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USAID/RIGA POST OFFICE BOX 30261 
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APO AE 09831-4102 

January 22, 1993 

memorandum 
TO: Ted D. Morse, Director, USAID/Zimbabwe 

FROM: Everette B. Orr, RIG/A/Nairobi 

SUBJECT: Audit of International Crops Research Institute for the Semi-Arid Tropics -
Zimbabwe Grant No. 613-0254-G-00-3029, Audit Report No. 3-613-93-09-N 

Attached are five copies of an agency-contracted financial audit report of International 
Crops Research Institute for the Semi-Arid Tropics (ICRISAT) - Zimbabwe Grant No. 613­
0254-G-00-3029. The accounting firm of Price Waterhouse Meyernel, South Africa 
performed the audit. 

In September 1983, USAID/Zimbabwe signed a grant agreement with ICRISAT for $14.8 
million to implement the Regional Sorghum and Millet Research Project No. 690-0254 for 
the Southern African Development Coordination Conference. Additional funding was 
authorized to a total of $29.95 million over the life of the project. The project is scheduled 
to end in September 1993. The objective of the project is to increase the production of 
sorghum and millet with good consumer acceptance, local adaptation and pest resistance.-
The audit covered expenditures totalling $19,325,810 for the period January 1987 through 
December 1991. 
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The objectives of the audit were to: 

audit the auditee's Fund Accountability Statement and express an opinion as to 
whether the Fund Accountability Statement presents fairly, in all material respects 
and in conformity with the basis of accounting described in the report, the use of 
funds in accordance with the grant agreement; 

consider the auditee's internal control structure in order to determine the auditing 
procedures for the purpose of expressing an opinion on the Fund Accountability 
Statement and to report on significant internal control deficiencies and material 
weaknesses; and 

test the auditee's compliance with the terms of the grant agreement, as part of 
obtaining reasonable assurance as to whether the Fund Accountability Statement is 

*free of material misstatement, and report on any identified material instances of 
noncompliance. 

The auditors issued a qualified opinion on the Fund Accountability Statement, questioning 
$384,688 of ineligible costs. The report on the internal control structure did not identify any 
material weaknesses. Further, the report on compliance identified material non-compliance 
issues relating to utilization of funds for non-project related activities and failure to calculate 
annual overhead rates. 

The draft audit report was submitted to the auditee and USAID/Zimbabwe for comments, 
and their comments (Appendix I and Appendix II) were incorporated in the final report by 
Price Waterhouse Meyernel. We agreed with Price Waterhouse Meyernel's response to the 
auditee and USAID/Zimbabwe comments as sumrr rized in the repurt. We are including 
the following recommendations in the Office of the Inspector General audit recommendation 
follow-up system. 

Recommendation No. 1: We recommend that USAID/Zimbabwe determine the 
allowability and recover, as appropriate, from International Crops Research Institute 
for the Semi-Arid Tropics questioned (ineligible) costs of $384,688. 

Recommendation No. 2: We recommend that USAID/Zimbabwe obtain a plan of 
corrective action from International Crops Research Institute for the Semi-Arid 
Tropics to improve its compliance regarding: 

2.1 utilization of funds for project related activities; and 
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2.2 the need to calculate annual overhead rates. 

We consider Recommendation Nos. 1 and 2 unresolved. Recommendation No. 1 will be 
resolved upon receipt of a final determination of the allowability of the questioned costs. 
Recommendation No. 2 may be resolved upon USAID/Zimbabwe's agreement to obtain a 
plan of action to implement the above mentioned recommendations. Recommendation No. 
1 can be closed upon issuance of a bill for collection or other provision for fecovery of any 
amounts determined to be unallowable. Recommendation No. 2 can be closed by supplying 
this Office with copies of the plan of action to implement the recommendation regarding 
compliance. Please respond to this report within 30 days indicating actions planned or 
already taken to implement these recommendations. 

Thank you for the cooperation extended to Price Waterhouse Meyernel and Regional 

Inspector General for Audit representatives during the audit. 

Attachments: a/s. 
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1.2 	 AUDIT OBJECTIVES AND SCOPE 

The objectives of this engagement were to: 

audit the auditee's Fund Accountability Statement and express an opinion as to 
whether the Fund Accountability Statement presents fairly, in all material respects 
and in conformity with the basis of accounting described in the report the use of 
funds in accordance with the grant agreement; 

consider the auditee's internal control structure in order to determine the auditing 
procedures for the purpose of expressing an opinion on the Fund Accountability 
Statement and to report on significant internal control deficiencies and material 
weaknesses: and 

test the auditee's compliance with the terms of the grant agreement, as part of 
obtaining reasonable assurance about whether the Fund Accountability Statement 
is free of material misstatement, and report on any identified material instances of 
noncompliance. 

The Mission also requested that the auditors assess: 

" 	 the financing of ineligible costs (e.g. office tea, parties, legal fees) 

" 	 accuracy and validity of an overhead rate of 15% being used by 
ICRISAT 

" 	 non-submission of sales tax receipts to USAID/Zimbabwe so that a 
claim can be forwarded to Government of Zimbabwe for 
reimbursement 

* 	 home office or Bulawayo office costs that appear extraordinarily high 
(e.g. possibly due to replacement of high value capital items, 
increases in salaries in Hyderabad or increased allocation of 
Hyderabad staff time and salaries to USAID grant) 

* 	 the high utilization of grant funds that will only cover expenditures 
planned through October 1992 instead of the project completion date 
of September 1993 

" 	 review of all costs for allowability, allocability and reasonableness. 
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The scope of the audit included the annual financial statements, accounting records,
underlying source documents, memorandum records, contractual documents and 
correspondence, the overhead rate calculations prepared by ICRISAT and the financial
audit report of the Regional Inspector General for Audit/Nairobi, performed in June 1987,
for activity from project inception through March 31, 1987. The period of our examination 
was from January 1, 1987 through December 31, 1991. Expenditures of $6,840,607 
were tested out of a total of $19,325,810. 

We did not have an external quality control review by an unaffiliated audit organization asrequired by paragraph 46 of Chapter 3 of Government Auditing Standards since no such 
quality control review program is offered by professional organizations in South Africa. We
believe that the effect 	 of this departure from the financial audit requirements of
Government Auditing Standards is not material because we participate in the Price 
Waterhouse worldwide internal quality control program which requir3s the Price 
Waterhouse Johannesburg office to be subjected, every three years, to an extensive 
quality control review by partners and managers from other Price Waterhouse offices. 

1.3 	 METHODOLOGY 

Price Waterhouse conducted the initial survey of the accounting records from December 
12 to December 1991 ICRISAT offices PW16 at the near Bulawayo. subsequently
prepared its audit work plan for approval by RIG/A/N, secured approvai and performed the 
fieldwork at Bulawayo from February 3-28 1992, April 14-16 1992 and at ICRISAT 
headquarters in Hyderabad India from March 30 to April 10. PW completed their final tests 
at Bulawayo on April 27 and May 8, 1992. Report preparation was performed at our 
offices in Johannesburg. 

The audit steps performed included: 

" 	 meeting with USAID/Zimbabwe officials to discuss Mission audit concerns, 
survey results, prior RIG audit reports, absence of standard mandatory grant
provisions and audit schedules 

* 	 reviewing the grant documentation (grant agreement, amendments, PILS, 
standard USAID provisions to the extent applicable), project
correspondence, budgets and program evaluations to gain an understanding
of the goals and objectives of the grant, the activities being financed by
USAID, the types of costs incurred under the project, and the financial 
procedures and requirements placed upon ICRISAT by USAID 
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* 	 reviewing applicable AICPA Statement on Auditing Standards, "Yellow 
Book" Standards (GAS), AID Handbooks, and Office of Management and 
Budget Circulars 

* 	 performing walk-throughs of the accounting systems (vendor invoice, 
payroll, journal voucher, travel) to confirm understanding and identify areas 
for audit testing 

* 	 detailed transaction testing in the selected accounts to determine the extent 
of acceptable, allowable, or unallowable expenses 

* 	 reconciling ICRISAT invoices to USAID records 

* 	 reviewing the indirect rate schedules, including indirect expense pools, direct 
cost allocation bases, identification of allowable and unallowable expenses, 
and consistency of methodology between projects and over time 

reviewing the internal control structure including the control environment, 
accounting system and control piucedures, as well as performing a fraud 
and error control analysis 

* 	 confirmation of ICR!SAT compliance with grant provisions including 
reporting requirements, exclusion of local taxes, methodologies for 
liquidation of advances, adherence to mandatory US Government standard 
provisions and cost principles, etc. 

* 	 other matters raised by USA!D/Zimbabwe officials. 

1.4 	 SUMMARY OF AUDIT RESULTS 

The audit tests identified $384,688 of ineligible costs of total expenditures claimed 
totalling $19,325,810. The details of the ineligible costs can be found in the findings 
section following the report on the Fund Accountability Statement. 
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Our review of internal controls identified numerous instances where controls could beimproved and strengthened. The following non-material reportable conditions were
observed: the ICRISAT Matopos accounting system is not capable of handling the types
and volumes of transactions; the accounting system does not properly classify, record and 
report USAID grant transactions; invoices to USAID are not reconciled for funds received
from and disallowances made by USAID and ICRISAT Hyderabad has never performed an 
overhead rate calculation. 

The review of compliance with grant provisions and regulations identified a number of
material non-compliance including: the utilization of grant funds for non-USAID related
activities and failure to calculate annual actual overhead rates. Our findings are described
in detail iollowing the report on Compliance with Agreement Terms and Applicable Laws 
and Regulations. 

Our tests of other matters raised by USAID/Zimbabwe identified that, ICRISAT's overhead 
rate, applied to salaries and support costs, is 32.7%; that sales tax receipts were not
always reclaimed from the Government of Zimbabwe on a timely basis, resulting in some
disallowances; and that grant funds are being consumed at a faster rate than planned due
to ICRISAT charging for a disproportionate share of common costs which should be
properly allocated to the Canadian and German aid agency grants. 

1.5 SUMMARY OF MANAGEMENT COMMENTS 

ICRISAT management commented on each finding of the first draft report. A copy of theircomplete comments are included as Appendix 1. A copy of their comments on the revised 
draft are also included in that appendix. 

