to 
3 1/03//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 
reports 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. 



1.40.2 Investment limits 

C, itei ia: 

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 whichever is less".18 

Condition. 

rn SAEDF's initial investment in ZAPP amounted to $1,050,000, which is in excess of the 
policy limits. 

Cause. 

rn 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, 

rn The mvestment of $1,050,000 is in contravention of the polic~es, as approved by USAID. 
The amount in excess of $1,000,000 is therefore questioned. 

Recommendation: 

rn The Contracting Officer should determine the allowability of $50,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to he nnallowahle. 

Management comment. 

Section B of  the Grant Agreement provides that the board of directors and executive 
management of the Fund, "wili have maximum flexibility in the manner in which the Fund is 
strxtxred 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 
deci&ms-regarding fall solely within the ambit of the Board and Management. 
- 

'' In the absence of a defimtrm of "fund's value", and for the sake of practicallly and a consematwe approach we 
have uniformly appl~ed the $1 mrll~an threshold as the mvestment limn In computing questioned costs 



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$IMM to US$2.5MM 

Local Management: from US$50,000 to USD I 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 Committee Ftom US$2.5MM to US$SMM 

Local Management: Ftorn USD 1 MM to USD 2.5. See Appendix A2 and A3 for copies of 
the Board Minutes containing this resolution. 

KPMG's additional workperformed: 

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 i f the Investment Policy Committee for a 
single transaction or a licable) be, and same hereby is, increased 
from USD 2.5 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 two senior vice presidents of SAEDF." 

Howeve 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 approvai of USAID, it will not make any material change in its corporate 
strucktre, 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. 

Tne 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 amroved bv 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 not 
approved by USAID and should therefore not be allowed in terns of Section 12 of Enclosure 
? tr: the Grant Aereement The increase in the authoritv limits constitutes a sienificant . ~ ~~~ - 
change in Corporate Invc,.;tment Policy and without approv;~I by VSr\ID, the original finding 
still rcm~ins and an amount of $50.000 being the excess funds disbursd over the $1,000,000 - 
investment limit is therefore ineligible and a questioned cost. 



1.41 Ruashi Copper-Cobalt mine 

1.41.1 Investment  outside target a r ea  

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, mcluding 
small and medium-sized firms, in the southern Africa region, specifically, Angola, 
Botswana, Lesotho, Malawi, Mozambique, Namibia, South Africa, Swaziland, Tan~ania, 
Zambia and Zimbabwe." 

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 
M a ~ d  dated March 1996, which forms part of the Corporate Policies and Procedures were 
approved by the Grants Oficer. 

Page 10 of the SAEDF Investment Policies, Guidelines and Procedures Manual dated March 
. - A <  

I Y Y ~  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 $1 1,677 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 $1 1,294 relating to a 
portion of the cost of this flight and accommodation expenses. 

Cause. 

rn The condition is as a result of wilful non-compliance to the Grant Agreement by the 
former CEO. 

Effect: 

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 
unallowable expenses of $1 1,294 and a foreign exchange loss of $1 1,677. 



Recommendatron: 

m The Contracting Officer should determine the allowability of $22,971 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment: 

See Appendix RI SAEDF's Wachovia account statement and general ledger. 

On January 27, 2003, SAEDF received US$11,657.00 from Ruashi to cover Forex losses 
incurred in the transaction. 

KPMG 's additional workperformed: 

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 $1 1,657 was deposited on the 27'h 
of January 2003. 

W M G  Conclusion: 

The exchange loss of $1 1,657 was recovered and this finding has been removed. 
The cost of travel of $1 1,294 to invest in an unspecified country, remains a valid questioned 
COSt 
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Appendix 4 - Status of prior year audit recommendations 

1 External Auditors (Deloitte & Touche) 
Legend 

.' - item resolved 
* = Item not resolved 
2 = Item partially resolved 

Finding 

Grant agreement 
Per the Grant Agcoement SAEDF is required to 
submit SF 272 reports and cashflow projections 
to USAID within 15 days of the end of evely 
month. It appeared that the documents were not 
timeously submitted during October 1997 to June 
1998. (1998) 

Recognition of income 
The recognition of commitment fees, closing fees 
and application fees was not consistent. 
(2000/2001) 

Interest income 
Interest on term loans was only raised in the 
month when the cash was received. (2000) 

Equity accounting 
In terns 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 misleading due to 
nature ofthe investments and that the Fund's 
Policy and procedure manual would be updated to 
reflect this change. (2001) 

Status I Comment 
* 1 Based on work done it 

* 

V' 

changed. 

appeared that the SF 272's 
were not submitted within 15 
days after every month end. 
We could also not locate the 
SF 272 for certain periods. 
(See Appendix 2 note 1.10 
and Appendix 3 note 1 22). 
The situation has not 
changed. Commitment fees, 
closing fees and application 
fees are still not being 
consistently recognized. 
SAEDF board had however 
taken a decision that fees 
raised would be at discretion 
of management. 
Interest is now being accrued 
on a monthly basis. 

I 

USAID App 4 stahls of prior year recs - 5 February 2005 

x The policy and procedure 
manuals have not been 



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) 

Information from investees 
No financial information was obtained for Eerste 
Rivier Medical Centre from the date the 
investment was made until November 1999. 

Management had agreed to assist investees that 
were experiencing difficulty in producing the 
necessary information timwusly, by designing 
and implementing an accounting system and a 
system of internal control. (1999) 

Purchase of alcohol 
Purchase of alcohol was made by SAEDF, to the 
extent deemed necessary to conduct its business, 
using program funds. Written approval was not 
obtained from USAID to purchase alcohol. 
(1998) 

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) 

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) 

I 
uld be noted that no final management reuorts were received 

3uring 2001 & 2002 
ndependent valuations were 
,orformed on the 
investments. 
rhere is, however, still no 
Formal policy regarding the 
valuation of investments. 

rhere was no evidence that 
issistance was ever provided 
!o investees. 
Some investees were still 
submitting financial 
statements late. 

Alcohol was still being 
purchased in years after 1998 
without express USAID 
approval. 

The strategy for pottfolio 
management has not been 
done and site visits were not 
done regularly for 2001-2002. 

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. 
Ir the years ended 

USAID App 4 status of prior year recs - 5 February 2005 



Appendix 5 SAEDF responses 



KPMGNSIG Audit 
Final Report - Final Draft Manaeement Responses (clean) 

1. DETAILED FINDINGS - INTERNAL CONTROL ISSUES 

1.1 Bonus payments 

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 their viewing the payment documentation. SAEDF is currently reviewing its 
Human Resources ("HR) policies and will include senior management review and 
approval in the IIR Manual. 

The auditor's statement is incorrect. All SAEDF bonuses are presented, discussed and 
appro-zed 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 policies were poorty designed. It would be more 
correct to state that the IR policies were adequate, yet they were not always adhered to 

Management agrees with the effect and recommendations. 

1.2 Authority of CEO 

Management 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 final authority (at executiveimanagement level) with regard to terminations. 

Management does not feel it can comment on the CEO's dominatmg and intimidating 
management style. 

It is agreed that the Chief Executive Officer acted incorrectly in the two instances 
mentioned. It was these, and other, issues that eventually led to his termination. 

Contracts were signed with the US legal counsel-approved contract. 

The Chief Executive Officer performance was discussed during the Executive Sessions 01 
thc 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 ol 
November 1999 the Chief Executive Off~cer was warned that his performance war 



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 
Report6 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 S M D F  board meetings. SAEDF Finance and accounting also 
adopted a "real-time" approval process whereby expenditure could be checked against 
hudger before approval was granted. The system involved the Financial Manager 
monitoring all expenditure via the purchase requisitions. Any expenditure resulting in the 
budget being exceeded would have to be approved by the Chief Financial Officer, Chief 
Executive Officer or Senior Vice President. These expenses would usually have been 
unavoidable, yet necessary, expenses. 

It is LIIICIL'X what iniome statement accuunts thc auditors u d  ior the calculation of the 
diifcrences 3s Stk'DI-'s tigurcs dil'ier as tbllows:- 

o 1998: General and Admin was $51,608 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 
drhtq ---.- 

o 2000: General and Admin was $309,605 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 had 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 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 
exoense accounts were included under different catezorv beadg to nrior - , ~ ~ - ~ -  r ~ ~ - ~  

years). SAEDF also had an indepcnJent party value its investment in Loiw at 
a cobt of 537,600 (also not budgered hr).  As in 2001 business cxpenses Here 
3 h v c  budget as a result of hmrd expenses ($99,115 above budget). 

o 2003: Expenditure was above budget as a result of the chief Executive 
Officer termination expenses ("restructuring costs"). 

N-: The statement that restructuring costs were not budgeted for "at all" is self- 
explanatory. Budgeting for the expenses would have meant that SAEDF intended to 
terminate the Chief Executive Officer's services prior to knowing of any offences. 
I he cxpenscs were incurred as a direct result of legal action taken by the former 
Chief IIxcsutive Officer against SAEDF and were therefore impxsible to forecast. 

Management only agrees with the comment with respect to board expenses. For all 
other expenses management had control over and monitored variances via the 
monthly and quarterly financial reports issued to management and the SAEDF board. 



Recommendation 1 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 

Management disagrees with the comment. In 1998 the journals were a direct result of the 
process undertaken by the newly estahhshed full-time Finance and accounting department - of installing Accpac correctly. Prior to this the SAEDF accounting functions were 
oursourced 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 useless as a reporting tool management created a parallel database with the 
new system. The trial balances were reconciled and for a few months the systems were 
run in parallel (all entries were captured into both databases). Any journal entries had to 
be captured into both databases according to the respective database account codes. The 
journals were a result of "splitting" the entries in the old system into more specific 
categories in the new system. For example the old system had an expense item called 
"travel", while the new system too had travel, but it was further split into accommodation, 
airfares 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 resutt of management (Chief Financial Officer) 
disag&iny nith the alloc&m and requetting the Financial ilanagrr to rt.allocatu the I 
entn,. As an additional control SA1:I)I- utilized control accounts in the halanx sheet. ,\nv 
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 
reconciliation had been performed or the unknown expenditure clarified. 

The jounlnls nere performed to provide more accurate informatmn xnd therefore more 
memingful financial statements, 3nd therefore the end justifies the means (see above). 

1 ?rlanagement disagrees that any of the staff involved lacked knowledge. I I 
Management feels that the drawing up of a formal journal policy is unnecessary. In future 
the Chief Financial Officer wit1 review all journals generated by the accountant and 
F'..- -: 

I , , ~ ~ n ~ , a l  Manager. 

