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UNITED STATES OF AMERICA

AGENCY FOR INTERNATIONAL DEVELOFMENT
REGIONAL INSPECTOR GENERAL/AUDIT

UNITED STATES POSTAL ADDRESS INTERNATIONAL POSTAL ADDRESS

BOX 232 POSY OFFICE 60X 30261
APO N.Y. 09675 NAIROBI, KENYA

March 11, 1988

MEMORANDUM FOR DIRECTOR, USAID/Kenvya, Mgé Steve(%‘j?iiii%E;\~__
Qb

FROM: RIG/A/Nairobi, Richard C. Thabet

SUBJECT: Audit Report No. 3-615-88--02-N, Non-federal
Audit of USAID/Kenya's Drought Emergeicy Food Program

Attached is a copy of subject audit report. The report presents
the results of a Mon-rederzl financial and compliance audit of

Kenya's Drought  Freruency rood Program. Yenya's  Drougnt
gmergency Food Proqgram was desicned ko assist the Government of
the Xenya to import an A.I.D. conation of 120,700 metric tons of
corn valued at over ©.S. &28.5 million to alleviate food

4 <rought conditicons of FKenya. The
acczpt an»out 49,000 tons of corn and
d stcrage became the subject of a

shortaces caused bv the ]
Government of Kenva did no
its unlozding, handli-g, an
dispute,

The audit was resguested by USAID/Kenya and was made by the
Certified Public accounting firm of Deloitte Hsskins and Sells
under the =zupervision of the Regional Insprctor General for
Audic/Nairobi. The audit objectives were fto: (a) determine
whether the financial statemeats and c¢osts claimed by the
National Cereals and Produce Roard in connection with the Drought
Emergency TFood Program presented fairly cos“s resulting from
program implementation; (b) ensure propriety and reasonableness
of costs; and, (c) determine whether the National Cereals and
Produce Board complied with the laws, regulations, and agreement
provisions. In addition, the CPA firm analvzed the potential
problems and disputed costs uncevered by the RIG/A/Nariobi
limited survey and determined their cause and effect on program
procedures and costs.

Deloitte Haskins and Sells audited claims amounting to FKenya
Shillings (K8) 13,622,773 (abou: $832,688) which had  been
subnmitted by the National Cereals and Produce Eoard to handle and
manage the 40,000 metric tcns of corn hetween May 1, 1985 and
October 22, 1985. . In the opinion of Deloitite Hzs3kins and Sells,
not all costs cubmitted by the National Cereals and Produce Board
were fair or proper costs of the progranm.

Deloitte Haskins and Sells arrived at the following conclusions

regarding the costs submitted by the National Cereals and Produce
Board. A total of XS 7,222,165 ($441,453) were proper program
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This report determines that A.I.D. should bear costs claimed by
NCPB of Kshs 7,222,165 (5441,453). ., The report disallows and
questions costs that are not proprietary or reasonable. This
report disallows costs of Kshs 6,187,978 ($378,238) claimed by
the NCPB for the reasons that (a) the costs were not of a nature
agreed to by A.I.D.; or (b) the rate of charge exceeded the
rate generally applied at that time; or (c) the costs were not
incurred by the Cove Trader's consignment of corn during the
period of title by the United States Government (USG). Costs
amounting to Kshs 212,630 ($12,997) are questioned for the
reason that the cost is of a nature expected, but no supporting
documentation was available.

It is not possible to state whether NCPB complied with the

agreement provisions as there was no formal agreement in force
during, or subseguent to, the period when ccsts were incurred.

(ii)
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GOK, through its letter of June 27, 1985, asked USG to
repossess all the grain ex-Cove Trader. A.1.D. acceded to this
request through its letter dated July 17, 1985. Due to lack of
independent legal interpretation we are not able to determine
whether title passed from GOK to USG on June 27, or July 17,
1985.

For the purposes of this report we have assumed that title
passed when USG acceded to the request of GOK on July 17, 1985.

A.I.D., through its letter of June 17, 1985, asked GOK, through
the Kenya Ports Authority and NCPB, to give assistance in
dischargirg the grain which was still in the Taiwo and the King
George and stated that USG would meet all the relevant costs,
transportation f{rem the port to warehouscs, provision of
gunnies, bagging and storage. The lalter acks for assistance in
having the corn discharged, including acceccs to berihs. We have
assuned that the lalter reievant costs shonld be bocne by the
charter party or its agents.