In summary, ICRISAT management believes that salary costs above the FS1-Cap level are
permitted as per Grant Amendment No. 5; invoices submitted to USAID/Zimbabwe have
been correct since the introduction of a new accounts officer (beginning of 1991) and the 
use of computers and Lotus 1-2-3; USAID/Zimbabwe has reviewed the issue of billing India
based support :;taff as direct costs and is satisfied that the employee's job description
relates to the project; legal and arbitration expenditures incurred were reasonable, allocable 
and allowable; the project accounting system in use, including Lotus 1-2-3, is capable ofaccounting for multiple currencies and multiple projects and satisfying USAID/Zimbabwe
requirements; the 15% charged for overhead is an ICRISAT board policy decision, and that 
OMB circular A-1 22 does not apply since it is not incorporated in the grant agreement;invoices are being properly reconciled between the project General Ledger and
USAID/Zimbabwe; USAID/Zimbabwe never provided ICRISAT with the required reporting
format as required in the Grant Agreement; and that donor delays in processing advances
occasionally left bank balances dry in one grant or another, and monies from various grantswere temporarily used to offset deficiencies however, strict accounting of the borrowing
and loaning is maintained and all balances will be repaid. 
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INDEPENDENT AUDITORS OPINION OF THE FUND ACCOUNTABILITY STATEMENT 

In our opinion, except for the amounts stated in the preceding paragraph, the Fund 
Accountability Statement presents fairly in conformity with the basis of accounting 

described in the notes following the Fund Accountability Statement, the expenses for 

ICRISAT Project No. 690-0224 for the period January 1, 1987 through December 31, 

1991. 

Financial information contained in this report may be privileged. The restriction of 18 USC 
1905 should be considered before any information is released to the public. This report is 

intended solely for the information of the United States Agency for International 
Development and the management of ICRISAT but this is not intended to limit the 

distribution of the report if a matter of public record. 

May 8, 1992 
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INTERNATIONAL CROPS RESEARCH INSTITUTE FOR SEMI-ARID TROPICS
 

UNDER USAID/ZIMBABWE REGIONAL SORGHUM AND MILLET RESEARCH
 

PROJECT NO. 690-0224
 

FUND ACCOUNTABILITY STATEMENT
 

(January 1, 1987- December 31, 1991)
 

Questioned 
Cumulative Accepted Ineligible Unsupported 

Expenditures Costs Costs Costs 

Professional Staff $ 2,578,652 $ 2.518,177 $ 58,475 

Support Staff $ 2,065,391 $ 2,054,136 $ 11,255 

Operations $ 5,544,213 $ 5,255,028 $ 289,185 

Training $ 3,898,161 $ 3,898,161 -

Project Evaluation $ 178,613 $ 178,613 

Ass, to National Res. 

for Tech. Trans. Sys. $ 409,542 $ 372,461 $ 37,081 

Capital $ 3,969,299 $ 3,988,257 $ (18,958) 

Overhead (15%) $ 883 939 $ 678-289 $5,650 

TOTAL $19325810 $18,941 122 $ 384888 
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NOTES 

1. 	 The basis for expenditures is the Fiscal Reports prepared by ICRISAT which report 
expenses in accordance with generally accepted accounting principles. The reports
provide cost details by budget line items, in support of the project activities billed. 

2. 	 Costs reported in the Fund Accountability Statement cover the period January 1, 
1987 through December 31, 1991, the scope of this audit. 

3. 	 The amounts for "Cumulative Expenditures" are taken from the December 31, 1991 
Fiscal Report adjusted for expenditures submitted to USAID from project inception 
through December 31, 1991. 
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2.3 FINDINGS AND RECOMMENDATIONS 

2.3.1 Findings Breakdown 

Professional Staff 

- excessive salary 

Support Staff 

- Accounting error 
- Inconsistent application 

Operations 

- Accounting errors 
- Sales tax 
- Legal/arbitration fees 

INELIGIBLE COSTS ($)
 

Assistance to National Research 
System for Technology Transfer 

- Accounting error 

Capital 

- Accounting error 

Overhead 

- Accounting error 
- Excessive salary 
- Inconsistent application 

TOTAL INELIGIBLE COSTS: 

58,475 

(3,103) 
14,358 
11,255 

229,225 
7,176 

52,784 
289,185 

37,081 

(16,958) 

(5,275) 
8,771 
2,154 

5,650 

384688 

Finding 2.3.2
 

Finding 2.3.3
 
Finding 2.3.4
 

Finding 2.3.3 
Finding 2.3.3 
Finding 2.3.5 

Finding 2.3.3 

Finding 2.3.3 

Finding 2.3.3 
Finding 2.3.2 
Finding 2.3.4 
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2.3.2 Professional Staff Salaries Exceed FS1 CAP 

Mandatory Standard Provisions for Non - US Governmental grantees identify allowable 
government related costs. One such provision identifies the maximum allowable annual 
salary payable to an employee. Audit tests revealed that a senior ICRISAT Bulawayo staff 
member received salary payments in excess of the FS1 cap by a total of $58,475 between 
January 1, 1987 and December 31, 1991. Also overhead allocation was recovered of 
$8,771 representing 15%. 

RECOMMENDATION 1 

USAID/Zimbabwe should disallow the $58,475 paid in excess of the FS1 cap. Also, 
USAID/Zimbabwe should disallow $8,771 which represents the 15% overhead allocation. 

DISCUSSION 

ICRISAT and USAID/Zimbabwe have exchanged correspondence on this issue. ICRISAT 
believes that USAID/Zimbabwe, through the grant amendment No.5, has accepted the 
ICRISAT personnel policies which cover salaries. USAID/Zimbabwe maintains that grant 
amendment No.5 clearly states that the FS1 salary cap applies to this grant agreement. 
Although ICRISAT tosubsequently (December 18, 1987) requested USAID/Zimbabwe 
reconsider their position, we saw no further comment from USAID/Zimbabwe on the issue. 

ICRISAT Comments 

ICRISAT would like USAID/Zimbabwe to consider their position and allow salary costs as 
approved in their personnel policy. 

2.3.3 Incorrect Livoices Submitted to USAID/ZIMBABWE 

During the period under review, ICRISAT submitted five incorrect invoices for payment. 
These invoices, which failed to account for prior travel advances to employees, resulted 
in an overpayment to ICRISAT of $253,421 of direct costs and an underpayment of 
$5,275 in overhead. Included in the $253,421 direct costs is $7,176 which is the refund 
disallowed by the Government of Zimbabwe during the period under review, due to late 
and incomplete records being sent when requesting sales tax refunds. 
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Mandatory Standard Provisions for US-Nongovernmental grantees, No.2, Accounting, 
Audit and Records (November 1984) states "The grantee shall maintain books, records, 

documents ....to sufficiently substantiate charges to the grant". These errors were 

allowed to occur because ICRISAT does not reconcile their invoices for payment with the 

general ledger. They also do not readjust the O/H line item for adjustments in Professional 

and Support staff costs. 

RECOMMENDATION 2 

USAID/Zimbabwe should disallow direct costs nf $253,421 and account for the $5,275 
overhead underbilling. 

DISCUSSION 

The incorrect billing was mainly due to ICRISAT not properly accounting for funds which 
had been received and non inclusion of external auditor adjustments in fiscal reports after 

the audit. 

ICRISAT staff in Bulawayo have accepted the above recommendation including an 
improvement in the system of internal control in order to avoid similar errors in the future. 

Sales tax refund claims are now being submitted promptly to avoid any disallowance by 

the Government of Zimbabwe. 

USAID/ZIMBABWE COMMENTS 

The mission notes that these errors were made prior to the arrival of the current ICRISAT 
financial advisor/controller. 
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2.3.4 Inconsistent Application of Direct and Indirect Support Staff Costs 

During the period under review an ICRISAT Center fiscal division member of staff in India 
was paid $14,358. ICRISAT claimed fo, these amounts as direct costs as there was a 
provision in the grant agreement that allowed up to three ICRISAT Center employees to 
be charged as a direct cost to the project. Members of staff performing similar work are 
being considered as indirect costs on other projets. We found no conclusive evidence that 
the member of staff only performs SADCC ICRISAT related work. Treating the employee 
as a direct cost when he did not exclusively work on the project can result in overbilling 
to USAID/Zimbabwe. The associated overhead content of $2,154 for the employee has 
also been identified under ineligible overhead costs. 

RECOMMENDATION 3 

USAID/Zimbabwe and ICRISAT should resolve whether the direct cost of $14,358 and 
overhead charge of $2,154 relating to employee B T Chary, be allowed. 

In future, a time recording system, such as the use of timesheets, should be implemented 
in order to determine direct and indirect costs. ICRISAT Center should change staff time 

.in a fashion that is consistent for all grants and all donors. 

DISCUSSION 

ICRISAT has included the salary costs of the employee as a direct cost as the grant 
includes this provision. The treatment of salary costs of this employee is unique and is 
inconsistent with ICRISAT Hyderabad staff performing similar work for other projects. 

ICRISAT provided us with internal correspondence which discussed the direct charging of 
core positions to USAID/Zimbabwe. This correspondence indicates that ICRISAT officials 
made attempts to ensure that employees compensated through USAID/Zimbabwe grants 
worked exclusively on USAID/Zimbabwe project related activities. ICRISAT officials also 
provided us with a job description that identified the various USAID/Zimbabwe project 
related tasks that the individual staff member is responsible for. 
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USAID/ZIMBABWE COMMENTS 

USAID/Zimbabwe agrees that the salary cost of the accountant should not be a direct 

cost. 

2.3.5 Ineligible Legal/Arbitration Expenditures 

ICRISAT Matopos spent $52,784 on legal fees and arbitration costs to seek re­
performance of work performed by a building contaictor. USAID/Zimbabwe officials believe 

that ICRISAT should have informed USAID/Zimbabwe officials of the issue/situation before 
ICRISAT incurred such significant legal costs. ICRISAT officials were not aware of any 
requirements to notify USAID/Zimbabwe prior to incurring material legal fees. The effect 

of the activities may have resulted in incurred costs that did not further project objectives. 

RECOMMENDATION 4 

USAID/Zimbabwe and ICRISAT officials should resolve the issue of the incurred legal and 

arbitration costs totalling $52,784 that have been classified as ineligible. 

*DISCUSSION 

ICRISAT officials believe that their actions were prudent given the situation they were 
faced with. 

Per review of OMB Circular A-122, U.S. Mandatory Standard Provisions, and the grant 

agreement, we found no support to exclude these legal and arbitration costs which appear 
to be reasonable, allocable, and allowable. 

SUBSEQUENT ACTIVITIES 

ICRISAT Bulawayo officials informed us that the court ruled that the building contractor 
was supposed to repair all faults on the building. This has since been done. However, there 

was no ruling that the contractor should refund ICRISAT for all legal/arbitration fees 

incurred. 
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For the purpose of this report, we have classified the significant internal control structure 

policies and procedures as they relate to the Regional Sorghum and Millet Research Project 

in the following categories: 

" 	Control Environment
 
- Overhead calculation
 

* 	Accounting System
 
- Expense classification and recording
 
- Expense approval
 

* 	Control Procedures 
- Extraction of transaction details into statements to USAID/Zimbabwe. 

For all of the internal control structure categories listed above, we obtained an 

understanding of the design of relevant policies and procedures and whether they have 

been placed in operation, and we assessed control risk. 