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. I h e  majority of the disputed 

I iournais were reallocations or allocations of orepaid ex~enditure. In both cases it is 
h anything but^ the general ledger printout or the 

Su~tably qualified staff was employed by SAEDF and the individuals' qualifications can 
be found in their personnel fifes. 



1.5 Monitoring of telephoae eosts 

Management Comment: 
SAEDF is monitoring telephone usage. In 199912000 SAEDF Finance 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 
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 Finance and Accounting reviewed the printouts, 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 coun relevant to the particular depaltment or investment 
group, and 

o Any other frequent 

The costs per extension wore captured 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 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 @avelling. 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 leave this 
system also relies on staff honesty and integrity in identifying personalihusiness expenses. 
SAEDF is satisfied with the controls. 

Management disagrees (see above) that poor management practices existed and there was 
no attempt to reduce costs. 

There is no need to request this service from Telkom as the phone monitoring system can 
do this. All SAEDF telephone costs are evidenced by itemized bills. 

ALmost every hotel SAEDF travel to provides itemized billings 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 staff for actual business calls. 

1.6 Timekeeping 
From 1998 to 2003 the South African and expatriate payrolls were prepared by the 
P~nanc~al Manager, approved by the Chief Financial Officer and paid by a payroll service 
provider. SAEDF forwards all earnings and deductions on a payroll spreadsheet to the 
service provider. The service provider calculates employee and company taxes, according 



to legislation, deducts than from the income and transfers the net salaries Into the 
emp!oyees' 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 approved by the Chief Financial Offtcer. All salary journals are prepared by the 
Firiancial Manager and approved by the Chief Financial Officer. At month end the 
Accountant and Financial Manager prepare a "Monthly control checklist". The list 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 review 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 
Febmary 2002. 

o Of these reconciliations the Chief Financial Officer or Financial Manager 
reviewed and signed all but 6 of them. 

1 o Payroll schedules were available for every month from February 1998 to 
I Seotember 2003. 

o The payroli 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 

the SAEDF bank accounts. 

Management agrees t rts 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 
f o m d e d  to the leave administmtor 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 1 above). 

Management agrees with condition 5. 

Condition 6 is incortect. Salary schedules are located in the pay1011 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 Office has been employed by SAEDF 
and the Financial Manager has therefore approved these. In the future the Chief F~nancial 
Officer or Chief Executive Officer (in the absence of a Chief Financial Officer) will be 
required to approve the payrolls. The Chief Financial OfficerIChief Executive Oficer 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. 

.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 
equivalent to the US$1,200. The lease payments were paid by SAEDF and allocated 
against the travel allowance as part of the Chief Executive Officer's salary deductions. 
The US$1,200 was effectively paid to the leasing company. The hoard also approved a 
US$4,000 housing allowance for the Chief Executive Officer. At the time the ZAR 
equivalent (+-ZAR 18,000) was deemed reasonable for the level of residential housing 
ap~roved 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 
hoard, decided to average the allowance over the Chief Executive Officer's contract (in 
other words it could not exceed US$66,OOO for the life of his contract). The surplus 
&counts charged were unallowabie 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 Comment: 
The Chief Executive Office ing of "Social development" investments. 
l hese investments could not exceed ZARl million and could therefore he approved by 
the SAEDF Internal Investment Cmmittee ("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 
or a detailed hoard book. The deals did not need to provide SAEDF with the desired 
hurdle rate or IS%, only the original cap~tal investment. 

Management agrees with the recommendation. 

.9 Redemption of shares 

Management Comment: 
See investment responses. 



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 e 

SAEDF reviewed the d only August and September 2002 were 
ruix,irig. The returns can be viewed tn th and Accounting. 
Management agrees that the returns were submitted after following month 

d the dates in question an e 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). 

Management agrees with the auditor's cause statement. 

Due to delays in receiving bank statements SAEDF Finance and Accounting department 
set the following monthly deadlines: 

o 7" of the following month - closure of prior month, 

o 10' of the following month - completion of trial balance, income statement and 
balance sheet (Accpac generated), 

o 15" of the following month - completion of all journals, reconciliations and the 
monthlyiquarterly reports. 

In this way the SF-272 (and SF-269) would be prepared using final monthly figures, aftel 
reconciliations and corrections. These dates were communicated verbally to USAID whc 
gave the indication that they were not concerned about the late submissions. The on14 
stipulation at the time was that SAEDF would not be permitted to draw any funds down il 
the returns were not up to date. 

In future management will "cut off' the processing of the month's transactions earlie1 
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 certair 
rranhaciions appearing in the incorrect month, thereby resulting in "over-" and "under-' 
provisions for certain expenditures. If possible management will post accruals for order: 
 laced (per the completed purchase orders) but not yet paid for. The Monthly Contro 
Checkfist has been used since the 199718 financial year and will be reintroduced anc 
enforced (with Chief Financial OfficeriChief Executive Officer review). 

1.11 Investment approval and disbursement 

Management Comment: 
See investment responses. 



.I2 Authorisation of bank transfer letters and cheques 

Management Comment: 
The bank transfer in question was a payment to the SAEDF appointed consultant for the 
USAID semi-annual review ("SAP) report. The consubnt 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. 

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 standmg instruction- that 2 signatories sign all cheques. 

It is understood that no employee can approve an amount above US$50,000. This being 
so would mean that the auditors comment, regarding the US$150,000 limit, is incorrect. 
The auditor's statement on hank transfer approvals i s  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. 



. Detailed findings -Internal contro1 issues (Nateriai weaknesses) 

.1 Appointment of emptoyees 

Management Comment: 
ExampJe I - 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 
wab eventually appointed. On certain occasions staff were promoted from junior positions 
or moved from other departments. Htstoricaliy, 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 accounting systems and fmancial controls experience was deemed 
necessaly 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. 

Management agrees with the cause. 

Management agrees with the recommendation. Previously the potential employee 
ver~fication was done by the recruitment agency, as SAEDF did not possess the necessary 
expertise. 

1.2 Design of policies and procedures - Travel 

Management Comment: 
This statement is partially correct. In later years staff were required to attach the air ticket 
stub andlor the boarding pass. It was decided by Finance and Accounting that the air 
t~cket was no guarantee that the flight had actually been taken and therefore the boarding 
pass had to he attached to the claim. The policy was also reliant on SAEDF Finance and 
Accounting department common sense e.g. if a hotel hill from the SADC counlq . -.. Lravcllid 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 h ~ s  tickel 
stub then it was not insisted upon for that person if the travel details were confirmed by 
the other. Management also rewewed all travel requests prior to departure (via the travel 
aurhorization form) and payments after returning (via the monthlylquarterly managemenl 
reports). 

Each investment group PA, as well as Finance and Accounting, kept copies of all travo 
forms. On inspection it was discovered that some forms were missing. It is not clea 
which per diems the auditors regard as excessive as the rates were strictly adhered to. It ic 
possible that per diems for accommodation may have been approved if the trip was urgen 
and no cheaper accommodation was available. To management's knowledge no trip! 
(excluding board meetings) were approved where the lodging per diem was above thc 
Policies and Procedures maximum allowable rate. 

in very few instances investment staff were required to travel with little or no notice. Thc 
trips were verbatky approved by the Vice PresidentlSenior Vice President and when thc 
PA had the oppomnity to complete the form it was completed and forwarded to t h ~  
department head for signature. Senior management received a detailed monthly repor 



(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 

I 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 'd not require senior investment managers to 
approve statements. the card attached all vouchers and signed the 
statement as acceptance of the itemized expenses. The senior manager would then review 
rhe 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 highlighted to the auditors 
during the subsequent internal audit. - 
It is understood that the chargeltrip in question relates to the Chief Executive Officer 
during 2002. It could not be established why the London expenses were paid for by 
SAEDF. However these expenses were queried by Finance and Accounting and were 

I 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. All movies and other non-business 
expenses incurred during SAEDF travel were deducted from the M&IE advance p a d  to 
the staff member, and therefore effectively paid by the employee. 

I 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 roomls. 

I 
- 

SAEDF regards their travel policies as satisfactory. However, the additions to the existing 
aolicies that SAEDF adopted informally should have been formally incorporated into the 

/ klicies and procedures manual (instead of via e-mail or internal memorandum). 1 
1 Management agrees with cause 2. 

Management 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 

Management agrees with recommendation 2. 

2.3 Completion of policies and procedures - Human resources 

Management Comment: 1 Although /*/OF prcvious1y 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 mplementing a formal appraisal and remuneration policyfsystem, which will 



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". 

Man~gement agrees with the recommendations. Management is currently in the process 
of implementing thisand should have the processes in place within the next six months. 

.4 Deslgii of controls -Bank transfers and Authorisation limits 

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" signatoly and I "B" signatory. Prior to sending the fax all bank transfers are 
reviewed by the Ftnancial Manager (who initials and dates the back of the transfer letter). 

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. 

SAEDF management did consider the use of Electronic Fund Transfers ("EFT') hut at the 
time it was declded that their use was still risky and SAEDF decided to continue with its 
existing system of cbeques and hank transfers. Management has reviewed the use of EFTS 
and has received board approval to effect EFT payments. 

Mm!ycmcnt di~agrees wit11 recomtncndation 3. I t  is not unllcrdood how changit~g 
authorization limits \\.ill have an) ct'fecr on control,. SAEDF considers their authorisation 
limits as satisfactory. 

1.5 Disaster recovery pla 

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 war 
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 anc 
mtormed of the potentially serious cons 

Management agrees with condition 2. S ster recovel? 
in 1997 as all admin and accounting was outsourced to Deloitte and Touche. SAEDI 
subsequently contracted the servtces of an IT consultant to install, monitor and update al 
of SAEDF Information Technology. 

Management understands their security responsibilities but the decision to task the Offia 
Manager with the responsibility was possibly an error. Management will institute reviev 
of the backup procedures by a senior oficial. 



Management agrees with the recommendation. 

2.6 Personnel documentation 

I iManagement Commemt: 
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 

the new fIR Manual. 

ployee 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 bad misfiled numerous 
documents. The documentation has since been re-filed and is kept in a locked office. 

I 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 
curricuiuk vitae's were found and filed in the appropriate files. updated job d&criptions 
will he ~ncluded a s p  

Management agrees that the recen / administered and safeguarded the el files. This error has since been rectified. 

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

Management Comment: 
ditor. It was management's 

decision that the use of equity accounting would be misleading as, at the time, the 
majority of SAEDF's investmen.@ were early stage or st&-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") 
guidetines for valuing early stage investments at cost. As the annual financial statements 
were unqualified and signed by the external auditors implies that they were in agreement 
with SAEDFs view. 

Management agrees with the cause (as above). 

Management agrees that the SAEDF Policies s should he amended. 