The request for assistance was implicitly granted on June 14,
1985,

We nave assumed that all costs incurred in handling and storage
of the corn on board the two vessels on June 17, 1985 were the
responsibility of A.I.D., irrespective of who hold the title to
the corn. We note that vif-loaling of tnhis corn froin the
vessels Jid aot ceinnence until June 26, 1505.

After A.I.D. had requested ~nd been oranted permission to
discharce the corn from the Taiwo and the King Groiye, NCPB
advised A.I.D. in its letter dated June 27, 1985 (Appendix ),
of the provisional cost rates applicable to that exercise. The
rates are noted in Table A of Part I of this report.

Our review of the correspondence, discussion with officials and
examination of invoices revealed some of tlhese rates to be
lacking in definition. For example, the cost of transport per
trip was quoted as Ksh 115.50, without indication of the tonnage
per trip.

We have included our comments on this problem, where necessary.

From our review of the charter party agreenent we noted that the
ship owners were responsible for all discharging expeuses,
Therefore, we have assumed that all port expenses should have
been met by the ship owners or agents.



We reviewed letters from A.I.D. to NCPB dated July 2, 1985,
August 20, 1985 and April 4, 1986. These letters relate to
charges to be made by NCPB to A.I.D.. We note, however, that
the latter letter refers to a letter from A.I.D. to NCPB dated
September 12, 1985. A copy of this letter has not been

produced to us and we assume that its contents do not contradict
any of the other evidence.

We understand that title to the corn passed to Tarbert Trading
Limited on October 22, 1985, although we have seen no third
party evidence to this effect.

Exhibits 1, 2 and 3 tables provide details of the disallowed and
questioned costs. These show the following categories of
disallowed and questioned costs:

- The cost of ship cleaning (Kshs 103,200; $6308) was
disallowed because chip cleaning forms part of the discharge
costs, which should have been borne by the charter party.

- Transport costs (Ksh 8€9,530; $53,150) were disallowed
because 269 trips did not relate to the Cove Trader corn, and
tite rate per trip applied did ¢orrelatve to the prevailing
suppplier rates. '

- The cost of wharfage (Kshs 629,970; 533,507) was disallowed
as this cost was to be borne by the receiver, GOK, and there
was no subsequent authorization to transier the charge. ¢

= The cost of nhzndling (Ksh 663,851; $40,883) was disallowed
as it should be borne by other parties.

= The cost of gate passes (Kshs 1275; $78) was disallowed as
the form part of discharge costs to be borne by the charter
party.

- Casual labour (Ksh 186,942; $ 11,427) was disallowed as the
cost forms part of discharge costs to be borne by the charter
party.

- Customs charges (Ksh 13,625;: $833) were questioned as there
was no supporting documentation available.

-~ Miscellaneous costs (Kshs 180,000; $11,002) were disallowed
as NCPB advised us that there was no supporting
documentation. '



Fumigation costs were disallowed (Ksh 40,571; $2,480)
because the internal rate charged by NCPB exceeded the
prevailing rates, and also there was no proof as to the
quantity fumigated. Costs were questioned (Ksh 2,489; $152)
because of uncertainty as to which corn was fumigated.

Cost of gunnies (Ksh 2,383,987; $145,720) were disallowed as
the charge did not relate to corn bagged during A.I.D.'s
title to the corn.

Handling and storage costs were disallowed (Kshs 1,100,546;
$67,271) as the charge related to periods when the corn was
not under title to USG. Part of the cost was questioned
(kshs 196 ,516; 512,012) as there was no supporting
documentation,

Storage of 3554 bags was disallowed (Ksh 23,106; S1,412)
because the charge related to periods when title to the corn
did not rest with USG.



B. Compliance and Internal Control

Compliance

There were no compliance issues not already discussed in Section
A of the report.

Internal Control

In our verification of the existing internal and accounting
controls of NCPB, we concentrated mainly on the purchasing and
payment procedures as relating to (a) transport f{rom the port to
the warehouses; (b) warehousing; {c¢) gunnies; and (d) casual
labour. In doing this, we held discussions with NCPB staff and
carried out walk through tesis to corroborate the documented
procedures.