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

consider to be reportable conditions under standards established by the American Institute 

of Certified Public Accountants. Reportable conditions involve matters coming to our­

attention relating to significant deficiencies in the design or operation for the internal 

control structure that, in our judgment, could adversely affect the entity's ability to record, 
process, summarize and report Fund Accountability data consistent with the assertions of 

management in the Fund Accountability Statements. 

The following reportable conditions were observed: 

* 	the ICRISAT Matopos accounting system is not capable of properly 

accounting for the types, complexity and volume of transactions 

* 	the ICRISAT Matopos accounting system does not properly classify record 

and report USAID/Zimbabwe grant transactions 

" 	invoices to USAID/7.imbabwe are not reconciled with the general ledger 

" 	ICRISAT has never performed an overhead rate computation. 
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A material weakness is a reportable condition in which the design or operation of 
the specific internal control structure elements does not reduce to a relatively low 
level, the risk that errors or irregularities in amounts that would be material in 
relation to the Fund Accountability Statement being audited may occur and not be 
detected within a timely period by employees in the normal course of performing 
their assigned functions. 

Our consideration of the internal structure would not necessarily disclose all 
matters in the internal control structure that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also 
considered to be material weaknesses as defined above. However, we believe none 
of the reportable conditions described above is a material weakness. 

We also noted other matters involving the internal control structure and its 
operation that we have reported to the management of ICRISAT in a separate letter 
dated June 3, 1992. 

Financial information contained in this report may be privileged. The restriction of 
18 USC 1905 should be considered before any information is released to the public. 
This report is intended solely for the information of ICRISAT and the United States 
Agency for International Development but this is not intended to limit the 
distribution of the report if a matter of public record. 

May 8, 1992 
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3.2 	 INTRODUCTION 

3.2.1 	 Definition 

American Institute of Certified Public Accountants (AICPA) Codification of Auditing 

Standards, section 319, defines an organization's internal control structure as 

consisting of the policies and procedures established to provide reasonable 

assurance that a specific entity's objectives will be achieved. The internal control 

structure is composed of three elements: 

* the control environment 
* the accounting system
 
" control procedures
 

The control environment reflects the overall attitude, awareness and actions of 

management. The accounting system consists of methods and records established 
to identify, assemble, analyze, classify, record and report transactions. Control 

procedures are those policies and procedures in addition to the control environment 
and accounting system that management has established to safeguard the 

organization's resources. 

In Section 3.3 below, we have classified our findings and recommendations by 

these three elements of the auditee's internal control structure. 

3.3 	 FINDINGS AND RECOMMENDATIONS 

3.3.1 	 The ICRISAT Matopos Accounting System is not Capable of Properly 
Accounting for the Types, Complexity and Volume of Transactions 

Mandatory Standard Provisions for US Non-Governmental Grantees, No.2, states 
"The grantee shall maintain books, records, documents ... to sufficiently 
substantiate changes to the grant." ICRISAT uses LOTUS 1-2-3 spreadsheets and 

some manual books and records to track project financial activity. However, the 
scope and complexity of the financial transactions overwhelm the capacity of the 

system and financial staff. Without an integrated accounting system, the Matopos 
staff cannot cope with multi-currency, donor specific expense identifications 
leading to financial misstatements. 
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RECOMMENDATION 5 

ICRISAT should implement an integrated accounting system which can account for 
multiple currencies, multiple projects and donor specific reporting. This system 
could be manual, or a commercial accounting software package. 

DISCUSSION 

ICRISAT staff agree that their current system is not ideal. They looked into setting 
up a commercial package but ran into some problems. They have agreed to re-visit 
the issue. 

USAID/ZIMBABWE COMMENTS 

Mission officials state that "for the past two years ICRISAT has had an accounting 
system in place (LOTUS) which does allow for properly classifying, recording and 
reporting of transactions. Most of the ineligible costs arise from transactions over 
two years old and total less than 1.5% of the total expenditures reported under the 
grant". 

FURTHER DISCUSSION 

We agree that the accounting system has improved over the past two years and 
that major accounting errors have been substantially reduced, however, we 
maintain that LOTUS 1-2-3 does not constitute an accounting system. LOTUS is 
not double-entry, it does not check for duplicate entries, it is not self balancing, and 
it is totally dependent on the individual or individuals operating the software. We 
agree that the individual currently responsible for operating the LOTUS 
spreadsheets is diligent and competent, but we cannot base our opinion on the 
adequacy of the accounting system on the abilities of the LOTUS operator. 

The mission official correctly points out that most of the ineligible costs arise from 
transactions over two years old and total less than 1.5% of total grant 
expenditures. Our tests noted several accounting errors in the past two years that 
offset and result in non-material differences. This gives us concern that the system 
does not self reconcile or have any safeguards for potential material errors. 

When evaluating the effect of accounting errors, 1.5% of total transactions may 
appear insignificant, however, materiality is defined considering percentages and 
total value. We agree that 1.5% is a small percentage, however, the total value 
(both debits and credits) of $291,642 of errors is itself significant. 
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3.3.2 ICRISAT does not Calculate an Overhead Rate 

Since project inception ICRISAT has applied a 15% overhead charge. However, it 
has never performed a rate computation to determine if 15% is reasonable or 
justifiable. OMB Circular A-122 requires that the grantee determine an overhead 
rate by identifying direct and indirect expense pools, and cost bases. 

RECOMMENDATION 6 

ICRISAT should calculate their overhead rate following the guidelines provided in 
OMB Circular A-1 22. 

DISCUSSION 

ICRISAT officials stated that they never performed a calculation because the 15% 
that they charged to all projects appeared to be low and very reasonable. 

We devoted a substantial amount of time performing an overhead rate analysis and 

determined that for the fiscal year ended December 31, 1990 the rate applicable 
to the project under review was approximately 32.7%. 

In our discussions with ICRISAT management, we explained that AID regulations 

require that the overhead rate be calculated on a regular basis, even if the rate is 
higher than the amount charged to the project. ICRISAT officials stated that they 
were not aware of this requirement, but would begin calculating the overhead rate 

on an annual basis. We noted that the new ICRISAT Internal Audit Manager is an 
American who has strong experience with OMB Circular A-1 22. We believe he will 
be able to perform the calculations with little difficulty. 

3.3.3 Advances should be Better Managed 

As at December 31, 1991 the USAID/Zimbabwe advance and deposit fund balance 
was $72,320. Some advances were more than a year old, including staff loans that 
totalled $16,651. $2,028 was advanced to a petrol station as a form of deposit so 
that fuel could be purchased on credit. 
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RECOMMENDATION 7 

ICRISAT should make attempts to reduce and recover funds advanced to members 
of staff. Monies on deposit with the petrol station should be withdrawn and 
deposited in an interest bearing bank account. Wherever possible, credit facilities 
should be sought from suppliers rather than providing advances. 

DISCUSSION 

ICRISAT officials agreed that efforts should be taken to reduce the balance of the 
advance account. 

3.3.4 Fixed Assets not Properly Accounted for 

The ICRISAT fixed assets register does not contain the details required under the 
grant agreement. The cost of buildings is not accumulated, fixed assets are not 
classified between land, buildings, motor vehicles, etc. Also, there is no cumulative 
record of fixed assets. The location of assets is not clearly identified. 

RECOMMENDATION 8 

A detailed fixed asset register should be maintained which captures the cumulative 
value of the assets, and other relevant data as required by the grant agreement 
standard provision. 

DISCUSSION 

ICRISAT officials stated that they recently realized the weakness in their asset 
management system and started keeping the essential details in 1991. They stated 
that they will continue the practice for the remaining years of the grant agreement. 
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3.3.5 	 Invoices are not Reconciled for Funds Received from, or Expenses 
Disallowed by USAID/Zimbabwe 

As noted more fully in finding 2.3.3, ICRISAT accounting staff were not properly 
accounting for funds received from, or disallowed by, USAID/Zimbabwe. This led 
to incorrect invoices (fiscal reports) being submitted to USAID/Zimbabwe. As no 
reconciliation was performed, these errors carried forward to subsequent invoices. 

RECOMMENDATION 9 

ICRISAT invoices to USAID/Zimbabwe should take into account funds received 
from and disallowances made by USAID/Zimbabwe. 

DISCUSSION 

ICRISAT management agreed that performing regular reconciliations of receipts and 
disallowances would strengthen their system of internal controls. They agreed to 
adjust their accounting records for the items identified in the auc'it. 

USAID/ZIMBABWE COMMENTS 

Mission officials note that ICRISAT now accounts for funds received as well as 
disallowances. The cumulative figures are not usually adjusted immediately due to 
processing times both at ICRISAT and USAID/Zimbabwe. 
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4. 	 COMPLIANCE WITH. COOPERATIVE AGREEMENT PROVISIONS
 
AND APPLICABLE US GOVERNMENT 
 LAWS 	AND REGULATIONS 

4.1 -INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE 

We aeadd the Fund Accountablity{ Statement of ICRISATu
 
UADZmawReinlSorghum and Millet Research Project no. 690-0224fo
 

~$I~	the period January 1, 1987 through Pecernber 31, 1991 ,.and have issued our~
 
report thereon dated May 8, 
 1992. 
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.,.
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~ 	 Compliance with laws,~regulations, contractsand grants applicable to ICRISAT i 
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Except as described above, the results of our tests of compliance indicate that, 
with respect to the items tested, ICRISAT complied, in all material respects, with 

the provisions referred to in the third paragraph of this report, and with respect to 
items not tested, nothing came to our attention that caused us to believe that 
ICRISAT had not complied, in all material respects, with those provisions. 

Financial information contained in this report may be privileged. The restriction of 
18 USC 1905 should be considered before any information is released to the public. 
This report is intended solely for the information of ICRISAT and the United States 
Agency for International Development but this is not intended to limit the 

distribution of the report if a matter of public record. 

May 8, 1992 
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4.2 	 INTRODUCTION 

USAID 	 requires all grantees, regardless of the country or legal entity, to comply 
with 	the terms and conditions included in the cooperative agreement, attached 
provisions and referenced procurement regulations. In general, such compliance 
cannot 	be waived by a Mission or by AID/Washington. 

Steps performed in this audit to test compliance with the agreement and related 
provisions included: 

* 	 a review of cooperative agreement provisions and related regulations to 
identify those provisions and regulations which could have a material affect 
on the financial statements 

* 	 audit procedures including detailed testing to evaluate ICRISAT's 
compliance with these provisions and regulations. 

4.3 	 FINDINGS AND RECOMMENDATIONS 

4.3.1 	 ICRISAT is not Submitting Financial and Technical Reports as per Grant Agreement 
Provisions 

Attachment C to the grant agreement requires that ICRISAT provide USAID/Zimbabwe 
with quarterly financial status reports and semi-annual technical progress reports. Step C.1 
states: "Information required for the financial reports in the form in which they are to be 
submitted will be provided by AID in a Project Implementation letter and will include the 
following minimal information: 

(a) 	 A summary of the deposits, withdrawals and balance of the separate bank 
account. 