2.8 Authorisation of expenditure 

The person requisitioning the purchase has to be the person who signs the invoice, as his 
signature on the invoice is evidence of his acceptance of the goodservice. There is 
sufficient segregation of duties, as the person requisitioning the order does not approve 
the requisition. The second segregation of duties occurs when the Financial Manager or 
Chief Financial Officer signs the purchase order. The SAEDF Procurement Manual 
details the segregation of controls extensively. SAEDF did complete purchase orders for 



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, i.e.1810211997 to 
1410511998; 

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 
i n v e ~ ~ e n t  file. 

Cause 

SAEEF 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. 

As a result of the poor monitoring SAEDF investment staff did not identify a number of 
ireplarities at ERMC. ERMC was liquidated and SAEDF lost the total investment 
($900 000) they had made in the company. 

Reiomilrendarion 
The Contracting Officer should determine the allowability of $900,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment 



proceeded in acquiring further shares to the value of $2,946,138 in Maxiprest The total 
investment in Maxiprest amounted to $3,771,404. 

Cause 

n: 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. 

The Contracting Officer should determine the allowability 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. 

1 29 Eerste River Medical Centre (Cape) Ltd pERMC'7 

Monitoring of investment 

G~ierirr 

Paragraph G of Modification No. 06 to the Grant Agreements statec that the success ofthc I:und 
will hu ~udged on the extend to uhich the Fund, over the long term, is able to dewlop an 
inve>tment portfolio whose inflation adjusted value is at least equal to  the amount of funding 
providcd to the Fund for investment. 

After disbursement of funds the value of the investment portfolio is achieved through the 

SMDF did not monitor the financial position of ERMC or the strategies put in place by it's 

12 



llanual dated March 1996, which forms part of the Corporate Policies and Procedures were 
approved by the SAEDF Board and USAID Grants Oficzr. 

Guidelines and Procedures 
prior to approval and 

% The due diligence for the ducted after the initial 
investment of $825,265 had already been made. 

Cause 

m The condition is as a result of non-adherence to the Investment Policy by the former 
CEO. 

m The investment m; 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 
auestioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment 

Criteria 

Paragraph C of Modification N0.06 to the Grant Agreement states that the grantee shatl 
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 0 

Page 15 of the above-mentioned SAEDF investment Policies, Guidelines and Procedures 
Manuai states that "the full board shall Ratify all investment decisions made by the CEO and 
the investment committee of the board". 

er requires that the 
based on the business 

SAEDF purchased its initial shares in Maxiprest during April 2002, without any Board of 
Directors approval to purchase the shares. 

At the Board meeting in June 2002 man equested approval to purchase Maxiprest 
ares. This approval was not granted. 

espite no approval being given for iprest investment, SAEDF management 



1 28 Babele Mayiprest pMmiprestq> 

1.28.1 Target group 

Criteria 

Paragraph E.1 of Modification No. 06 to the Grant Agreement states that the Fund will invest in 
enterprises that are disadvantageA h ility to attract long-term capital investment from 
existing commercial sources 

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 accordingliare not 
considered to have difficulty attracting long-term capital investment 

was taken to invest in a 
listed company. 

EJYect 

$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 in 

1 loss to SAEDF on thi 

. The Contracting Officer should $170,240 in ineligible 
questioned costs and recover from S ined to be unallowable. 

Manapement comment 

1.28.2 Performance of due dilige 

Criteria 

the Grant Agreement states that the grantee shall 
licies and Procedures, which will be reviewed and 

approved by the Grants OEficer. The SAEDF Investment Policies, Guidelines and Procedures 



d'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 
f~nd ing  provided to the Fund for investment. 

Condition 

SAEDF did not monitor the investment in Ahanang and disbursed funds ($34,120) to 
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 

... . ~ . ~ ?  ~...~~. 
m Thecondition is the investment portfolio. 

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 
The Contracting' Officer should determine the allowability of $34,120 in ineligible 

questioned costs and recover kom SAEDF any amounts determined to be unallowable. 

Management comment 



7 27 Aknnffng Construction CC ("Ahanang 

1.27.1 Approval of investment 

C??te?+o 

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall 
provide USAID w~th  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 Oficer. 

Page i 5 of the above-me Investment Policies, Guidelines and Procedures Manual 
states that "the full board shalt 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 andexecutive 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 in Ahanang or 
that the SBEDF Board ratified the investment 

Cause 

Kecomn~endorion . 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. 



1.26.3 Targetgroup 

Criteria 

Paragraph E.1 of Modification No, 06 to the Grant Agreement states that the Fund will invest 
in enterprises that are disadvantage by the attract long-term capital investment 

ABCII 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 

. Present SAEDF management were unable to state why the decision was taken to invest in a 
listed company. 

Effect 

m $5,000,000 was invested in a manner that did not further the goals of the award. The 
investment of $5,000,000 is, therefore, raised as an ineligible 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. 

Mana~ement comment 



1.26.2 Investment limits 

Criteria 

Paragraph C of Modification N0.06 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 Pohcies 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 

On 27 August 2002 ShEDF made an investment of $5,000,000 in ABCH, which is in excess of 
tho policy amount 

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 authorization limit to 
$5,000,000 during a Board meeting held on 27 February 1999. However, this increase was 

. The investment of $5,000,000 was not properly authorised. The amount in excess of 
S1,000,000, i.e. $4.000,000 is therefore quest&ned as =n ineligible cost. 

Rrcomntmduiion 

- The Contracting Officer should determine the allowability of $J,000,000 in ineliriblc 



Detailed Findings 

L26 African Bank Corporation Holdings PABCH'Y 

1.26.1 Approval of investment 

Criteria 

P-.. drageaph - 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 U S N D  Grants Officer. 

Page 15 of the abovementioned SAEDF Investment Policies, Guidelines and Procedures 
Manual states, "The full board shall ratiiy all inveshnent 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 
j&ww&iudgment of the Fund's board of directors and executive management. 

Condition 

m 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 in ABCH or that the 
SAEDF board ratified the investment, i.e. management made the investment without 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 

The lack of approval for the investment of $5,000,000 results in it being ineligible and 
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 
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Summary of findings 
Compliance with agreement , laws and regulations 



the course and was not concerned if the employee left SAEDF soon after completing the 
course. 

Restructuring has no relevance on the training process. In 2003 SAEDF was instructed to 
%any on business as usual" during the Chief Executive Officer lawsuit and subsequent 
USAID audit. Had SAEDF cancelled training courses that staff were entitled to would 
have resulted in further staff morale and retention problems. SAEDF has always had a 
favourable training policy and sees the US haining course as a way of rewarding and 
developing the employee. Ft must also be mentioned that the US course frequently 
attended is the US 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 

.25 Program income 

Management Conunenf: 
The SAEDF accounting system was maintained by an accounting fum prior to Oct 1, 
1997. Reconciliations and records for the period comprised 1 cardboard box and were 
hopelessly inadequate. 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 accounts into the Reflow account 
on a quarterly basis. if the amounts were significant transfers were done more frequently. 
At the time of the auditors review it is posstble that the transfer had not yet been done, 
and the Reflow account balance was therefore lo have been. 

Management agrees with condition 4. Manage all existing (non- 
committed) finds for operations and investments before USAIDRlS 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 
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. 

1.26 to 1.45 - investments (insert here) 



The auditor's cause is incorrect. Management feel that the presentation of finaVcorrect 
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 finaUconect figures, instead of 
closing off the month and having to pass corrections in the following month. 

.23 Appointment of recruitment agencies 

Management Comment: 
Management agrees with condition a. Management agrees that SAEDF should not have 
paid the recmitkent 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 
maagement agree that the percentage 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 
ihnt the recruitment need of SAEDF would be sewed best by using one company. This 
would build a relationship with SAEDF and thereby reduce the time for recruiting new 
employees. 

with the auditor causes. However, the expenditure was incurred as a 
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 

nforce compliance with OMB Circular A-133. 

1.24 Training 

Mflnagpmemt comment: 
SAEDF, at the time, wuld not locate any suitably qualified private equity professionals 
The Chief Executive Officer rec~i ted  senior staff that had investment experience anc 
decided to train them in the USA - hence the course. The course was an extensive senio~ 
management course and the fee was reasonable at the time. There was and still is nc 
comparable course, in terms of quality, in South Africa. SAEDF has always adopted at 
employee-determined approach to training. While preparing the annual operationa 
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'! 
budget. The deparlmental head decides if the coufse will be beneficial to SAEDF and th~ 
employee or not. In addition budgeted amounts are provided for US training courses fo~ 
ths investment and Finance and Accounting departments. In 1998 it was SAEDF polic] 
that employees from Financial Manager and above (Finance and Accounting) and Analys 
and above Investments) qualified for overseas training once they had been with SAEDI 
for 2 years. It was SAEDF's view that the employee had already worked off the cost o 



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 "aavel" 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 South 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 SAEDF board ap ion of security systems for certain SAEDF 
cmpbyees (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. 

ent agrees wi 

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 thc 
reconciliation and prepare a journal entry comecting the error. 

The former SAEDF Chief Executive Officer approved the expenditure in order to hell 
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 balancr 
sheet. This account kept track of all expenditure that did not comply with Olva 
requirements. In September 2002 the Finance and Accounting department incorrectly re 
allocated the expense to the "promotions" account in the SAEDF income statement. 

is incorrect. 

Management regards the expenditure as allowable for the reasons mentioned above. 

Management Camment: 
The SF 272's for April 2003 to September 2003 have not been completed. 

For the period April 2002 to Januaty 2003 only August 2002, September 2002 are 
missing fiom the file, 

For the period October 1999 to May 2000 a11 returns are on file. Submission dates are 
1 communicated verbally to USASD 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. 



.I8 Bank reconciiiations prior to 1997 

Management Comment: 
The SAEDF accounting system was maintained by an accounting firm prior to Oct 1, 
i997. A Chief Financial Officer was appointed near the end of this period, but left 
SAEDF. En 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 
tlme 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 Financial Manager or Accountant as none of 
these positions existed. 

Management agrees wlth the 

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 completed. Management continuously improve controls in this 
area. 

!.I9 Bank reconciliations 1998 - 2003 

Management Comment: 
Bank reconciliations were performed monthly. The roconciiiations were performed by the 
Accountant and reviewed by the Financial Manager. Periodically the Chief Financial 
Officer used to randomly sample/review the reconciiiations. At month-end a "Bank 
reconciliation" checklist detailing all the hank account was initialled by the Accountant 
The Fmancial Manager would then review the bank recons and sign the "Monthly Control 
Ch~cklist". The Chief Financiat Offlcer reviewed the checklist every month, and copier 
of the signed checklists were attached to the monthty Management as  well as quarterl) 
Treasurer's reports for review by the rest of SAEDF management (Monthly anc 
Treasurer's reports) and the SAEDF hoard (Treasurer's Report onty). A review of the 
SAEDF bank reconciliations showed that the above procedures were adhered to for a vas 
majority of the period in question. 