In our opinion, 5tzff of an arpropriate nature and seniority
wera employed by NCPB in the ieolated arecs, We found no

evidence of {raud, abuse or 11lezal crivcaditures or acts by NCPB
in relaticn to the transacticas cxanin.d DYy us.

cur opinion, adeguate sy:tems were in force to protect the
Cove Trader corn stored against loss.
s of NCPB relative
o~
-

We found the interral and accounting contro
satisfactory except in

Lo the typos of tronzactions listed above
the arcas set out bLelow. '

Ship Cleaning

Ship cleaning charges were authorised by NCPB per note 1 of
Exhibit 5. HNCP8 should either not hove authorised the cleaning
or, if it should have done so, a charge should immediately have
been raised either by Kenya Ports Authority or NCPB on the ship
owners (or agents).

Recommendation

If NCPB zuthorises ship cleanirng charges, it must check the
terms of the charter party agreement and ensure that the charges
are borne by the correct party.

Transport Rates
We were sdvised that the transport rate is fixed by a committee

chaired by the Managing Director of NCFR. The rates are then
conveyed Ln writing to all the transporters.

10



We note that:
- no minutes of the committee were available;

- in our review of transporters' files, we only found one
letter written to M.0.M. Alamin dated September 13, 1984
advising a transport rate of Ksh 115.50 per trip of 5 tonnes;

- 1if the rate of Ksh 115.50 per trip of 5 tonnes was generally
applicable, this conflicts with the rate paid in respect of
the Cove Trader maize note 2 of Exhibit 5 and NCPB was
overcharged in respect of transport.

Recommendations

- Committee meetings which fix the transport rates should be
minuted and retained.

- All transporters should be advised of the applicable
transport rates for both bulk and bagged cargo from the port
to the warchouses. A copy of this advice should be filed in
the transporters' files.

= Steps should be taken to ensure that payments made to
transporters (or other suppliers) are in accordance with
proper authority. '

Transport Capacity

During our visit to the port, we found low sided three tonne
Canter trucks loading corn. We were assured by the Tmport
Coordinator that they can carry three tonnes. However, we
understand that, in fact, the low sided Canter trucks hold
slightly less than 3 tonnes, and that this could account for a
difference of 3.9 percent in weights noted by us in reconciling
the Cove Trader discharges.

Recommendation

We recommend that checking as to the capacity of the low sided
Canter trucks be carried out by NCPB to determine whether
further action is required.

Charges to be Raised on A.I.D.

NCPB did not include in their claim to A.I.D. the accrued
liability for transport provided by the National Youth Service.

11



Recommendation

We recommend that controls be instituted by NCPB to ensure that
liabilities for services rendered are accrued and appropriately
charged.

Verification of Transporters' Invoices

The NCPB payments clerk sometimes uses the port tally sheet
controls that record movement in and out of the port, to verify
transporters' invoices instead of the warehouse tally sheet
controls. This results in the possibility of paying a
transperter for cargo that left the port, but may not have
arrxived at the warcehouses,

Recommendation

Transperterz' invoices should be verified with warehouse tally
sheet countrols.

Cesual Iabcurers
woere advised that the decision to hire casval labourers was
taken at noctings attended by the Cuepot Manangyer, Tmport
Co-ordinator, Cashier, Area Accountant, Area Auditor and the
Fort Control Oiricer (noie 4 of Exhibit 5). In oar revicw, we
were unable to see any proper justificacion of the variations in
employment of casanals. Ho minutes ¢f Lhe mect’ags were
availablz to corcoborate the hiring of the casaals.

2

Recommendation

Minutes of such meetings, indicating the number of casuals to be
hired, should be maintained at the depot for independent
verification.

Bandling and Storage

Over and undercharges for handling and storage by other
warehouses were not known to NCPRB, due to failure to reconcile
grain stock records cr stock recorés of gunnies used with
storage charges levied on NCPB,

Recommerdation

We recommend that warechousing charges raised by other warehouses
be checknd monthly fcr over and unaerstatement by reference to
grain stock records. :

12
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Restacking Chargqges

As noted in note 9(b), of Exhibit 5, restacking charges were
paid by NCPB to Mbaraki Warehouse. We believe that these
charges should not have been borre by NCPB.

Recommendation

We recommend that greater attention be paid to the authorisation
of expenditure of this nature by NCPB. '

Employment of Casuals and Overtime Working at Third Party
Warehouses

In our review of employment of casuals at the warehouses and
overtime working (sce note 9(a) of Exhibit 5);, we wore advised
that oveortime is contracted and paid solely at the discretion of
the warchouse managers. The overtime bill for work by the
casuals is passed to NCPB for payment. In our verification of
costs, we noted that NCPB officials do not have any method of
verifying such bills.