(b) . A detailed accounting of disbursements for the US dollar costs of goods and 
services. 

(c) 	 A detailed accounting of the local currency costs of goods and services, the 
exchange rates used, and the US dollar equivalent. 
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Step C.2 describes the requirements of the semi-annual narrative progress reports. The 
monthly financial reports submitted to USAID/Zimbabwe do not include some of the 
minimal information as per Step C.1, nor is the missing information presented in any other 
report. No semi-annual narrative progress reports have been submitted. Without complete 
financial and technical progress reporting, USAID/Zimbabwe officials may not be able to 
properly monitor the project. 

RECOMMENDATION 10 

I'CRISAT should prepare and submit financial and technical progress reports as required in 
the grant agreement, or USAID/Zimbabwe should amend the agreement to delete 
provisions which are not applicable. 

DISCUSSION 

USAID/Zimbabwe officials believe that the monthly financial information thdy receive is 
adequate to properly monitor the project. We agree that the monthly reports are 
comprehensive and that they give mission officials a significant amount of relevant 
information, however, they do not include some of the minimal requirements as noted 
above. We believe a PIL modifying the minimal reporting requirements should be issued. 

4.3.3 Utilization of USAID/Zimbabwe Funds for Other Donor Project Activities 

ICRISAT project officials have transferred funds between the USAID/Zimbabwe, CIDA and 
GTZ accounts to pay for project activities. They transferred funds on a temporary basis 
to cover for delays in receipts from the various donors. USAID Mandatory Standard 
Provisions for Non-US Governmental grantees require that recipients maintain separate 

accounts for USAID funds and only utilize those funds for USAID supported project 
activities. Utilization of USAID funds for non-USAID related activities, in conjunction with 
the weak accounting system noted in finding 3.3.1, may result in USAID/Zimbabwe funds 
supporting extra-project activities. 

RECOMMENDATION 11 

ICRISAT should zero out the balances due to, and from, the various donors and maintain 
strict segregation of funds in the future. 
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DISCUSSION 

ICRISAT officials explained that the transfers between grantor funds is only on a 
temporary basis and is necessary due to the occasional delays in receipt of funds from 
donors. They stated that the flow of funds was well controlled and not prejudicial to any 
one donor. They agreed that, in a perfect world, where invoices were submitted or paid 
on time, the transfer of funds would not be necessary. We suggested that the project 
temporarily borrow ICRISAT Core funds to make up any shortfalls in individual donor 
payments. We note that the balance between the USAID/Zimbabwe and CIDA accounts 
has been cleared. 
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5. OTHER MATTERS 

5.1 FINDINGS 

Certain additional steps were requested by USAID/Zimbabwe in our scope of work. The 
following findings and observations address the issues that are not covered elsewhere in 
the report. 

5.1.1 Financing of Ineligible Costs with USAID/Zimbabwe Funds 

In our audit tests and reviews, other than where identified in the findings in the previous 
sections, we noted no instances where ICRISAT officials utilized USAID/Zimbabwe funds 
for activities inconsistent with project goals or allowable USAID/Zimbabwe regulations. 

5.1.2 Home Office or Bulawayo Office Costs that Appear Extraordinarily High; and, the 
High Utilization of Grant Funds that will Only Cover Expenditure Planned through 
October 1992 instead of the Project Completion Date of September 1993 

The explanations for the two matters noted above are related and best discussed together. 
In our audit tests we noted that almost all of the project vehicles were purchased using 
funds from the USAID/Zimbabwe grant. However, some of the vehicles are actually used 
by staff working on CIDA and GTZ related components of the project. (Note: there are no 
donor restrictions as to how vehicles should be used). We also noted that several 
employees such as the Personnel/Accounts Officer, Purchasing Clerk, Storeman and 
secretaries were identified as providing services to all three donors, but were wholly paid 
from USAID/Zimbabwe grant funds. 

On discussing this situation with ICRISAT officials, we suggested that it was not equitable 
for USAID/Zimbabwe to pay for a disproportionate share of vehicle and salary costs. We 
suggested that USAID/Zimbabwe's share of these costs should be proportional to its 
percentage of the total project budget. ICRISAT officials agreed with our observations and 
agreed to reallocate some of the vehicles and employee costs to CIDA and GTZ related 
sub-programs. This reallocation should reduce the level of funding provided by 
USAID/Zimbabwe over the remaining project life and ensure project completion with the 
remaining funds. 
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SADCC/ICRISAT
 

'' ll.SORGHUM MILLET IMPROVEMENT PROGRAM 

Telephone: P.O. Box 776

Town Office: 79563 BULAWAYO

Matopos: 183-831 1/2/3/4 ZIMBABWE
 
Telex: 33070 ICISAD ZW
 
Fax: 76658
 

FAX HESSAGE
 

Tot Price Waterhouse Johannesburg, S.A.
 
Attn: 
 Doug Franke, IQC Audit Director
 
From, 
 Alfred Schulz, RegionAl Adminigtrator

Date, 20 November 1992
 
Sub~ect! Non-Federal Audit of ICRISAT/SHIP
 

Project No. 690-0224
 
Fax No., (011) 403-1845
 

No. of pages including this one: One
 

MESSAGE-- ESSAGE--MESSAGE--ME'SSAE--ME$BAGE--HESSAGE
 

Dear DQug,
 

ICRISAT Center's Director of Finance has instructed me to pass on
to you the follow;ing comments on the second draft of the sub ect
 
aud:t submitted oy Price Waterhouse.
 

All comments to the first draft still apply to 
all those sections
 
remaining in the secono araft except 
zor section 3.3.1 where SHIP
 
comments should be changed to the 
following,
 

Quote, SHIP is 
using Lotus as a tool in the implementation of an
 
accounting system that is double 
 entry, integrated and has
verification processes that check for duplicate entries and proper

balancing as in any traditional accounting system. The systemitself, using Lotus, is capable of accounting for multiple

currencles and muitiple projects and satisfying donor requirements.
 

In any case, ICRISAT will review this issue as 
soon as possible and

changes w1ll be made as necessary, in keeping with an overall
review 
and upgrading of ICRISAT's accounting systems in all
 
locations. Unquote
 

Thanks fcr all your help tnd comments. I look forward to receiving

PW's final audit report.
 

cc. LkM, G4, JGR, H. Lewellyn (USAID/Harare;, John Burns (Regional
Inspector Ganeral Office/Audit Nairobi) 



SADCC/ICRISAT 

SORGHUM MILLET IMPROVEMENT PROGRAM 

Telephone: P.O. Box 776 
Town Office: 79563 BULAWAYO 
Matopos: 183-8311/2/3/4 ZIMBABWE 
Telex: 33070 ICISAD ZW 
Fax:76658
 

Mr. Douglas Frank
 
Price Waterhouse
 
90 Rivonia Road
 
Sandown 2146
 
SOUTH AFRICA 16 October 1992
 

Dear Doug,
 

As promised, please find ICRISAT
 
Bulawayo and ICRISAT Center comments
 
to the PW draft audit report on
 
SHIP.
 

I once again sincerely apologize for
 
this long delay in sending our
 
comments. I look forward to seeing
 
the new audit report you mentioned.
 

Thanks.
 

Sincerely yours,
 

Alfred Shu /
 

Regional Administrator
 



USAID AUDIT FOR TilE PERIOD JAIUARY 1, 19J7 TiIROUGII DECE4BER 31,1991 

AUDItORS REPORT 

I. INTRODUCTION 

SHIP's Collents 
ICRISN Center Coamts 

1.1 BACKGROUND 
1.1. No collent 

1.2 AUDIT OBJECTIVES AID SCOPE 1.2. No colment 

The objectives of the audit ware to perform a
financial audit in accordance vith generally accented 
auditing standards and tEe standards of the US
Controller General's Governaent Auditing Standards 
1196 Revision) and to report ont 
- the fairness of tbe fund Accountability Statement 
for the auditee (inaccordance vith SAS i2i 

- auditee's internal control structure vith respect to program operations (inaccordance vith SAS 3), and 

- the auditee's compliance Vitb the grant provisions
and appiicabi US laws and regulations (inaccordance 
with SAS i3l. 

The tission also requested tbat the auditors assessi 

- the financinq of ineligible 
parties.leqal fees) 

costs (e.q. office tea, 



Auditors Report SKIP's collects ICRISAT Center's comments
 

- accuracy and validity of an overhead rate of
 
15% being used by ICRISE! 

- con-submissi;a of siles tar receipts to 
USAID/liababve so that a claim can be forvarded 
to Governmet of limbabve for reimbursement 

- bome office or Bulavayo office costs that 
appear eitraordinarily high (e.g. possibly due 

to replaceOent oi high value capital items,
 

increase in salaries inHyderabad or increased
 
allocation of Hyderabad staff time and salaries
 
to USAID grant)
 

- the high utilization of grant funds that vill 
only cover expenditures planned through October 
1992 instead of the project completion date of 
Septetber lS93 

-reviev of all costs for allovability,
 
allocability and reasonableness.
 

The scope of the audit included the annual
 
financial statements, accounting records,
 
underlying source documents, memorandum
 
records, contractual documents and
 
correspondence, the overhead rate calculations
 

prepared by Inspector General for
 
AuditiNairobi, performed InJune 1981, for
 
activity from project inception through March
 
31, 1981. The period of our reviev vas from
 
January 1.1981 through December 31. 1991.
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Auditors Report SHIP'S collects ICRISIT Center's consents 

1.3 KK!HOOOLOGY 1.3. Xo comment 

Price Waterhouse c3nducted the initial survey 
of the accounting records fiot December 12 to 
December 1i 1991 at the ICRISAT offices near 
Bulawayo . FW subsequently prepared its audit 
work plan for approval by RIGIAI, secured 
approval and performed the fieldvork at 
Bulawayo fron February 3-28 1992, April 14-16 
1992 and at ICRISAT headquarters inHyderabad 
India fro@ March 30 to April 16. PY completed 
their final tests at Bulawayo on April 21 and 
May 5, 1992. Report preparation was performed 
at our offices inJohannesburg. 