The hank reconciliations were never reviewed by the Chief Executive Officer. Howeve] 
the Chief Financial OKicer reviewed the reconciliations on a periodic basis. 

Management agrees with the auditor's causes. 

Management agrees with the recommendations and will strive to continuously improv~ 
controls in this area. Management, however, do  not feel that it is necessary for the Chie 
Executive Officer and Chief Financial Officer to review bank reconciliations. Once th~ 
Chief Financial Officer is appointed he will periodically review the bank reconciliation 
performed by the Accountant (and primarily reviewed by the Financial Manager). 

l.2@ EJnreasonable costs 

Management Comment: 
Telephone expenses, while travelling, were charged to the hotel room and therefore to 



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 with condition 1.c. The updated HR policy, currently being 
compkted, 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. StaR 
strengths, weaknesses, deliverahles etc were all detailed in the appraisal form. The 
updated HR policy, currently being completed, will rectify these issues. 

L.17 Authorisation of expenditure 

Management Comment: 
The reason for an independent person reviewing the invoice was to prevent the possibilit). 
of fraud. However, with the introduction of the Procurement Manual this risk was 
eliminated as the originator approved the purchase requisition, the Chief Financial 
OfficerEinancial Manager approved the purchase order and then the originator approvec 
the invoice. It was SAEDF's view that as the originator was responsible for his owr 
budget he should also be required to approve the invoice. By approving the invoice thc 
originator checked the goods/sewice and his approval was acceptance that tht 
goods/service was acceptable. 

Accpac accounts payable module has a feature that prohibits the capturing of an invoia 
more than once. In addition, SAEDF policy was to only pay original invoices In thc 
event that an original invoice could not be found and SAEDFs accounts payable 
reconciliation confirmed that the invoice was outstanding then the payment was made. I 
is understandable that copy documentation was attached to expensec&ims as all original! 
were attached to the credit card statements (where payment was made by SAEDF credi 
card). Again, this is an example of the auditors misunderstanding of the processes 
involved. For travel reimbursements SAEDF used a spreadsheet that monitored tht 
expenses for each business trip as well as the reimbursements. In later years it does 
however, appear that this spreadsheet was not utilised and the possibility for reimbursing 
an employee more than once could occur. In future SAEDF will stamp the documentatior 
"paid" to avoid dupl 

Credit card ~o l i cv  was that documentation was attached to the orieinal credit cart . . - 
statements (Finance and Accounting allocated the copy statement for capture intc 
Accpac) The original statement was then signed by the cardholder and reviewed by thr 
department head. The missing credit card documentation was a result of misfiled credi 
card biatements and documentation by the recent Finance and Accounting staff. File: - 
were reconstructed without fully understanding the existing filing system, resulting ir 
documents being misplaced or misfiled. 

The auditor's cause is incorrect. However management does agree that the procedurt 
needs to be reviewed and updated. 

Management agrees with the re;ommcndation. In addition management feel that thr 
procurement process controls need to be enforced and updated. 



Finance and Accounting and legal departments. The primary cause was the lack of 
undmstandine. of the South African labour law and therefore a lack of understanding of - 
the steps necessary to affect the terminations. Historically the Finance and ~ c c o u n t i n ~  
department were informed of the isions after-the-fact and were informed 
of the month's salary to pay on te 

Condition 2 is incorrect. All te to 2003 had detailed workings 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 salaries expense account as the 
amounts were paid via the payroll syste 

The SAEDF board appointed a temporary Chief Executive Officer to administer the 
Fund. 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. 

1.15 Annual financial statements 

Managemenl Commenf: 
Management agrees with c he 2002 and 2003 annual external audits 
were stopped as a result of the US Regional Inspector General disqualifling SAEDF's 
extemal auditor from the list of USAID-approved auditors. 

s before the due date. For mosl 
ts were due to the following: 

o Finalisation of the audit report to management, 

o Approva ch of the external auditor with respect to compliancr 
with US 

Management agrees and will attempt to finalise the AFS uary 3 1, but as the 
process has been delayed by the auditors NSIG audit it will take a while to complete. 

1.16 Performance management 

Managemenl 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 SAEDI 
safe as they contained confidential information. At no time during the auditors audit werr 
SAEDF staff requested to provide these appraisals. SAEDF staff were appraised or 
performance for the past 6 months. 

%e appraiser would identify areas that required improvement and communicate the fact! 
tn the aooraised. The anoraised would then be reauired to identifv trainine courses tha .. ~~~ ~ . , . . - 
would assist in development in these areas. I n  the next appraisal the appraiser woulc 
again revidw -. these areas. Staff re~ponsihilities \sere detailed in their job dcscriprions MC 



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 

I of the exuensp: item on the hotel bilk divided by the exchange rate will equal the 

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 
meant 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 agre condition 2.d. The allocation of expenses to the correc~ 
expense account was due to management's desire to present accurate financials 
These re-allocations were u a result of the Chief Financial Officer 

were previously filed togethe 
with the cheque requisition. SAEDF is currently re-filing the cheques intc 
separate files. Note. Even though the cheques were attached to the requisition ; 
register was completed each month, and filed in the front of the chequ~ 
requisition file, indicating whether or not the cheque had been returned. 

The auditors did not understand the petty cash process. Al 
receiptslvoucherslinvoices were attached to the voucher in a separate "petty cash 
file. Only the reconciliation was attached to the cheque requisition. 01 
reimbursing the petty cash the cash on hand was counted by the Financia 
Manager and the petty cash officer. On receipt the same 2 people counted th 
cash. A receipt was signed and left in the receipt book. 

The auditor's causes are incorrect. 

1 Finance and Accounting files were retrieved from Metrofile. SAEDF will review a 
es 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 an 
procedures. 

SAEDF has managed to trace vimally all of the amounts that comprise the charge b 
understanding the processes mentioned above. The amounts are therefore allowable. 



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 hank 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 attached 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 cashhookdbank 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 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 stated was a 
cheque number was in fact an invoice number. A simple trace of the invoice, via 
the Accnac accounts oavable 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 is incorrect. Partly due to the problems 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 documen 

Condition 2.a is incorrect. All of the s post into the genera 
ledger, and then the generai ledger retrieves the information. In other words al 
the supporting documentation for accounts payabie will be attached to tbc 
payment. The only entries that are manually captured into the general ledger art 
journal entries. Journals are filed in separate files, with accompanyinj 
documentation. When batches are retrieved in all modules they must first b< 
printed before they can be posted. In this way there is always a printed copy o 
every transaction posted to the general ledger. On review it appears that some o 
the Accpac printouts have been misfiled and other missing altogether. Eve1 
though these batches cannot be re-printed till be viewed h 
the Accpac database. 

The auditors did not understand the process of correcting journal entries 
Essentiatty this was allocating an entry from one account into another. NI 
documentation was attached to the journal as it would be attached to the origina 
payment, and it would be pointless to copy every document. The payment ant 
invoice are traceable through the reference number given on the journal entry (vi 
the cashbook or accounts payable). Similarly, the auditors did not understand th 
workings of the suspense account. Expenses that cannot immediately be allocate 
to a px%cular account arc allocated to the suspense account. Once the true n a m  
of the expense is h o w  the amount is re~ersed out of the suspense account int' 



1.11 Unr~asonabIe/excessive travel expenditure 

Mmagement Comment: 
The Chief Executive Officer was of that he needed his Personal Assistant to 
accompany him to plan the hoard meeting, arrange board meals, take minutes etc. It was 
his view that it was not unusual for a Chief Executive Officer to take an assistant on trips. 

1 At the time the Chief E x ~ ~ u t i v e  Oficer' board travel. It was 

I her opinion that all senior managers should not travel on the same flight, due to the key 
man risk. However, it was incorrect for SAEDF to pay for the expenses while in London. 

1 Movies were ciassified as personal expenditwe 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 approved that SAEDF could incur 
expenditure on alcohol for business-related meals. The amounts were to be deducted from 
rwir-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 Off~cer's Personal 
Assisrant. This was agreed upon, as she was unhappy about travelling home alone at 
night. 

The auditor's ca 

SAEDF agrees that it must comply with applicable OMB requirements. SAEDF could not 
comment on the $1 10,334 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 aud~tors failed to provide SAEDF, after repeated 
requests, with the working papers for this amount. 

The auditor's cause is incorrect. 

SAEDF needs to allocate all such expenditure to a separate account so that it can bc 
, deducted from non-grant income. Management will perform the reconciliation anc 

prepare a journal entry correcting the error. 

Management agrees with recommendation 2. 

1.13 Anadequate documentation and audit trail 



However, t h ~ s  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 townlcity. If board 
members stopped off somewhere on the way to a SAEDF board meeting the 
accommodation expense was paid by the board member, not SAEDF. 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 wutd be found that the expense was paid by SAEDF (the invoice only indicates 
that the airfare was charged to SAEDF). It was noted that the invoice was also an 
iiinzrwy, and for this reason displayed the accommodatiou details. It was also noted that 
most of the US-based directors flew to Cape Town, stayed overnight, and then flew to the 
US. This is allowable as the South Africa to Atlanta flight can only fly directly to Atlanta 
at certain times during the year. The costs of the 2 flight routes are identical. 

The auditor's cause is incorrect (as above). 

SAEDF board expenses were monitored via the mont 
rcports and presented to the SAEDF hoard. 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 to sit on the SAEDF board the charges do not appear excessive. In 
future SAEDF management will make sure the chosen hotei accommodation complies 

I with the 
8 \lnnagement feel r l m  the procdurc.; adopted abow are snisfacrorl\. and do not reduce the I 

le \d of financial control. I'hurufim the uxpcnditure i j  allo\\able. 

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 
:he SAEDF credit card no lodging per diem was given. On approval of the travel form the 
travel request had to comply with the lodging per diem rates, and to managements 
knowledge did. Staff would then receive an M&IE per diem advance to cover expenses 
such as meals and other 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 hacking documentation. On very few occasions 

/ vouchers/invoices were missing. However in these cases, the employee in question had to 
I reauest 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 is 

Some of the documen erefore impossible to 
verify at this stage. However, SAEDF was able to recover a large portion of the disputed 
amounts via the Accpac accounts payable module. SAEDF is busy reviewing the Finance 
and Accounting files and will not encounter these problems again. 



these reports that the Chief Financial Officer and Chief Executive Officer never 
approved the trip would have been queried during their management meetings. 

ployee on the same level as the traveller approved. It is 
possible that one Vice President approved the travel of another Vice President. In these 

would have done so in line with their authorisation limits. 