Recomm« ndation

NCPB should discuss with the warehouse officials a tighter
system of control of hiring warehouse casuals and their overtime
working, as borne by NCPB.

¢
Control Qver Bag Stocks

After bulk corn is delivered to the warehouses, the casuals
employed at the warehouses bag the corn and weigh and stitch the
bags. After weighing, every bag is marked on a pre-numbered
tally sheet. Every day this tally sheet is used for preparation
of daily bag purchase advices. These big purchase advices
should be used by the depot to update their daily bag stock
records. In our review, we came across late purchase advices
which meant that the above procedure was not being properly
followcd (up to 3 months late).

Recommendation

Proper control of the recording of bagging, the daily
preparation of bag purchase advices and agreement of stock
records should be instituted at the warehouses.

13



C. Other Pertinent Matters

Lack of Agreement Between A.I.D. and NCPB

There was no written agreement, formal or otherwise, between
A.I.D. and NCPB as to the rates chargeable in respect of costs
relating to the grain off-loaded by NCPB on behalf of A.I.D., as
authorised by GOK.

By its letter of June 27, 1985 NCPB advised A.I.D. of rates
applicable for the handling of grain. This letter included a
statement that NCPB wouid, on the return of the Finance Manager,
verify that the charges quoted were the only charges applicable
during the handling of grain. No such confirmaticn followed.

A.I1.D. replied on July 2, 1985 referring to a meeting betwaen
representatives of NCPB and A.I.D. on Jun2 26, and accepting the
rates quoted in the letter of June 27, bLeing at the rame time as
appearea during the exchange of previcus ALILD. relief shipucats
A.T.D. requested that a copy of the letter be countersigned by
NCrB as agreement to rates guoted previously. a.I.D. tollewed
up their reguest ¢n Sepuenber 12, 190635 (we understand) and also
~n April 4, 1986 with letters requesting confirmation of the
rates chargeable,

As far as we are aware, NCPB did not confirm “he rates or
respond to the A.I.D. letters on the subizct.

]
USAID/Fenya should ensure that rates of charge are formally
agrced, preforably before the costs are incurred, though we
appreciate that this may not alwavs be pcosible. A.I.D. also
should ensure that rates or terms quot«d by third parties are
adequately defined. For example, nCPR guated KShs 115.50 for
transportation per trip. This rate was the then current rate
for a five tonne load, and in the evantuality A.I.D. grain was
transported mainly by 3 tonne trucks.

14



Undercharges

We note below known charges which have not yet been raised on
NCPB and would, presumably, be chargeable to A.I.D. in the event
of charge to NCPB.

Ksh $
Transport by NYS - 458 trips
at Ksh 115.5¢ 52,899 3,233
Handling - 28589.58 MT at
KGhs 57 per MT = Ksh 1,629,606
Less: cnarge acceptod 414,926
————————— 1,214,C80 74,247
1,267,579 77,480

here may alszo be a small ¢dditional
charge in roeupact of sturasge.

3
(]
=~

e concluda thot NCP3 shovld raise a charce on ALILD
Ksh 1,867,572 (5 77.40) if they have paid the charae

S.

-15


http:2,.1589.5P







Costs accepted are costs which are proprietory and reasonable
and should be borne by A.I.D.

The exchange rate applied is 1 U.S. dollar = 16.36 Kenya Shillings,

which 1s a mid rate petween June 1985 and October 1985.












Throughout this report, we have used an exchange rate of 1 US

dollar = 16.36 Kenya shillings, which is a mid rate between June
1985 and October 1955,
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EXHIBIT 5
(Page 12 of 14)
Category 6 allocation comprises:
(1) A charge from Kimashi Warehouses of Ksh 131,609 ($8,045),
for which there was no invoice available;

(1iY A charge of ®sh 812 ($49) on Mbaraki Warehouses invoice
number 27242 which did not relate to the Cove Trader corn.