The audit steps perforted inctudedt 

- neeting with USAID/Zisbabve officials to 
discuss Mission audit concerns, survey results, 
prior RIG audit reports, absence of standard 
maodatory grant provisions and audit schedules 

- reviewing the grant documentation (grant 
agreetent, aiendments, PILS, standard USAID 
provisions to the extent applicable), project 
correspondence, budgets and program evaluations 
to gain an understanding of the goals, and 
objectives - of the grant, the activities being 
financed by USAID, the types of costs incurred 
under the project, and the financial procedures 
and requirements placed upon ICRISAT by USAID 

- reviewing applicable AICPA Statement on 
Auditing Standards, *Yellow Book' Standards 

3 



Auditors leport SKIP's collents ICRISAf Center's comments
 

- performing valk-througbs of the accounting 
systems (vendor invoice, payroll, journal
 
voucher, travell to confJirm understanding and
 
identity areas for audit testing
 

- detailed transaction testing inthe selected 
accounts to determine the eztent of acceptable, 
allowable, or unallowable expenses 

- reconciling ICRISAT invoices to USAID records
 

- reviewing the indirect sihedules, including 
indirect expense pools, direct cost allocation
 
bases, identification of allowable and
 
unallovable expenses, nd consistency of
 
methodology between projects and over time
 

- reviewing the internal control structure
 
including the control environment, accounting
 
system and ccntrol procedures, as well as
 
performing a fraud and error control analysis
 

- confiratia of ICRISAT compliance with grant 
provisions including reporting requirements, 
exclusion of local taxes, methodologies for 
liquidation of advances, adherence to mandatory 
US Government standard provisions and cost 
principles, etc. 

other matters raised by USAID/lisbabve
 
officials.
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Auditors leport 

1.4 SUIRAiT Of AODIT lISULTS 


The audit tests identified 3384,688 of 

questioned costs and $34, 986 of unsupported 

costs. The details of the questioned costs can 

be found inthe findings section following the
 
report on the fund Accountability Statement. 


Our review of internal controls Identified 

numerous instances vhere controls could be 

improved and strengthened as noted inthe 

findings section following our report on the 

internal control structure. 


One material weakness Inthe internal control 

structure was observed - the ICRISAT Katopos 

Accounting System does not properly classify, 

record and report USAID grant transactions. 


The review of compliance with grant provisions 

and regulations identified a nusber of material 

non-cospliances including: incomplete financial 

and technical reporting, utilisation of grant 

funds for non-USAID related activities, lack of 

an adequate accounting system to separately 

account ior grant expenditures and failure to 

calculate annual actual overhead rates. 


SKIP's comments
 

1.4
 

Unsupported costs ;f $34,986 have been fully 

Identified. This comlent isno longer
 
applicable.
 

The statement on material veakness is 

unsubstantiated as we assume itrefers
 
principally to allegations that the ICRISAT
 
Katopos accounting system and USAID (KACS)
 
accounting records bad differences amounting to
 
$624,354 and that ICRISAT was unable to come up
 
with supporting documentation for payments
 
totalling $33,986. In fact, no difference
 
between accounting records ever existed as
 
auditors bad compiled incomplete inforiation at
 
USAID.
 
All payments made by SKIP low have supporting
 
documentation. this leaves approximately
 
$384,688 in"questioned costs' wherein itmust
 
yet be decided whether expenses Vere
 
legitiaately Incurred or not. We feel confident
 
that at least some of these costs will prove to
 
be fully acceptable. Inany case, the
 
questioned costs sake up only 1.5 of total
 
costs incurred through 1991. We feel that,
 
given this percentage (which issure to be
 
lover); and the fact that original claims of
 
disagreement between ICRISA! Katopos and USAID
 
records are unfounded; and because all costs
 
have adequate supporting documentation, there is
 
no justification for the auditors to state that
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ICRISAT Center's coments
 

No colment.
 

We agree.
 



Auditors Report SNIP's comments 
Our findings are described indetail following
the report on Compliance with Agreement Terms 
and Applicable Laws and Regulations. 

the ICRISAT Natopos accounting system isDotcapable of handling the types and volutes of
transactions encountered and that auditors are 
not justified inciting this as a reportable
condition of a material weakness as defined 
within the draft audit report.
finally, itshould be noted that there has been 
a significant improvement Inthe system since
the Introduction of use of Lotus 1-2-3 inearly
1991. ICRISAT Isfully capable of proper
classification, recording and reporting of USAID 
grant transactions and Isup to date inIts 
financial reporting. 

Inregard to financial reporting, Attachment Cof the Grant Agreement dated 30 September 1983 
states that information required for the
financial reports Inthe form Inwhich they are 
to be submitted will be provided by AID inaProject Implementation Letter. The format for
this reporting was never provided by USAID.USAID never requested this Information at anytime since the inception of the project and has 
expressed satisfaction with the current
financial reporting which issent on a monthly
rather than a quarterly basis. The semi-annualstatus reports were not submitted as required.
However, these also were never requested by 

ICRISAT has been complying fully with reporting
requirements, as required by USAID. 

USAID. 
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luditors Report 


Our tests of other va ers raised by 

USAID/Zisbabwe identified that, ICRISAT's 

overhead rate, applied to salaries and support 

costs, is32.1 ; that sales tax receipts were 

not reclaimed from Government of Zimbabwe on a 

timely basis, resulting insome disallovances; 

and that grant iunds are being consumed at a 

faster rate than planned due to ICRISAT 

charging for a disproportionate share of common 

costs vhich should be properly allocated to the 

Canadian and German aid agency grants. 


SKIP's comments 


To:our knowledge USAID grant foods were never 

utilized for non-USAID related activities, 

Donor delays inprocessing advances occasionally 

left bank balances dry inone grant or another; 

monies from other grants were thus used to
 
temporarily offset these balances until advances 

had been received. When advances were received 

the loaning grant was reimbursed. However, at 

no time have USAID funds actually been used to 

pay for activities scheduled under nthei grants. 

The statement that grant funds have been used 

for non-USAID related expenses ismisleading. 


The accounting has always been adequate to
 
separately account for grant expenditures. 

USAID isone of three grantors, each of which
 
has totally separate and independent bank 

accounts,hledgers and reporting mechanisms. The 

statement that there isa lack of an adequate
 
accounting system to separately account for 

grant expenditures isincorrect, 


In regard to grant funds being consumed at a 

faster rate than planned due to ICRISAT charging 

for a disproportionate share of common costs 

which should be properly allocated to CIDA and 

GTZ, this occurred based on the original Project
 
?aper Supplement No. Iand Grant Amendment No. i
 
which states that the USAID grant was assigned
 
to cover, for instance, all Administration and
 
fart DevelopmentlHanagesent (FDO) costs Inspite
 
of the fact that these were support services for
 
the entire program including those activities
 
underwritten by the CIDA and GTZ grants. Grant
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ICRISAT Center's collents
 

Though temporary usage due to cash flow
 
problems has been done, no drain of USAID funds
 
has happened. This will also be avoided inthe
 
future.
 

In regard to overhead rate, ICRISAT has been
 
charging 151 for overhead and indirect cost as
 
a policy on all complementary grants including
 
SADCCIICRISAT SKIP, even though actual costs
 
are higher. Price-Vaterbouse auditors have
 
corroborated per USAID method. that overhead
 
was 32.71. The following rates of overhead are
 
based on actual expenditures of 19901
 

On campus Off campus Combined
 

Restricted 34% 56 441
 
Complementary 34% 26 M2%
 

Although higher overhead rates could have been
 
charged inpast years, funds available for
 
research would have been reduced. The rate of
 
overhead charges is a policy decision of
 
ICRISAT's board. Inaddition, circular OB 122
 
does not apply since itisnot incorporated in
 
the grant agreement.
 



SlIP's Comments
 

1.4 Continued
 

Amendment Mo. 6 put a disproportionate share of
 
common costs on 
the USAID grant resulting ina
 
rapid depletion of USAID resources and a
 
concomitant under use of funds inthe CIDA and
 
GTZ grants. Ihis problem has since been
 
discussed with all donors and ithas been agreed

that costs previously charged under the USAID
 
grant, including Administration and IDO
 
activities among others, vould be charged to the

other grants. 
 A consequent budget reallocation
 
exercise viii take place for submission to all
 
three grantors.
 

The effect of this isto 
guarantee that USAID
 
funds Will last through the grant period as
 
originally planned without need for additional
 
funds and without sacrificing any of the
 
project's goals and objectives. A request for
 
an amendment to the USAID grant will be
1.5 SUKKART OF KANAIGKINT CONKRITS 
 forthcoming and will 
ensure that other donors
 
will be required to assume
(This section isreserved for the final 

the cost of support

services tht 
run across the entire program.


reportl.
 

2. 1lO ACCOUITABILIT! STAYtNIT
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Auditors Report SHIP's comments ICRISAT Center's comments 

2.1 INDIFPNDIAT AUDITORS OI11OI Of THE 1UND 2.1 Independent Auditors Opinion of the Fand 
ACCOUNTABILITY STATEKINT Accountability Statement 

ye have performed a iinaicial audit of the fund 
Accountability Statement of the International 
Crops Research Institute for the Semi-Arid 
Tropics (ICRISATI, Regional Sorghum and Killet 
Research Project No. 91-1224 for the period 
January 1,1981 through December 31, 1991. 
This statement isthe responsibility of 
ICRISAT. Our responsibility isto express an 
opinion 0!this financial statement based on 
our audit. We conducted our udit inaccordance 
with generally accepted auditing standars and 
inaccordance with the Government Auditing 
Standards issued by the Controller General of 
the United States (1988 Revision). Those 
standards require that we plan and perform the 
audit to obtain reasonable assurance about 
whether the lund Accountability Statement is 
free of material misstatement. An audit 
includes examining, on a test basis, evidence 
supporting the amounts and disclosures imthis 
statement. An audit also includes assessing 
the accounting principles used and significant 
estimates made by management, as well as 
evaluating the overall statement presentation. 
We believe that our auditing provides a 
reasonable basis for our opinion. 

As described inthe notes following the fond 
Accountability Statement, the Statement was 
prepared on the basis of generally accepted 
accounting principles. 
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Auditors Report SKI'. comments ICRISAT Center's comments 

We have identified certain expenses and Unsupported costs of $34,986 have since been We agree. 
transactionstbat, inour opinion, are fully documented. 
questioned or unsupported for reimbursement 
under the Grant Agreement betveen ICRISAT and 
the United States Agency for International 
Development. With respect to incurred 
expenditures, the results of our audit include 
$384,688 of questioned costs and $34,986 in 
unsupported costs. 

We noted that AID/Zimbabve and ICRISAT Unreconciled differences of any amount never USAID have since confirmed that there are no 
accoucning records for the period under audit, existed. Information compiled by auditors vas differences at all. 
disagree by a total of $624,354 due to incomplete. All references to unreconciled 
unreconciled differences. differences should be deleted from the report. 

Inour opinion, except for the amounts stated 
innotes 2 and 3,the fund Accountability 
Statement presents fairly inconformity with 
the basis of accounting described inthe notes 
folloving the fund Accountability Statement, 
the expenses for ICRISAT Project No. 696-0224 
for the period January 1,1987 through December 
31, 1991. 
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1oditoru IePort SKIP's comments ICIISAT Center's comments
 

Information contained inthis report may be
 
privileged. The restrictiom of 18 USC 1905
 
should be considered before any infornatiom is
 
released to the public.
 

This report isintended solely for the use of
 
the United States Agency for International
 
Development and the management of ICRISAT and
 
should not be used for any other purpose.
 

2.2 land lccountability Statement
 
1. The basis for expenditure isthe fiscal
 
Reports prepared by ICRISAT which report
 
erpenses inaccordance vith generally accepted
 
accounting principles. The reports provide
 
cost details by budget line items, insupport
 
of the project activities billed.
 