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 informally should have been formally incorporated 
into the policies and procedures manual (instead of via e-mail or internal memorandum). 

Management 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 depamnent 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 
"!odgen card. This meant that the card was held by SAEDF's travel agent and was used tc 
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. Ir 
1998, the newly created Finance and Accounting department found the Diners Club credii 
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 credit card policy document. 

The Chief Executive Officer and Chief Financiai Officer were only required tc 
checWapprove the statements for staff in their own department or for one another, not f o ~  
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 reviex 
and acceptance. 

SAEDF staff were not permitted to use the SAEDF credit cards for personal expenses 



satisfactory and do not reduce the level of fmancial control. 

1 Management agrees that policies and procedures should he adhered to. I 
I 14anagement beliwes that the idea of a cuntmct committee is impractical for such a small 

oreaniration and the task can foml part of an employee'* job title. Management will also I - 
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 
n~mhaqel  if certain stem are followed. In this way the bureaucracy will be reduced and r------ , 
statf can concentrate on their primary job hnctions. 

Management feel that the procedures adopted above are satisfactory and do not reduce the 
level of financial control. Therefore the expenditure is allowable. 

1 1.7 Conflict of interest 
I 

Management Comment: 
The SAEDF hoard decided that as the SAEDF director in question was only a shareholder 
in the parent company, Adcorp Holdings Ltd, that there was no conflict of interest 
(SAEDF board responses to KF'MG Internal Audit 2003). Management no longer uses the 

I 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 board instructed the Chief Executive Officer to obtain the 
*&en 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 
inter& in the transaction. The hoard 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. 

I 
1 The auditor's cause is incorrect. 

1 Management agrees with the recommendation. 

1.8 Travel and Accommodation 

1 Management Comment: 
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 

I former stke so that quick referencing to travel documentation will be possible. 
I 

In very few instances investment staff were required to travel without notice. The trip 
was verbally approved by the Vice PresidentJSenior Vice President and when the 
Personal Assistant had the opportunity to complete the f o m  it was done and signed. It 

I must be mentioned that it was not possible to "hide" these trips as senior managemen, 
I received a durailed monthly repon (Accpac-generated reports as \\ell as the Internal 
~ t a n a g c m e t ~ t  Repon) showing the rrips mken during the pcriod. Had a trip appeared in 



The auditor's cause is incorrect (see above responses). 

I Management agrees with the recommendation. 

I 1.6 Procurement process 

Management Comment: 
Hrstorically quotes were obtained, according to the policy, for all purchases (excluding 
iegdj. However, the quotes were usually filed in a separate file by the OEce Manager 
and therefore are not evident to the auditors. SAEDF w1l2 correct the system to make sure 
that quotes are attached to the requisitionlorder. 

i McKinsey were appointed in 200011 to perform the SAEDF mid-course review. As 
SAEDF was established in 199415 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 

/ execntive session ofthe March 2000 board minutes. 

In response to condition 2, management bas since settled all outstanding amounts with 
McKinsey. 

I 
1 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 OME 
requirements. In September 2002 the Finance and Accounting department incorrectly re. 
allocated the expense to the "promotions" account in the SAEDF income statement. 

I 
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 an) 
success. The Chief Executive Officer at the time knew of the consultant and approachec 
her to provide SAEDF with a quotation. On receipt of the quotation SAEDF queried thc 
reasonableness of the amount with the Chief Executive Officer, who confirmed that thc 
amount was wlthin the parameters for the required work. As Chief Executive Offtcer hr 
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 wa 
USAID. SAEDF decided to replace the Contract Committee with the Office Manager. A 
the time the size of the organization as well as the low number of monthly vendo 
transactions made the Contract Committee impractical, Management at the time decide1 

1 ihirt the tasks of the committee would be better handled by the Office Manager. 

The supplier selection process was not formalized and was left as the responsibility of th! 
Office Manager. Management also instructed the Office Manager to use vendors owna 
by previously disadvantaged citizens (BEE). It was managements view that SAEDF' 
mlsston was also to help these companies "get off the ground" and would therefore giv, I 

/ them a higher "weighting" in the tender process. 

If any staff member was unhappy with the service offered by the vendor the Offic 
Manager would approach them or change to another supplier. As most of tbe selectio~ 
process was verbal, tt is accepted that the process should be more formalized. 

I 
1 Cause 1 is incorrect (see above responses). 

I Management agrees with cause 2, but feel that the procedures adopted above ar 



Officer's son. Thls 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. 

1.4 Bonuses 

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 agreeddisagrees with 
the recommended percentagedamounts. The final management authority on these 
amountdpercentages is the Chief Executive Officer, 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 bonusesiincreases 
were unacceptable were free to discuss the issue with the Chief Executive Officer. 

The auditor's cause is incorrect. Although the Chief Executive Officer had the final 
authority, his decision was influenced by the recommendations of the department heads. 

Bonuses are presented to the SAEDF hoard Personnel Committee on an annual basis for 
revview, along with the salary increase recommendations. The amounts were approved by 
the committee and are therefore allowable. 

1.5 Lack of completion of purchase orders 

Management Comment: 
On review of the files it appears that the rele me requisitions and orders had 
been detached from the cheque requisitionhank 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 additi ndget control sheets, which determine if the budget will be 

were not utilized at all. 

requisitions be approved by a senior officialhead of 
partment. However, it is possible that the auditors reviewed the purchase orders, not the 
rchase requisitions. On review of the Procurement Manual it is clear that the purchase 

requisition is the document that approves the purchase, not the 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 OfficerlFinancial Manager approves all 
payments and 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 stafl 
member who had failed to follow the ~rocedure each de~artment Personal Assistant war .. .~~~~ ~~ 

yi\en a sequentially nun~bercd requisition and order hooks. Non-adherence to thc policie5 
cjuld be traced via thc requisition'ordcr numbcr and thc offending Personal Assistant was 
reprimanded. The fault in the process was that the heads of these departments failed tc 
insist on compliance with the poiicies (and were sometimes the offenders) and therefore 

/ undermined the process. 



Condition h is incorrect. For the years 1598'to 2002 (and pan at.2003) form31 employee 
appraisals nerc held annually in August. The employec was appraised by hisher 
department head and then the department head would review the employee's appraisal 
with the Chief Executive Officer. If there was any d~sagreement between the department 
head and the Chief Executive Officer the increasebonus 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 opiniodattitude 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 given 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 Chief Executive Officer and was queried by 
Finance and Accounting. The issue in question was communicated by SAEDF to the 
Audit Committee chairperson and eventually led to the investigation of the Chief 
Executive Officer and his eventual removal from position. 

Management agrees with condition b.2. The then Chief Financial Officer forwarded 
an approved (by him) increase proposal to the Chief Executive Officer. The payroll 
was adjustod 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 increase was excessive. 

Management agrees with the recommendation. 

.3 CEO benefits 

Management Comment: 
Condition 1.a is incorrect. The SAEDF board approved a US$1,200 per month motor 
vehicle allowance for the Chief Executive Officer. The Chief Executive Officer did not 
receive the "free" use of a company car and a motor vehicle allowance. The vehicle 
allowance was included as income in his monthly salary and therefore was subject ta 
FICA taxation (USA). In turn, SAEDF leased a vehicle for the Chief Executive Officer's 
use. The monthly lease, petrol and satellite surveillance charges were then allocated 
again~t the allowance. Initially the allowance was the US$ equivalent of the ZAR lease 
charge for the vehicle. However, in later years the devaluation of the ZAR resulted in the 
$1,200 allowance (in ZAR terms) exceeded the lease charge (in ZAR) leaving a credil 
balance in the expense account. 

Condition 1.h is incorrect. The board approved a US$4,000 per month housing allowancr 
for the Chief Executive Officer. At the time the ZAR equivalent (+-ZAR 18,000) war 
deemed reasonable for the level of residential housing approved for the Chief Executive 
Officer. In later years the devaluation of the ZAR increased the figure in ZAR-terms. Ar 
SAEDF is a US entity, and the Chief Executive Officer's salary paid in US$ in the Unitec 
States (excl. allowances) it is irrelevant what effect the currency had on the allowance. 

According to the Chief Operating ct he was entitled to US$33,000 a yea 
to covet school costs for his children. The allowance was camed over to his term as Chie 
Executive Officer. It was unclear whether the year was a calendar year, SAEDF financia 
year or year from recruitment. The Chairman then decided, due to the urgency of thc 
matter, to approve the additional US$13,738 (e-mail attached to bank fxansfer). It wa! 
decided that the costs would be averaged over the SAEDF financial years. Thc 
US$l0,116 was unallowable as it related to the university costs for the Chief Executivt 



KPMGIUSIG Audit 
Final Report - Final Draft Management Responses (clean) 

. COMPLIANCE WITH AGREEMENTS, LAWS and REGULATIONS 

.I Timekeeping 

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 
("Finance and Accounting") department uses Monthly Control Checklists to sign off the 
main monthly accounting procedures (including payroll). Once the payroll has been 
prepared the fotlowing 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 auwoval, but will implement Chief Financial OfficerIChief Executive . . 
Officer signing oRthe payroll runs prior to 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 practical to stipulate what each employee is doing for each 
day of the weeklmonthiyear, 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 (incfuding 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, 
effectively, is therefore this approval. 

Condition 3 is incorrect. Staff attendance was, and stilt is, monitored via leave schedules. 
The leave days owed to staff were disptayed on their monthly payslips. Staff were 
required to submit leave schedules with prior approval from their manager. Excessive 
have days taken, contrary to labour legislation, were deducted from staff pay. However, 
the svstem was alwavs ultimatetv reliant on staff honesw and there was a oossibilitv of 
manipulation when staff were travelling frequently. For this reason it was possible that 
some staff may have taken leave wkhout approval. 

The auditor's causes are incorrect. Management is aware of the requirements of OMB 
Circular A-133 and feel that they have taken the necessary steps to comply. 

Management feel that sufficient steps were taken to control, review and monitoi 
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 thc 
SAEDF board personnel committee on an ann 'ew, along with the bonus 
and increase recommendations. 

1.2 Salary increases -Reasonableness 

. - . . . - . - - - - . -. . - . 
Salaries are presented to the SAEDF board Personnel Committee on an annual basis f o ~  
review, along with the bonus and increase recommendations. The minutes of thest 
meetings willindicate that the salaries were reviewed and the increases approved. 



2.13 Mnnitoring of investment 

Management Commnt.  
See investment responses 

2.14 Investment limits 

I Management Comment: 
See investment responses 



randomly sample/review the recons. At month-end the Bank Reconciliation checklist, and 
n 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 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. 