Summary of note 9 allocations

EXHIBIT 1

Handling
Re-stacking
Marking
Overtime
Storage

TOTAL

Ksh

3,33

1,083,915

7

41,2364

242,182
1,209,517

EXHIBIT S
(Page 13 of 14)

Questioned Disallowed

Ksh Ksh
472,473

196,516
- 3,837

- ‘31944
- 187,267

433,025

Total 2,580,815 196,516 1,100,248 1,283,753

TOTAL 1 C2 3 C4 Cé6
EXHIBIT 2 $ $ $ S S $
Handling 65,73 28,880 - 25,362 - 12,012
He-stacklng 35 - - - - 235
Marking 2,528 241 - 2,287 - -
Overtime 14,803 11,446 3,357 - -
sturage 73,332 12,299 5,076 5,016 42,447 R,094
Total 157,752 22,566 ¢,076 36,022 42,447 ), 341

EXHIBIT 3

Ksh

Handling
Fe-stacking
Marking
Overtime
Storage

Total

a0

5

]

3,83

1,083,:15

3

41,364

)

\
-

¢c,B2

242,182

1,202,5

7

b

564,893

Ksh

473 - 414,926
319“)4 - 371420
7,067 - 54,055

209 99,555 82,000

93,445 539

2

HCPB did not agree the disallicwance of thess costs,

Note: Cl - C6 1

*o the categories in Exhibit 4.

Accepted
Ksh

4.4,926

37,;20

54,915
776,492

Ksh Ksh

- 196,516
- 31837

624,432 132,421

664,432 332,774



EXHIBIT §
(Page 14 of 14)

10. Storage charge for 3,554 bags - Ksh 39,290 ($2,401)

We have verified the charge made for storage of 3554 bags from
port tally sheets, warehouse records and hand-over certificates,

We have allocated this storage cost on the basis of 3480 bags
(or 313.2 MT) at the rate of Shs 3.65 per ton per week for 34
weeks, 34 bags or 3.06 MI'. at the same rate for 19 weeks and 40
bags or 3.6 MT at the same rate for 16 wesks. We have allocated
the cost to the appropriate categories as follows:

KSh S
Categery 1, disallowad - 8,502 489
Catagory 2, disallowed - 3,429 210
Categeory 1, nocepted - 16,184 389
Cateygery 5, disaliowed - 11,675 713
Total 39,230 2,401

NCPB 4id not ~agree the disallcwance cf tiis cost.

Costs accented a3

r which are propristory and reasonable and
shiould be Loulae by

Thie ecrchaage rate applied is 1 U.5. dellar = 16.36 Kenya Shiilings,
ra o

which is a mic te between June 1965 and Cctober 1965.
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APPENDIX 1
UNITED STATES GOVERNMENT

memorandum

or, USAIS>/Kenya

~

Hausman,,

Mission Response to thewNon-Federal Audit of USAID/Kenya's

Drought Emergency

Richard C.

Food Prougram

Thabet, RIG/A/Nairobi

We accept Recommendation No. 1 of the Draft Audit Report,
2/9/83:

Discussion:

1) Accept a total of KShs, ;

2) Cnlags suvperting doc available
©0 nOT ATCEeDL Charges 1 997);

3) Disallow & total of ¥Srs., 5,187,973 (§37%,228) of
ClEfera 3 CCEtE eAplained 1n une report which
are nox- vziid, proeper or reaconatble under
f "‘&'? )r‘::

L4

We uncerscand from the Draft Audi: findings tha:t some
Dregram costs, anounting to KShs., 1,267,575 (877,480), are
Known services verforimed by the lazional Youth Service (NYS)
that were not cpnzrged to tne NCPB., Therefore, “he NCPS ha
not soudht reimbursenent from USATD, It was JSAID's
understancing at trne time of the coerazion tha% the NYS
services were either voluntary urnder the GOX Fnsrgency
Drougnt Reliel 2Prozram Or sSuch SOrvices were oSraviaed £or
Zrom *he GOX Haticnal Fami-e Relisf Fund. Tt is our opinion
that J82ID should nct ce ljable for such ©nsSts since o

cost3s wWere 1ncurred by tne NCPB, Tnerefiore we sequest that
Reccmmenaation No, 2 be eliminated,

OPTIONAL FORM *113, 10
tREV. 1-80}

CSAFPMR(4ICHF
Hil-114

% GPO

a-11.8

1565 0 = 451-275 (41:)1},\



Mission Director, USAID/Kenya

AA/AFR
AFR/EA/KS
AFR/CONT
AA/XA
XA/PR

LEG

GC

AA/M
M/FM/ASD
SAA/S&T
PPC/CDIE
AA/FvVA
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DIG
1G,/P?0
I1G/LC
IG/EVS5/CaR
AIG/C
RIG/Z/N
IG/Psa
RIG/A/C
RIG/A/D
RIG/2/M
RIG/:a/S
RIG/A/T
RIG/A/W
RFMC/Nairobi
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