2. Costs reported inthe fund Accountability
 
Statement cover the period January 1,1981
 
through December 31, 1991, the scope of this
 
audit.
 

3. The amounts for *Cumulative 8ipenditures'
 
are taken from the December 31, 1991 fiscal
 
Report adjusted for expenditures submitted to
 
USAID from project inception through December
 
31, 1986.
 

2.3 fIIDIIGS AID RICONKIIDITIOIS
 

2.3.1 findings Breakdovn (see table in
 
original report)
 
2.3.2 Professional Staff salaries Irceed PSI
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Auditors Report SNIP's comments ICRISAT Center's comments 

Mandatory Standard Provisions for Non - US 
Governmental grantees identify allowable 
government related costs. One such provision 
identifies the maximum allowable annual salary 
payable to an employee. Audit tests revealed 
that a senior ICRISAT Bulavayo staff member 
received salary payments inexcess of the 151 

ICRISAT Center to colnct Contract does not include this requirement, 
notwithstanding U.S. Govertent's requirements. 
This ispermitted as per clause 4 of Grant 
Amendment No. 5 dated 21 June 1988. OMB 
Circular A-122 does not apply unless 
incorporated inthe grant. 

cap by a total of $58,414 between January 1, 
1981 and December 31, 1991. 

IICOKKIIDATIOI I 

USAlDIZimbabwe should disallow the $58,414 paid 
inexcess of the ISI cap. Also, USAID should 
disallow $8,111 which represents the 15 

ICto comment These should not be disallowed inthe light of 
our explanation as above. 

overhead allocation on the amount questioned. 

DISCUSSIOI 

ICRISAT and USAIDIZimbabve have exchanged IC to comment As above. 
correspondence on this issue. ICRISAT believes 
that AID, through the grant amendment No. 5 has 
accepted the ICRISAT personnel policies which 
cover salaries. AID/Zimbabve maintains that 
grant amendment No. S clearly states that the 
PSI salary cap applies to this grant agreement. 
Although ICRISAf subsequently (December 18, 
19871 requested AID/Ziibabve to reconsider 
their position, we saw no further coNment from 
AID/Zimbabwe on the issue. 
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Ioditors
Ieport SKIP's comments ICIISAY Center's coments
 

ICRISAH Comments
 

ICRISAT would like AID/lisbabve to consider
 
their position'and allow salary costs as
 
approved intheir personnel policy.
 

1.3.3 Incorrect Invoices Submitted to 

OSAIDINIBAIBK 

During the period under review, ICRISAT 

submitted five incorrect invoices for payment. 

These invoices, which failed to account for 

prior USAID advances, resulted inan 

overpayment to ICRISAT of $253,421 of direct 

costs and an underpayment of $5,215 in 

overhead. Included inthe $253,421 direct costs 

is$1,116 which Isthe refund disallowed by the 

Government of Zimbabve during the period under 

review, due to late and incomplete records 

being sent when requesting sales tar refunds. 


Mandatory Standards for US-longoverotental 
grantees, No. 2,Accounting, Audit and Records 
(November 15841 states 'The grantee shall 
maintain books, records, documents .. to 
sufficiently substantiate charges to the 
grant'. These errors were allowed to occur 
because ICRISAT does not reconcile their 
invoices for payment with the general ledger. 
They also do not readjust the Oil line item for 
adjustments inProfessional and Support Staff 
costs. 

2.3.3 The invoices failed to account for 

internal SKIP advances, not USAID advances. The
 
five incorrect invoices were submitted during
 
the period from December 1588 to July 1556 only.
 
The statement implies that ICRISAT still does
 
not reconcile their Invoices to the general
 
ledger. This iserroneous. Since the
 
introduction of anew Accounts Officer,
 
Administrative Officer, and use of computers and
 
Lotus 1-2-3 In1591, reconciliation takes place
 
on a sonthly basis. The situation has been
 
under control for approximately the past year
 
and half.- The improvement inthe system of
 
internal control has already taken place and
 
similar errors ill not and have not been
 
repeated since beginning of 1551.
 

Sales tax submissions are curreatly up to date. 
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No comments.
 



laditors Report SHIP's commeuts ICIISAT Center's collects 

IICOKKIIDIIIOI 2 

USAID/Jisbabwe should disallow direct costs of 
$253,421 and account for the $5,215 overhead 
underbilling. 

1ISC9SSICI 

ICto collent 

See USAID Harare comaents on 
dated 24 July 19921 

this (1AI tessage 

The incorrect billing was sainly due to ICRISAT 
not properly accounting for fonds which had 
been received and non-inclusiom of external 
auditor adjustment. infiscal reports after 
audit. 

ICRISAT staff inBulawayo have accepted the 
above recommeudation including an improvement 
inthe system of internal control inorder to 
avoid similar errors isthe future. Sales tax 
refund claims are now being submit:ed proaptly 
to avoid any disallowance by the Government of 
Zimbabwe. 

2.3.4 Inconsistent Application of Direct and 
Indirect Support Staff Costs 

During the period under review an ICtISAt 
Center fiscal division member of staff inIndia 
was paid $14,358. ICRISAT clailed these 
amounts as direct costs as there was a 
provision inthe grant agrtteet that allowed 
up to three ICRISAT Center employees to be 
charged as a direct cost to the project. 
Kembers of staff performing similar work are 
being considered as indirect costs on other 
projects. We found no conclusive evidence that 

ICto comment Zapenditure incurred on this staff as per 
original contract dated 15 September 1983. 
This staff isengaged persistently on this 
project work, though not exclusively. USAID 
reviewed this and issatisfied with the job 
description. Sisilar situation does exist in 
other project grants, namely ADD, IDRC, etc. 
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Audito.rs e o.!rt 
the member of staff only performs SADCC/ICRISA ! 
work. 
Treating the employee as a direct cost vhen hedid not exclusively work on the project canresult inan overbilllng to USAID. Theassociated overhead content of $2,154 for theemployee has also been identified under
questioned overhead costs. 

SNIS's collect$ 
CIA etrscmet_ISAT Cente r'collects 

USAID and ICRISAf should resolve whether thecost for the employee be allowed. 

ICto comment 
See 2.3.4 

Infuture, a time recording system, such as theuse of timesheets, should be Implemented inorder to determine direct and Indirect costs.ICRISAT Center should charge staff time inafashion that isconsistent for all grants, all 
donors. 

IC to collent 

DISCUSSIOI 

ICRISAT has included the salary costs of theemployee as a direct cost zs the grant includes 
this provision. The treatment of salary costsof tis npiyee s uiqua n Is n c o si s entPof this employee Isunique and Isinconsistent 

with ICRISAtHyderabad staff performing similarwork for other projects. 
ICRISAT provided us with Internal 
correspondence which discussed the direct
charging of core positions to USAID. This 
corresponofcoreoitntes tot ISATohiciscorrespondence indicates that ICRISAT officials 
made attempts to ensure that employeescompensated through AID grants work exclusively 

17 

As above. 

Treatment of such salary Costs isnot unique.Pre ct13ntc rrc t.As p ortt ique.V omment Is not correct. As per at tachment"D (financial Plan and Budget) of the original 

contract agreement dated September IS,1983, ICcan employ administrative staff for Bulawayoproject. One staff member's costs have been 
ro ect e Marc 1e8erbsst a ff 

charged effective Narch 1984. This staff 
member isengaged persistently on this project
work, although not ellusively. This was 
reviewed by the PV auditors and they appearedsatisfied going through his job 
7after 



Auditors eport SKIP's comments ICRISAT Center's comments 
on AID project related activities. ICRISAT 
officials also providid us vith a jobdescription that identified the various USAID I 

Job description also. 

project related tasks that the Individual staffmember isresponsible for. 
Direct costs of support staff at ICto 

cost po t snt I to€ophenentary projects isnot unique to thisproject, as we are charging another staff 
2.3.5 Questionable Legal/Arbitration 
9rpenditures 

ICRISAT Katopos spent $52,184 on legal fees and 
arbitration costs to seek reperforuance of work 

2.3.5 We stand by the comments inthe 
discussion section wherein auditors state that 
they found no support to exclude these legal andarbitration costs which appear to be reasonable, 
allocable and allowable. 

member's Costs to an ADB project. 

We agree. 

performed by a building contractor. 
AID/Zimbabwe officials believe that ICRISAT 
should have informed AID officials of the 
issuelsituation before ICRISAT Incurred such 
significant legal costs. ICRISAI officials 
were not aware of any requirements to notify
AID/Zimbabve prior to incurring material legal
fees. The effect of the activities may have 
resulted inincurred costs that did not further 
project objectives. 

N1CONRIDATION 4 

AID/Zimbabwe and ICRISAT officials should 
resolve the issue of the incurred legal and 
arbitration costs that have been classified as 
questioned. 

DISCUSSIOn 

ICRISAT officials believe that their actions 
were prudent given the situation they were 
faced with. 
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AuditorsReport 

SKIP's Comments 

ICilSIT Center's collects
 

Per reviev of 0(B Circular A-122, U.S.
Mandatory Standard Provisions, and the grant
agreement, ve 
found no support to exclude these
legal and arbitration costs reich appear to be
reasonable, allocable, and allovable.
 
2.3.6 
 ICRISAr and AID/IHBABWR Records 
 2.3.6
Disagree this section should be deleted inits 
 we agree.
entirety as disagreement of records for any
 
ICRISAT and AID/liababve accounting records for 

amount never existed.
 
the period under audit, disagree by a 
total of
$624,354. 
 This isdue to unreconciled

differences betveen the AID/Zimbabve MACS
reports and the ICRISAf Fiscal Reports.

total represents the sum 

The
 
of seven claims made


by ICRISAT which do not agree vith the
accounting entries Inthe MACS system, advance
payment received by ICRISAY, that Isnot
reflected inMACS. 
 Without reconciling the
uoted differences, ICRISA! cannot assume that
AID/Zimbabve has alloyed for all expenses

claims submitted.
 

l1COINIIDATIOV 5
 

ICRISAT Comments
 
The ICRISAr Assistant Deputy General for
Administration agreed that the unreconciled
differences should be resolved. 
He stated that
he viii recommend that the ICRISAT Bulavayo
staff perform a full reconciliation vith AID as
of December 31, 
1991 and then perform a regular.

reconciliation thereafter.
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Auditors leport SKI's comments ICRISA! Center's colsents 

2.3.1 Unsupported Costs 2.3.7 Supportiag documentatiom has been found We agree. 
ia:all instances to justify paysents sade. 