T.0 
I IIC 1r.tnk rwoncili:~tions wrr .  l iner  rr.\.ie\\r.d by the Chief l<sccutive Officer. Only the 
Chief Financial Oflicer re\ ie\\ed the reions (on a periodic bask). 

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 prunarily 
reviewed by the Financial Manager). 

!.I0 Conflict of interest 

Management Comment: 
Msnagement agrees. The director gave full verbal disclosure of her interest in the 
transaction. The hoard 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 incorrect. 

Management agrees with the recommendation. However, these policies are already ir 
$ice 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. 

!.i i Maintenance of records 

Management Comment: 
See investment responses. 

1.12 Due diligence process 

Management Comment: 
See investment responses 



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 been misplaced 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 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 retating the credit card transactions. 

All staff were required to physically identify busmess 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. It appears that the misfiling of these statementddocuments 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 
audltors Finance and Accounting is currently reviewing the f i h g  and controls relating the 
credit card transactions. 

As a rule, SAEDF did not make payments on copy tax 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 on payment then the payment was filed in the "payments awaiting original 
invoices" file. This file was reviewed every time payments were made. 

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 stafi 
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 requisit~odorder number and the offending Personal Assistant was 
reprimanded. The fault in the process was that the heads of these departments f a k d  to 
indst on compliance with the policies (and were sometimes the offenders) and therefore 

s with any system of control 
it is ulttmately reltant on t f the staff to the process was 
a direct result of the failure of SAEDF's other fnon Finance and Accounting) seniol 

ents. However, the failure to adherc 

Management agrees with the recommendation, and feels that the policies should br 
formally reviewed and updated. Once complete the SAEDF board and USAID approva 
will be obtained. Of considerable confusion is that the updated Poticies and Procedures 
manual was presented to the SAEDF board (incl. USAID) in 2001 and according tc 
SAEDF management's understanding was approved. However, it appears that tht 
approval was either not granted or not recorded. Had the document been approved i 
would have eliminated a large pottion of the mtsunderstandlngs created in the audit. 

2.9 Bank reconciliations: 1998-2003 

Management Comment: 
Bank reconciliations were performed monthly. The recons were performed by tht 
accountant and reviewed by the Financial Manager. The Chief Financial Officer used tc 



I d~sbursement and is incorrect to state that there were none found. 

exceeded prior to disbursement, were not utiti 

enwred 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 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 

approves the purchase, not the purchase order. 

supplier. As most of th 
be formalized. 

SAEDF decided to repla with the Office Manager. At the time 

of tine Contract Commi 

In the years 1998-2002 SAEDF did sign servlce contracts with certain vendors (excluding 
legal). 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 

ment a copy of the contract was attached to the payment. SAEDF has 
file and certain documents were missing, while other documents have 

13 



i.30 Frupac Limited (Zmbabwe) (Private) Limited (Tmpac') 

Maintenance of reeords 

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 hnds  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 

There is no approved journal voucher and supporting documentation for the foreign 

Present SAEDF management were unable to give a reason for the condition. 

Effect 

as to the authenticity 
1 is questioned as an 

Recommendation 
The Contracting Officer should determine the allowability of $123,581 in unsupported 
questioned costs and recover from SAEDF any amounts determined to be unallowabfe. 

i2.lanapement comment 

- 

1.31 Gi!i Greenworld rGili') 

1.31.1 Approval of investment 

Criteria 

Paragraph C of Modification N0.06 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 ihe Corporate Policies and Procedures were 
approved by the SAEDF Board and USAID Grants Otficer. 

Page 15 of the above-mentioned SAEDF Investment Poticies, Guidelines and Procedures 
annual states that "the full hoard 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 
14 



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 

Tbe 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 hoard ratified the investment, i.e. management made the investment without 
the required approval. 

Present SAED unable to state the reason for the investment not being 

Effect 

The lack of approval for the investment results in the investment of $1,916,783 being 
ineligible and is therefore a questioned cost. 

Recommendation 

The Contracting Officer sbould determine the allowability of $1,916,783 in ineligible 
Questioned costs and recover %om SAEDF any amounts determined to be unallowable. 

1.31.2 Investment limits 

Criteria 

Paragraph C of Modificat~on 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 Offler. 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".2 

Condztzon 

DF invested the foltowing amounts in Gili: 

15 February 2000 Disbursement $1,227,078 

15 February 2000 Closing fee $12,286 

7 Angust 2000 Disbursement $670,645 

7 August 2000 Closing fee =$- 

% 1,916,783 



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 
&e SAEDF Board increased the Investment Policy Committee's authorisation limit to 
$5,000,000 during a Board mee n 27 February -F999j-lpeeHowever, the increase 
was never formally approved by 

Eifect 

rn The investment of $1,916,783 is in contravention of the policies approved by USAID, and 
the amount in excess of $1,000,000 is therefore questioned. 

ould determine the allowability of $916,783 in ineligible 
d to be unallowable. 

Management comments 

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. 

es 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 disbursoment 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 ofthis agreement. 

Subsection C "office visits1* 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 lor USAID representative may request 

. , 
current financial information from the fund inctuding tho 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. 

.. ...~ .......... .. .. .. .. . . . ........ ~.. .  . ... . ~ .  

tment in K&P was not 
quarterly reports in the 

vestment staff did not 

SAEDI' were not able to detect the deterioration in K & P's operations and financial 
position. 

Had SAEDF monitored the investment more vigorously, these could have been identilied and 
SAEDF could have re-aligned its proposed position in K&P, or have had a more 63 hands-on 
approach in ensuring that the de1iciencir.i vrere adequately addressed. Accordingly SAEDF 
may not have had to write-off its investment in K&P. 

Recommendation 
The Contracting Officer should determine the allowability of $437,072 in ineligible 
questioned costs and recover from nts determined to be unallowahle. 

Management comment 



1 33 Kagiso Ventures Private Equity Fund l ("Kagrso17 

1 33.1 Due diligence 

Criteria 

Paragraph C of Modification N0.06 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 

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, 

Efleccr 

. 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. 

Reiomntendation 

The Contracting Oficer should determine the allowability of $3,184,127 in ineligible 
questioned costs and recover from SAEDF e unatlowable. 

Management comment 



Criteria Para~raoh C ofModification No. 06 tes that the mantee shall 
nrnvid~ U S A ~ D ' W ~ ~ ~  ;he C;rporate Policies and ~rocedures, which wdl be reviewed and r - 
approved by the Grants Oflzer. The SAEDF Investment Pohcies, Guidelines and Procedures 
Manual dated March 1996 that forms part of the Corporate Policies and Procedures, were 
approved by the SAEDF Board and Grants Oflcer. 

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 

SAEDF invested the following amounts in Kagiso for a 1 1,32% interest in the partnership: 
!2 Jan 2000 Disbursement $ 185,620 

12 Jan 2000 Disbursement $ 234,466 
31 Mar 2000 Re-imbursement $ (74,410) 

20 Mar 2000 Disbursement $ 558,749 

26 July 2000 Disbursement $ 49,782 

29 Jan 2001 .Disbursement $ 43,846 
23 Aug 2001 Disbursement $ 502,564 

3 1 Jan 2002 Disbursement $ 29,750 

29 AiigiiXG Disbursement $ 358,592 

27 Jan 2($& Disbursement $ 33,558 
8Aprq2Q03 ;, Disbursement $ 710,655 

27 June 2S&3J "Disbursement $ 506,471 

5 Aog 2003 " , Disbursement - $ 44.484 

$ 3,184,127 

of the policy limits. 

In the absence of a definition of "fund's value", and for the sake of practicality and a conservative 
approach we have uniformly appiied the $1 million threshold as the investment limit in 
computing questioned costs. 

Cause - ~ 

hlanagement believed that the limits, as set out in thc criteria, were increased due to the fact 
that the SAEDF Board increased the inwstmcnt Policy Committee's authorisation limit to 
V.000.000 during a Hoard mwinrr. held on 27 ~ebrua& 1999. However, the increase was . .  . - - 
never formally approved by USAJD. 

Effect 

S2.154.127 of the investment of $3,184,127 was n, 
therefore qucstioncd a ineligihle. 



Recommendation 
"-8 . - IIIG Contracting Officer should determine the allowability of $2,184,127 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Criteria 

Pn~agraph 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 
ayp~oved by the SAEDF Board and Grants Officer. 

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures 
Manual states thaf for equity investments, the "maximum investment shall not exceed 
$1,uuu,U00 or 2% of the fund's value whichever is less".4 

Condition 

SAEDF invested an amount of $1,200,000 in the purchase of preference shares in KSHL. 

This is in excess of the policy limits. 

Cause 

Management believed that the limits, as set out hi 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 

The investment of $1,200,000 is in contravention of the policies, as approved by USAID, and 

n the absence of a definit d's value", and for the sake of practicality and a 
conservative approach we 
have uniformly applie eshofd as ent limit in computing 
questioned costs. 

1.34.2 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 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 US$. During the redemption 
process it was, however, noticed that the Investment Agreement stated that the preference shares 
would he redeemed in Zimbabwean dollars (Z$) and not in US$. The Z$ was already 
deteriorating in value at the time of the investment. 

An Internal Discussion Drail, dated February 9, 2000, prepared by Mr. Jesse J. Spikes (Long 
Aldridge &Worman - 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. 

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

Effect 

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

Recommendation 
The Contracting Officer should determine the allowability of $646,308 in ineligible 

questioned costs and recover h m  SAEDF any amounts determined to he unallowahle. 

Management comment 

1-35 Liqurjird Foudv Limited ("LFL ") 

Monitoring of invcsmcnt 

Criteria 

Paragraph C of Modification No. 06 to the Grant Agreements requires that the succcss of the 
Fund will be judged on the extent to uhich the Fund, over the long term, is able to dcvclop an 
in\.estment pontblio whose inflation arljustcd value is at least equal to the amount of funding 
provided to the Fund for investment. 

After disbursement of hnds the value of the investment portfolio is achieved through the 
n m  



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 
$rants 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 ofices of the 
fund, and a sampling of the finns which have received loans or equity from the funds. In 
preparation of these field visits, the project officer and lor USAID representative may 
iequest current financial information from the fund including the financial statements 
reported t o  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 receive for its own information. USAID also may request various information related to the 
monitoring issues listed in subsection D. 

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 ofthe monies received by the investee 
from SAEDF. Furthermore, no decisive corrective action was taken for defaults or contraventions 
nf 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 
takil?g 3cti3n when problems became knwn .  Ultimately they \rrote off the full investment in 
LFL.70 

Recumn~endution 

The Contrasting Ofticer should determine the clilowability of $1,180,000 in ineligible 
questioned costs and rwovcr from SAEDF any amounts determined to be unallo\\~able. 

Management commrnr 



1.36 Mrgkon (Ptyj L~lA~~rorrrosrrr I "Megkon'~ 

136.1 Prohibited investmentv 

C'rirrria 

Paragraph C of Modification No06 to the Grant Agreement states that the grantee shall 
p:o,:iJc lJSAlD \ r i t h  the Corparate Policies and Procedures, uhich will be reviewed and 
approved by tbe Grants Oflicer. The SAEDF In\,estment Policies, Guidelines and Procedures 7 
anual dated \larch 1996, nhich forms pan of the Corporate Policies and Procedures were 
approved by the SAEDF Board and USNI) Grants Oficcr. 

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 defence 

In the initial due diligence 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 
"Copcrate Market in South Africa". 

Dr Piet Stokers, the C Managing Director, who established the company in 
1982, was the leading aeronautical engineer responsible for the development of the 
"Rooiviik" -a military helicopter - for the South African National Defence Force (SANDF). 

The minutes of a Megkon Board meeting held on March 1, 2001 details dtscussions 
regarding the various companies within the group. For the Consulting Services (CS) the 
comment madftAis that "Military consuttation is profitable. We intend to remain in this 
market for as long as it makes a positive contribution to cash flow." 

From the above it can be seen that SAEDF was invotved in prohibited industries. 

Cause 

Resent SAEDF management are unable to state why the provisions of the Grant 
Agreement were contravened. 

Effect 

SAEDF invested in a prohibited industry. Accordingly, the entire investment of 
$5,267,036 in Megkon is questioned as an ineligible cost. 

Recommendation 

The Contracting Officer should determine the allowability of $5,267,036 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment 



1.36.2 Investment limits 

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 Crants Officer. The SAEDF Investment Policies, Guidelines and Procedures 
~ a n u a l  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 limitation refers to initial 

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. 

Effect 

The investment of $3,767,036 was made in contravention of the Grant Agreement. The 
amount in excess of $1,000,000, i s .  $2,767,036 is therefore questioned as an ineligible cost 

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. 



Reccrmmendatron 
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. 

1.363 Monitoring of investment 

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the 
h n d  will be judged on the extent to which the Fund, over the long term, is able to develop an 
investment punfolio whose inflation adjustcd value is at lead equal to the amount uf funding 
prrn ided to the Fund for investment. 

AFrer disbursement of funds (he value of the investment portfolio is a s h i e d  througli the 
continuous monitoring of the investment. 

The Grant Agreements enclosure 1, Cicnenl Provisions, paragraph 9 "Reporting and 
evaluat~on", subsection i3 "progress reviews" stares : thv focus o i  the progress reviews will be the 
exchance of inlimnation regarding the owrail health and performance of the fund, the current 
status 07 future requirementsfor US Government funding, the funds compliance with the terms of 

field offices of the 
from the funds. In 

ntative may request 
current financial information from the fund including the financia1 statements reported to "the 
fund by @ye&,a. USAID does not intend that new reports be prepared for 
this purpose, but rather woutd expect to receive working papers that the fund would routinely 
preptan: or mceive for its own information. USAfD also may request various informat~on related 



to the monitoring issues listed in subsection D. 

Condit~on 

As per the September 2001 quarterly report, it was noted that: 

The comoanv was technicatlv insolvent. Megkon had a nerative net asset value due to . . - - 
the huge batancu of $1.99111 million relating to shueholder's loans, and 

Liabilities exceeded Assets. which rejults in reckless trading. 

A Discounted Cash Ilow, Valuation was performed, and reported as: 

Valuation of Company (Alcar model) $2,034,544 

Valuation of SAEDF's Investment $309,250 

Even after the above financial issues and information, a funher amount of Sl,500,000 was 
p n t u d  and disbursed to Mepkon Limited during October 2001. SAEDI: decided to put 
hkgkon into liquidation on Junc 7, 2002, a mere 9 months afier the additional dishursen~cnt 
of funds to Mepkon. 

the additional funding to 

SAEDF put their funds at un-necessary risk in disbursing further funds to Megkon and 
ultimately wrote off the additional $1,500,000. 

Rrcommendutron 

The Contracting Officer should determine the allowability of $1,500,000 in ineligible 
questioned costs and recover from SAEPF any amounts determined to be unallowable. 

Man 



Monitoring of Investments 

Criteria 

Section D.1 of Enclosure 2 to the G r m  Agreement states that "The Fund's primary activit). will 
h r  m provide financial resources and sen ices through the investment of risk capital in protitable 
opportunities throughout Southern Africa." 

Parsgraph G of hldifii>tion No. 06 to the Grwt Ageuments >tates that the success sf the Fund 
wi!l be judged on the extent to \\hich the Fund, over the long term, is able to develop an 
in\estment portfolio nhojr. innxion adjusted value is at least equal to the amount of tlnding 
pro\ ided to the Fund for investrncnt. 

be the exchange of in for ma ti^^ regarding the overall health and pe r fomkie  of the hnd,  the 
nds compliance with 

field offices of the 
from the funds. In 
representative may 

financial statements 
ports be prepared for 

this purpose, but rathe; would expect to receive working papers that the-fund wo;ld'routinelv - .  . 
pr-receive for its own 'information. VSAID also may request various information 

related to the monitoring issues listed in subsection D. 

Condition 



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 ikcembcr 2002 report indicated that thc fund (MEF) had only made one investment of 
5180,000 up to that date. This means that from the date that SAEDF disbursed the funds of 
S8S2,000 on September 28, 2001, up to December 31, 1002, SAEDF's i'unds were earning 
interest to the advantage of \IEF and not yielding an) returns for SAEDF. I t  should further 
he notcd that thc $180,000 investment by M E t  was alio funded proportionately by the other 
investon in MEF. Even though only one investment had been made by bIEF's management 
uu~~lyutly, the latter still received monthly management fees, which were funded from the 
disbursements made to MEF by SAEDF. The effect ofthis is that the initial funds disbursed by the 
various investors were being evliausted through management fees and other expcmes 
wliile no other investments were made. 

Cause 

SAEDt- did not have a formal monitoring policy. Investment stair did not adequately 
monitor the investment in MEF. 

Effect 

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. 

Recommendation 

The Contracting Officer should determine the allowability of $882,000 in meligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment 



7.38 iLPeta/.v (Ilosure Group South Ajiica Limited ("MCG'Y 

1.38.1 Approval of investment 

Cri!er!c 

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 he 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 Oficer. 

Page i 5  of the above-mentioned SAEDF Investment Policies, Gu~delines and Procedurcs 
Manual states that "the full board shall Ratify all investment decisions made by the CEO and 
the investment committee of the board". 

Sect~on 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 
committee of the board, do not indicate that the mvestmeut committee of the board approved 
the Investment in MCG or that the SAEDF board ratified the investment, i.e. 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 ineligible 
and is therefore a questioned cost. 

Recommendation 

I h e  Contracting Officer should determine the allowability of $2.159,036 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

ilfanugement 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 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. 
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Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures 
Man~lal states that, for equity investments, the "maximum investment shall not exceed 
$1,000,000 or 2% of the fund's value whichever is less",6 

Condrtion 

SAEDF invested $2,159,036 in MCG, which is  in excess of the policy limits. 

Cause 

Management believed that the lim~ts, 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 mee 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, 
i.e. $1,159,036 is therefore questioned as an ineligible cost. 

Recommendution 

The Contracting Ofticer should determine the nllouabilify of $1,139,036 in ineligiblequestioned 
costs and recover from SAEDF any amounts dctcrmincd to k unallowable. 



In the absence of a definition of "fund's value", and for the sake of practicality and a 
consewative approach we 
have uniformly applied the $1 million threshold as the investment limit in computing 
questioned costs. 

L 39 Ostrick 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 
certification has been made in accordance with Section 547 that such assistance under this 
Grant is not likely tocause a loss ofjobs within the United States." 

Condition 

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 Ostn'ch Production Namibia is exempt from paying all taxes and 
duties"; 

SAEDF did not requesuohtain the required appro\,al from the Grant'> Oflicer for the investm~.nt in 
OPK. 

Courr 

Prewnt SAEDF management are unable to state why the required approval was not uhtained. 

67,670 in ineligible 
allowable. 

Management comment 

1.39.2 Interest paid 

Criteria 



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 

In the loan structure between SAEDF and OPN, SAEDF invested $1,100,000 in a fixed 
deposit account with Commercial Bank of Namibia ("CBON). SAEDF then took out a loan 
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 paid by SAEDF on the loan from CBON is unallowable in terms of OMB 
Circular A-122 and the interest of $246,481 is therefore raised as a questioned cost. 

Recommendatron 

The Contracting O f c e r  shou allowability of $246,481 in ineligible 
questioned costs and recover fro any amounts determined to be unallowable. 

Management comment 

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 Off~cer. 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 OEcer. 

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 
di!igence 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 held shares in PASH, which is a 
conflict of interest under the rules of their profession. 

Cause 

ement are unable to state the reason for the investment associates 
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 
$1,054,731. ' , 

Recommendation 

Faragaph C 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. 



After disbursenlent of funds thc. value of the invesiment portfolio is achieted through the 
continuous monitoring of the invcrtment. 

'l'hc Grant Agreement's enclosure I, General Pro\isions, paragraph 9 "Reporting and 
evaluation", iuhsection B "progress reviews" states : the focus of the progress revieus will 
be the exchange of information regarding thc overall health and performance of the fund, the 
currcnt status of lurure requirements for IJS Ciovernmcnt funding, the Funds compliance \kith 
the tcrms of this agrcement. 

Subsection C "office visits" states that USAII) uill visit the home and field offices of th' 
fund. and a sampling of the firms which have received loans or equity from the funds. In 
prepw~tion of thebe field \isits, the project officer and lor (!SAID representative may 
request current financial information from the fund including the financial ~wtcments 
reponeJ to thc fund by investces. L'SAID does nor intend that new reports he prepared for 
this purpose, but rathe; 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 disbursed $1,023,109 to PASH and commitment and closing fees of $31,622 during 
June 1998. The only quarterly report on the investment fiies was dated August 10, 1999, 
which was more than a year after disbursement. 

There were no financial statements or management accounts for PASH on file. 

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 hut 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 
fik to suggest that SAEDF tried to rewverthe funds. 

Cause 

Pissent SAEDF management were not able to state why the investment was not 
monitored or an attempt made to recover the funds. 

Effect 

As a result of poor monitoring, SAEDF found out too late that their funds had been mis- 
ent ent in PASH after ifs liquidation. 

The Contracting Officer should determine the allowability of $1,054,731 in ineligible 
questioned costs and recover fiom SAEDF any amounts determined to be unaiIowable. 