ICRISAT officials were not able to provide 
support documentation for two claimed erpemmes 
totalling $31,986. Kaodatory Standard 
Provisions ior Non-US Goverumeutal Grantees 
state that grant recipients must maintain 
adequate books and records to support their 
claims for reitbursement. ICRISAT could not 
find the documentation due to weak accounting 
control procedures. the effect of this finding 
isthat AIDlZisbabwe say have been charged for 
activities uorelated to the project. We also 
classify as unsupported $1,053 which isthe 151 
overhead related to one of the unsupported 
vouchers. 

IKCOKIED1tIOI 6 

AIDllisbabve should request that ICRISAT 
accounting staff continue searching for the 
unsupported vouchers or request copies from 
suppliers. 

DISCUSSIOI 

ICRISAt staff stated that they would continue 
searching for the missing vouchers. 

3. INTERNAL COITIOL STIUCTUIE 
3.1 INDIPIIDENT AUDITOR'S REPORT 
We have audited the fuod Accountability 
Statement of the International Crops Research 
Institute for the Seil-Arid tropics (ICRISAT), 
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Auditors Report SKIP's comments ICRISAT Center's comuents
 

Regional Sorghum and Millet Research Project
 
No. 690-6224 for the period January 1,1981
 
through December 3i, 1991 and have issued our
 
report thereon dated Kay 5, 1992.
 

Ve conducted our audit Inaccordance vith
 
generally accepted auditing standards and
 
Government Auditing Standards, issued by the
 
Comptroller General of the United States (1988
 
Revision). Those standards require that we
 
plan and perform the audit to obtain reasonable
 
assurance about whether the fund Accountability
 
Statement isfree of material misstatement.
 

Inplanning and performing our audit of the
 
fund Accountability Statement of ICRISAT for
 
the period January 1,1987 through December 31,
 
1991, we considered the project's internal
 
control structure inorder to determine our
 
auditing procedures, ior the purpose of
 
expressing our opinion on the fund
 
Accountability Statement and not to provide
 
assurance on the internal control structure.
 

The management of ICRISAT isresponsible for
 
establishing and maintaining an internal
 
control structure for the Regional Sorghum and
 
Millet Research Project. Infulfilling this
 
responsibility, estimates and judgments by
 
management are required to assess the expected
 
benefits and related costs of Internal control
 
structure policies and procedures. The
 
objectives of an Internal control structure are
 
to provide management with reasonable, but not
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Auditors leport SKIP' ousents ICCISAtCenter's costents 
absolute, asurance that assets are safeguarded 
against loss fro& unauthorized use or 
disposition, and that transactions are excepted 
inaccordance with sanageseut's authorization 
and recorded properly to persit the preparation 
of the fund Accountability Statelest in 
accordance Vith generally accepted accounting 
principles. Because of inherent lisitations in 
any internal control structure, errors or 
irregularities say nevertheless occur and not 
be detected. Also, projection of any 
evaluation of the structure to future periods 
issubject to the risk that procedures say 
becose inadequate because of changes in 
conditions or that the effectiveness of the 
design and operations of policies and 
procedures say deteriorate. 
for the purpose of this report, we have 
classified the significant internal control 
structure policies and procedures as they 
relate to the Regional Sorghus and Killet 
Research Project inthe following categoriest 

- Control Invironsent 
- Overhead calculations 
* Accounting systes 
- Expense and classification and 
recording 

- Expense approval 
- Control Procedures 
- Ixtraction of transaction details 

into statesents to USAID. 
for all of the internal control structure 
categories listed above, we obtained an 
understanding of the design of relevant 
policies and procedures and whether they have 
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uditorm Report 


been placed inoperation, and we assessed
 
control risk.
 
we noted certain matters involving the internal
 
control structure and its operation that we
 
consider to be reportable conditions under
 
standards established by the American Institute
 
of Certified Public Accountants.
deficiencies inthe design or 

Reportable

operation for the 


internal control structure that, Inour 

judgement, could adversely affect the entity's

ability to record, process, summarize and 

report Fund Accountability data consistent with 

the asseritons of management inthe Fund 

Accountability Statements. 


The following reportable conditions were 

observedi 


- the ICRISAT Katopos accounting system isnot 

capable of handling the types and volumes of 

transactions 


- Invoices to USAID are not reconciled with the 

general ledger 


- ICRISAT has never performed an overhead rate 


SKIP's consents 


We believe the statement that the ICRISAT 

Katopos accounting system Isnot capable of 

handling the types and volumes of transactions 

to be untrue and do not understand on what basis
 
the statement abs been made. 
 As stated inour
 
comments under section 1.4, ICRISAT Natopos

records fully reconcile with USAID records, all
 
payments have supporting documentation and
 
questioned costs are 
1.51 of total costs
 
incurred. ICRISAT isand has been fully capable
 
of handling the types and volumes of
transactions encountered. 
 This tore than ever
 
the case with the advent of a new Adinialstrator
 
and Accounts Officer who have been able to
 
Introduce use of computers and Lotus 1-2-3 Into
 
the system since 1991.
 

Unreconclled invoices are five In sther only
dating from December 1988 to July 1990. 
Since
 
1991 invoices have been reconciled on a tonthly
 
basis. 
 This has not been a problem for the
 
latter part of the audit period. We do not feel
 
this issue warrants a reportable condition at
 
this 	point intime as Itisno 
longer an
existing or continuing problem. 


ICto comment 

5part 
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ICRISAT Center's cosents
 

We agree. However, Lotus 1-2-3 system will be
 
reviewed innear 
future and replaced if
 
necessary.
 

See coments under 1.4. PM isIncorrect. In
 
addition, this has nothing whatsoever to do
with 	the internal control situation, per this
 

of the audit report.
 



lAuditors Report SKIP's commeats ICIISAI Center's comments 

A material weakness is a reportable condition 
inwhich the design or operation of the 
specific internal control structure eleeats 
does not reduce to a relatively low level the 
risk that errors or irregularities i amounts 
that would be material isrelation to the land 
Accountability Statement belag audited may 
occur and not be detected vitbin a timely 
period by employees inthe mormal course of 
performing their assigned fusctions. 

Our study and evaluation disclosed the 
following conditions inthe system of imtermal 
structure of ICilSAi iseffect at December 31, 
1991, which, inour opimion, result inmort 
than a relatively low risk that errors or 
irregularities inamounts that mould be 
material inrelation to the coesolidated fund 
Accountability Statement may occur and sot be 
detected within a timely period. 

- the ICRISAT Xatopos accousting system does Please refer to our comments under section 1.4 
not properly classify record and report USAID and 3.1 above and 3.3.1 
grant transactions. 

we also noted other matters imvolviag the 
internal control structure and its operation Ie have not received the letter of June 3 cited. 
that we have reported to the management of 
ICRISAT is a separate letter dated June 3, 
1992. 
Information contained isthis report may be 
privileged. The restriction USC 196S should 
be considered before any information is 
released to the public. 
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Auditors leport SHIP's couents ICRISAT Center's collects 

This report inintendid solely for the use of 
ICRISAT, and the United States Agency for 
International Development and should not be 
used for any other purpose. 

3.2. INTRODUCTION 

3.2.1. Definition 
Aserican Institute of Certified Public 

Accountants (AICIA) Codification of Auditing No collects. 
Standards, section 319, defines an 
organization's internal control structure as 
consisting of the policies and procedures 
established to provide reasonable assurance 
that a specific entity's objectives will be 
achieved. The internal control structure Is 
composed of three elements, 

the control environment 
the accounting systes 
control procedures 

The control environment reflects the overall 
attitude, awareness and actions of management. 
The accounting system consists of methods and 
records established to identify, assemble, 
analyze, classify, record and report 
transactions. Control procedures are those 
policies and procedures inaddition to the 
control environment and accounting system that 
management has established to safeguard the 
organization's resources. 
Insection 3.3 below, we have classified our 
findings and recommendations by these three 
elements of the auditee's internal control 
structure. 
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3.3. JIIDIIGS AND RKCOKKINDATIOIS
 

3.3.1 Accounting system does sot properly 

classify, record and report USAID grant 

transactions 


* This finding issote fully discussed It 

sections 2.3.3, 2.3.1, 3.3.5 and 4.3.1 Is
 
order to avoid duplicate recommendations, we
 
have not reiterated the fiadings and we refer
 
to those sections.
 

3.3.2 ICIISAT does not calculate am overhead
 
rate 


Since project inception ICRISAT has applied a
 
151 overhead charge. lowever, ithas never
 
performed a rate cosputatiom to determine if
 
151 isreasonable or justifiable. OKI Circular
 
1-122 requires that the griatee determine an
 
overhead rate by identifying direct and
 
indirect expense pools, and cost bases.
 

IICONKIIDTIOI 1 

ICRISAT should calculate their overhead rate 

following the guidelines provided inOKH
 
Circular A-122.
 

DISCUSSION
 

ICRISAT officials stated that they never
 
performed a calculation because the 151 that
 
they charged to all projects appeared to be
 

SKIl's commests ICRISAT Center's comments
 

3.3.1 We reiterate our belief that this We agree. 0KB Circular A-122 does not apply.
 
stateent is atrue and do sot'vnderstand owhat
 
basis the stateaent has bee. made. Please see
 
our comtents under section 1.4, 3.1 and 4.3.1 as
 
vell.
 

ICto comment
 

See comseats above and section 1.4.
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SKIP's commelts 

ICRISIT Center's comments 
low and very reasonable. 

Ve devoted a substantial amount of time to 
performing an overhead rate analysis and
determined that for the fiscal year endedDecember 31, 1998 the rate applicable to theproject under review was approximately 32.71. 

Inour discussions with ICRISAT management, we 
explained that AID regulations require that theoverhead rate be calculated on a regular basis,even ifthe rate ishigher than the amount 
charged to the project. ICRISAT officials 
stated that they vere not aware of this 
requirement, but would begin calculating theoverhead rate on an annual basis. Ve noted
that the new ICRISAI Internal Audit Nanager Is 
an American who has strong experience with OBA-122. We believe he will be able to perform
the calculations with little difficulty. 

ICto comment 

3.3.3 Advances should be better managed.
As at December 31, 1991 the USAID advance and
deposit fund balance was $72,321. Some
advances were more than a year old, including
staff loans that totalled $16,1: $2,028 wasadvanced to a petrol station as a form of 
deposit so that fuel could be purchased on 
credit. 
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IKCOiRIDATION a 

ICRISAT should sake attempts to reduce and lecommemdatiom isaccepted and vill be so comments. 
recover funds advanced to members of staff. lpleteted 
Kouies on deposit vith the petrol station vould 
be vithdravn and deposited inan interest 
bearing bank account. iherever possible, 
credit facilities should be sought frot 
suppliers rather than providing advances. 

DISCUSSIOI 

ICRISAT officials agreed that efforts should be 
taken to reduce the balance of the advance 
account. 

3.3.4 flixed Assets sot properly accounted for 

the ICIISAT fixed assets register does not 
contain the details required uder the grant 
agreemnt. The Cost of buildings isaot 

Recommendation isaccepted and vill be 
Implemented. 

accumulated, flied assets are not clissified 
betvetn land, buildings, motor vehicles, etc. 
Also, there isso cumulative record of fixed 
assets. The location of assets isaot clearly 
identified. 