Management comment 



Criteria 

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall 
provide USA!D with the Corporate Policies and Procedures, which will be reviewed and 
approved by the Grants Officer. The SAEDF Investment Policies, Guidetines and Procedures Manual 
dated March 1996 that forms part of the Corporate Policies and Procedures, were 
approved by the SAEDF Board and ~ r a &  Ofticer. 

Page 8 of the above-mentioned SAEDF Investment Policies, Guidelines and Procedures 
Manual states that, :foror-equity investments, the "maximtun investment shall not exceed 
$1,000,000 or 2% of the fund's value whichever is less".? 

AJD. amount of $l,OS4,73 1 was invested in PASH, which exceeds the policy limits. 

Cause 

Managemenr 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 

The investment of $1,054,73 1 is in contravention of the policies, as approved by USAID.The amount in 
excess of $1,000,000 is therefore questioned. 

Recommendation 

of practicality and a 
old as the investment 



. The Contracting Officer should determine the allowability of $54,731 in ineligible 
questioned costs and recover from SAEDF any amounts determiued to be unallowable. 

Management comm 

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 
dared Mar~h 1996, which forms part of the Corporate Policies and Procedures were 
approved by the SAEDF Board and USAfD Grants Oficer. 

Page 15 of the abovementioned SAEDF Investment Policies, 
Manual requires that the due diligence process must be pe 
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. f 999, SAEDF invested an additional 
$1,718,238 in ABN. 

The iniriai 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 inadequate due diligence was 
perform 

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 



requests for more investment funds. The full investment of $6,718,238 in ABN was 
ultimately witten o 

Recommendation 

The Contracting Officer should determine the allowability of $6,718,238 in ineligible 

1.412 Investment Limits 

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 Envestment Policies, Guidelines and Procedures 
~ a n u a i  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 limitation refers to initial 
investments only and not additional funding). 

Condition 

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 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, 



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 Contrzting Officer should determine the allowability of $4,000,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Munugement comment 



1.41.3 Indigenous participation 

Criteria 

Section E.2 of Enclosure 2 to the Grant Agreement states that; "The Fund will invest only in 
indigenoiis firms." "fndigenous" firms, means those with an indigenous majority ownership 
or a 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 Stoan Financial Group, a $4 billion 
Durham, North Carolina financial services group, NAA and its affitiate New Africa 
Management specialise in providing investment advisory services to US institutional 
investors. 

SAEDt's invuctment in ABN therefore resulted in 100% of the equity shareholding of ABN 
being held by L'S funded organisations. 

Cauw 

Present SAEDF ~nanag~rncnt w r c  unable to state the reawn for the investment in ABN. 

Recommendation 

The Contracting Officer should determine the attowability of $6,718,238 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comment 

1.41.4 Monitoring of investment 

&term 

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the 
Fund wilt 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 
continuous monitoring of the investment. 



T?x Grant Agreement's enclosure t, General Provisions, paragraph 9 "Reporting and 
evaluation", subsection B "progress reviews" states : the focus of the progress reviews w~ll  
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 
L, . rrrr; terns 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 finds. In 
preparation of these field visits, the project officer and lor USAID representative may 
request current financial information from the fund including the fmancial 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 

At the SAEDF Directors meeting held on 25-26 September 2000 the problem situations in 
the investment portfolio were discussed. The first problem investment discussed was TVA and the 
comments ~ m d e  included the following: 

.The company is experiencing capitalization problems as a result of low performance." 

Apparently, the company has also been hurt by the departure of New Africa Advisor ("NAP) CEO and 
the torensic audit of the company currently under way." 

The Coca-Cola Company has found 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 TVA during 2001. 

Present ShEDF management were unable to state the reason for the decision by the Board to provide 
additional funding to TVA. 

E ' W  

SAEDF placed its funds at u risk by disbursing funds t hat did not appear to have 
the means of becoming prof entire investment had to be written off. 

Recommendat~on 

The Contracting Officer should determine the allowahility of $1,718,238 in ineligible questioned costs 
andrecoyer from SAEDF any amounts determined to br u~allowable. 

- 

.Ifm~ugement cummenr 



L42 Ubambo Telecommunications (Pty) Ltd ("Ubambo'? 

Spirit of the Grant  Agreement 

Crrteria 

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-politicai 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) Ltd, i.e. Ubambo was purchasing the minority 
shamholc!er&rights in CellSAf to strengthen their own shareholding 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 :heir stake in the hands of a few wealthy individuals. 

t 

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 

The amount disbursed in this investment, i.e. $59,070 is questioned as an ineligiblecost 
due to the fact that it is in clear contravention of the spirit of the Grant Agreement. 

Recommendafion 
The Contrcting Officer the allowability of $59,070 in ineligible questioned costs and 
recover from SAEDF any amounts determined to be unaliowabte. 

nagernen! comme 

Criteria 

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the 
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Fund will be judged on the extend to which the Fund, over the tong term, is able to develop 

the 

and 
will 

, the 
with 

Subsecrion 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 toms 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, hut rather would expect to receive working papers that the fund would routinely 

formation. USAID also may request various information 

Condition 

SAEDF invested $949,676 in VCF. There were only annual financial statements for the year 
ended 29 February 2000 in the investment file. Quarterly reports were 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 quarterly reports only reflected the financial performances of the companies into which 
VCF had made investments, it never reflected the results and financial status of VCF as a company. 

There are no management accounts on file for VCF. 

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 
tire finmiial statements and management accounts. 

Effect 

SAEDF w a ~  not in a position to monitor the investment sufficiently without the required 
financial documents, and were thus not aware of the true financial position of VCF. As a 
result of this SAEDF did not take all steps necessary to maintain the value of the investment 
portfolio. 

The full investment of $949,676 in VCF had to he written off, arid is questioned as a result of 
the negligent manner in which SAEDF monitored the investment 

Recommendation 

The Contracting Oficer should determine the allowability of  $949,676 in ineligible 
questioned costs and recover 6om SAEDF any amounts determined to be unallowable. 



Management comments 

Interest paid 

in ierrrrs of paragraph 23.a(l) oF USAID Circular No. -A-122: "Costs incurred for interest on 
borrowe4 capital or temporary use of endowment funds, however represented are 
unallowable 

interest of $2,554 (including a double interest payment) was paid 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. 

Recommendation 

The Contracting Officer should determine the allowability of $2,554 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowable. 

Management comments 

1.433 Maintenance of records 

Cr$er;a 

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 zpplication of funds for all Grantee-sponsored activities, and (iii) enable the 
Grantee to accurately determine Grant balances, book balances and reconciliation of hook to 
Grant balances." 

Condition 

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

Generai ledger Amount - $ entry date 

7 April 2000 $27,333 

3 1 January 200 1 , $21,277 

6 July 2001 , $19,726 

Total $68"36 

The approved journal voucher (9134) 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 

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 
disbursementdprovision. 

The disbursed amount of $68,336 as well as the provision of $9,927 is thus questioned as 
ineligible costs 

Recommendation 

The Contracting Officer should determine the allowability of $78,263 in ineligible questioned costs and 
recover trom SAEDF any amounts determined to be unaltowable. 

Management comments 

Paragraph G of Modification No. 06 to the Grant Agreements requires that the success of the Fund will 
be iudged 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 
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 ofthis 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 cumnt  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 puipose, 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 
rcidied io ilrc monitoring issues listed in subsection D. 

Condition 

S K D F  disbursed funds of $1.050. 000 to ZAPP in July 1998. ZAPP went into receivershir, 
in 2001. Only 5 quarterly reports were prepared during 

During the course of SAEDF's investment in ZAPP certain information relating to the use of 
SAEDF tunds- and poor internal controls of ZAPP were brought to the attention of SAEDF 

vet, did not take any action. 

Cause 

Present SAEDF management were unable to state the reason for the poor initial 
monitoring or  the lack of decisive action when breaches of the investment conditions 
were 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 unnecessaryrisk by not taking decisive action. 

ZAJp was $aced into receivership and the total investment in ZAPP written off resulting in 
the dectine of SAEDF's investment portfolio value. 

Recommendation 

The Contracting Officer should determine the allowability of $1,050,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowahle. 

Manaaement comment 

Paragraph C of Modification No.06 to the Grant Agreement states that the grantee shall 
pruvide USAID with the Corporate Policies and Procedures, which will be reviewed and 
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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 b the SAEDF Board and Grants Officer. 

Page S v p A n o  above-mentioned SAEDF Investment Policies, Guidelines and Procedures 
Manual states that, for equity investments, the "maximum investment shail not exceed 
$1,00d,lWor2% of the fund's value whichever is less"? 

Condrtron 

SAEDF's initial investment in ZAPP amounted to $1,050,000, which is in excess of the 
policy limits. 

Came 

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 formatiy approved by USAID. 

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 $I million threshold as the investment limit in computing questioned costs. 
Effect 

The investment of $1,050,000 is in contravention of the policies, as approved by USAID. The amount in 
excess of $1,000,000 is therefore questioned. 

Recommendatron 

The Contracting Officer should determine the allowability of $50,000 in ineligible 
questioned costs and recover from SAEDF any amounts determined to be unallowahle. 

Management comment 



1.45 Ruushi Copper-Cobalt mine 

Investment outside target area 

Criteria 

Sc~tiou 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 
small and medium-sized firms, in the southern Africa region, specifically, Angola, 
Botswana, Lesotho, Malawi, Mozambique, Namibia, South Africa, Swaziland, Tanzania, 
Zambia and Zimbabwe." 

Paragraph C of  Modification N0.06 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 Grants Officer. 

Page 10 of the SAEDF Investment Policies, Gu~delines and Procedures Manual dated March 
1996 and approved by the SAEDF Board and USAlD states that the fund shall not invest in 
ventures or transactions involving mining. 

On July 2, 2002 SAEDF disbursed $500,000 (which they subsequently recovered) f w  a 
prnyo'ed investment in'tfce 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 
Repuhlic."of Congo (DRC), which did not encourage the creation and expanslon of 
indigenous emerging enterprises in the Southern Africa region. 

The initial site visit was performed on the 2nd 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 

Cause 

The condition is as a result of wilful non-compliance to the Grant Agreement by theformer CEO. 

Effect 

SAEDF invested in a country outside the mil specified in the Grant Agreement and in an 
industr). prohibited by its lnvcstmmt Policies Guidelines and Procedures htanual. 
SAEDF recouped the investment that uas made in the company but incurred 
unalluwable expunses of $ 1  1,294 and a foreign exchange loss of Sl1,677. 

Heconiniendurion 

The Contracting Officer should determine the allowability of $22,971 in ineligible questioned costs and 
recover from SAEDF any amounts determined to be unallowahle. 

.tlunagen~mr coninlent 