RCOINRIDA!IOI 5 
A detailed fixed asset register should be 
maintained vhich captures the cumulative value 
of the assets, and other relevant data as 
required by the grant agreement standard 
provision. 
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DISCUSSIOl
 
ICRISA! officials stated that they recently
 
realized the weakness of their asset management
 
system and started keeping the essential 

details in1991. They stated that they will 

continue the practice for the remaining years 

of the grant agreement. 


3.3.5 Invoices are not reconciled to the 

General Ledger 


isnoted more fully infinding 2.3.3, ICRISAT 

accounting staff were not properly accounting
 
for funds received from, or expenses disallowed
 
by, USAID/Zisbabve. This led to incorrect 

invoices (fiscal reports) being submitted to
 
USAID. As no reconciliation was performed,
 
these errors carried forward to subsequent
 
invoices.
 

lICOINIATIOI II
 

ICRISAT should reconcile the invoices for 

payment to USAID with the general ledger, on a 

monthly basis. 


DISCUSSIGI 


ICRISAT management agreed that performing
 
regular reconciliations would strengthen their
 
system of internal controls. They agreed to
 
adjust their accounting records for the items
 
identified in the audit.
 

SKIP'S comments ICIISAT Center's comments
 

Itisincorrect to state that ICRISAT accounting
 
staff were not properly accounting for funds
 
received from, or expenses disallowed by,
 
USAID/Zkbabve inrelation to invoices not
 
reconciled to the General Ledger. The lack of
 
reconciliation to the General Ledger was in
 
relation to internal SKI? advances and not
 
monies received or disallowed by USAID. Please
 
see comments under section 2.3.3.
 

Ve agree.
 

Please see our comments cm section 2.3.3. 
Accounting records will be adjusted when the 
final audit report isissued. 

ICRISAT and AIDZlmbabve records have been fully USAID has since confirmed that no differences 
reconciled. existed. 
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 SHIP'S comments 
 ICRISAT Center's comsents
 
As noted in finding 2.3.1, ICRISAT staff were
 
not able to find supporting documentation for
 
$34,986 inclaimed expenses. This was due to
 
weak accounting control procedures.
 

RKCOUIRIDITIOI 11
 

ICRISAT should strengthen their controls over
 
the maiotenance of supporting documents and
 
vouchers.
 

DISCUSSIOI
 

Our original audit tests identified thirteen
 
instances of lissing documentation totalling
 
$238,702. Subsequent searching by ICRISA?
 
Hatopos staff produced documentation for eleven
 
of the vouchers. ICRISAT sanagesent stated
 
that this weakness would be corrected and that
 
all vouchers and supporting documentation would
 
be kept infuture.
 

4. CONPLIAICE 11T1 COOFIRATIVI AICRIKII
 
PFOVISIOIS LID AFILICABLI US GOVIIEIIT LAWS
 
AID RIGULITIOIS
 

4.1 INDIPNDERT AUDITOR'S RIORT ON CONPLIANCI
 

Ve have audited the financial statements of
 
ICRISAT for the period January 1,1987 through
 
December 31, 1991, and have issued our report
 
thereon dated Kay 5,1992.
 

Ve conducted our audit inaccordance with
 
generally accepted auditing standards and
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Government Auditing Standards, issued by the.
 
Controller General of the gaited States (1388
 
Revision). Those standards require that ve
 
plan and perfora the audit to obtain reasonable
 
assurance about whether the fund Accountability
 
Statement isfree of material misstatement.
 

Compliance with laws, regulations, contracts,
 
and grants applicable to ICRISAT isthe
 
responsibility of ICtISAT. As part of
 
obtaining reasonable assurance about whether
 
the fund Accountability Statement isfree of
 
material misstatement, ve performed tests of
 
ICRISAT's compliance with certain provisions of
 
laws, regulations, contracts and grants.
 
However, our objective vas not to provide an
 
opinion on overall compliance with such
 
provisions.
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Material instances of noncompliance are failure
 
to follow requirements, or violations of
 
prohibitions, contained instatutes,

regulations, contracts or grants that cause us
 
to conclude that the aggregation of the

misstatements resulting from those failures or

violations ismaterial to 
the Fund
 
Accountability Statement. 
 the results of our
 
tests of compliance disclosed the follovinog

material instances of noncompliance.
 
Instances of material non-compliance included 

the incomplete financial and technical 

reporting to USAID, the utilization of USAID
funds for noo-USAID related activities, the 

lack of an adequate accounting system to
separately account for USAID expenses and the

failure to calculate annual actual overhead, 


We considered these material Instances of
noncompliance informing our opinion on 
whether
ICRISAT's January 1,1987 through December 31, 

1991 Fund Accountability Statements is

presented fairly, inall material respects, in
cooformity with generally accepted accounting 

principles, and this report does not affect our 

report dated Kay 5,1992 on that Fund
 
Accountability Statement.
 

lIcept as described above, the results of our
tests of compliance indicate that, with respect

to the items tested, ICRISAT complied, Inall
material respects, with the provisions referred
 
to inthe third paragraph
 

SKIP's comments 

ICRISAT Center's colmects
 

4.1 Instances of laterial non-compliance cited 
 Please 
see our replies under earlier sections.
by auditors Includes2

a) Incomplete financial and technical reporting
to USAID --
please see our comments on section
 
L.i, paragraph 4.
 
b) utilization of USAID funds for non-USAID
 
related activities--please see 
our comments
 
under section 1.4, paragraph 4 and section
 
4.3.3.
 
c) lack of an adequate accounting system to
separately account for USAID expenses--please
 
see our comments under
 
section 1.4 paragraph 4,
d) failure to calculate annual actual overhead 
 Please 
see 1.4 for ICRISAt comments.
rates--ICRISA? center to comment
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of this report, and vith respect to items Dot
 
tested, nothing came to our attention that
 
caused us to believe that ICRISAI had aot
 
complied, inall material respects, with those
 
provisions.
 

Information contained inthis report may be 
privileged. The restriction of IsUSC 1965 
should be considered before amy information is 
released to the public. 

This report isintended solely for the use of
 
ICRISAT, and the United States Agency for
 
International Development and should not be
 
used for any other purpose.
 

4.2 IITRODUCTIOR
 

USAID requires al grantees, regardless of the
 
country or legal entity, to comply vith the
 
terms and conditions included inthe
 
cooperative agreement, attached provisions and
 
referenced procurement regulations. In
 
general, such compliance cannot be valved by a
 
Kission or by AID/Vasbington.
 

Steps performed inthis audit to test
 
compliance vith the agreement and related
 
provisions includedi
 

- a review of cooperative agreement provisions
 
and related regulations to identify those
 
provisions and regulations which could have a
 
material affect on the financial statements
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- audit procedures Including detailed testing
 
to evaluate ICRISAT's compliance with these
 
provisions and regulations.
 

4.3 RINDINGS AND RECOMHMNDATIONS
 

4.3.1 The ICRISAT Matopos accounting system is 

not capable of properly accounting for the 

types, coiplexity and voluie of transactions 


Mandatory Standard Provisions for US Non-

Governmental Grantees, go. 2,states "The 

grantee shall maintain books, records, 

documents ...to sufficiently substantiate 

ch3ages to the grant.* ICRISAT uses LOTUS 1-2-

3 spreadsheets and some manual books and 

records to track project financial activity, 

However, the scope and complexity of the 

financial transactions overvhelm the capacity 

of the system and financial staff. Without an 

integrated accounting system, the Matopos staff 

cannot cope with multi-currency, donor specific 

expense identifications leading to financial 

misstatements. 


RICONKRIDATIOIS 12 


ICRISAT should implement an Integrated 

accounting system which can account for
 
multiple currencies multiple projects and donor
 
specific reporting.
 

SKIP's comments 

4.3.1 We believe this statement to be untrue 

and do not understand on what basis the
 
statement has been made. Please 
see our further
 
comments under sections 1.4, 3.1 and 3.3.1. The 
statement implies that ICRISAT's use of Lotus I­
2-3 ispart of the alleged problem. Infact,
 
unreconciled invoices were five innumber and
 
took place between December 1988 and July 1998.
 
Since introduction of computerization and use of
 
Lotus 1-2-3 Inearly 1991 inconjunction with a
 
new Administrator and new Accounts Officer,
 
improper lnvoicingjs not an existing or
 
continuing problem. tave been able to remedy the 

weakness so as to make the statement currently 

Invalid. ICRISAT infully capable of properly 

accounting for the types, complexity and volume 

of transactions taking place. Nevertheless,
 
ICRISAT Is reviewing the area of computerized
 
accounting system for aulticurrencles inorder
 
to further improve efficiency. A suitable
 
commercial or customized software package would
 
put ICRISAT at an even greater advantage.
 

ICRISAT Center's consents
 

We agree with the explanation offered.
 

We agree. No further comments, other than, as
 
previously indicated, the present accounting
 
system, Lotus 1-2-3, will be revieved innear
 
future, and changed ifnecessary.
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This system could be sanual, or a cosmercial 

accounting softvare package. 


DISCUSSIOI 

ICRISAT staff agree that their current system 

isnot ideal. They looked into setting up a 

coaercial package but ran into sote problems. 

They have agreed to revisit the issue.
 

4.3.2 ICRISAT isnot subsitting financial and
 
technical reports 

Attacbent C to the grant agreesent requires 

that ICRISAT provide USAID/Zimbabve with
 
quarterly financial status reports and seat-

annual technical progresA reports. These
 
reports have not been submitted to USAID.
 
ICRISAT officials said they were not aware that
 
USAID/Zishabve officials were not satisfied
 
with the financial inforntion provided.
 
Without regular financial and technical
 
progress reports, USAIDlimbabve officials
 
cannot properly monitor the project.
 

RICOKIDATIOI 13
 

ICRISAT should prepare and submit financial and
 
technical progress reports as required inthe
 
grant agreesent.
 

DISCUSSIOi
 

ICRISAT staff have agreed to begis submitting
 
the reports as required. They stated that
 
USAID never provided then with the reporting
 

SKIP's consents 
 ICRISIT Center's connents
 

A suitable commercial or customized software
 
package would put ICRISAT at an even greater
 
advantage. We believe itisvery important to
 
note that deficiencies existiqg inthe first
 
years of the audit period bad been corrected and
 
not repeated inthe last year and a half of the
 
audit period.
 

4.3.2 Please see our comsents on section 1.4,
 
paragraph 4.
 

Please see 1.4.
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4.3.3 Utilization of USAID funds for other 

do~or project activities 


ICRISAT project officials have transferred 

funds between the USAID, CIDA and GT! accounts 

to pay for project activities. They

transferred funds on a temporary basis to 
cover

for delays inreceipts fro& 
the various donors,

USAID Kandatory Standard Provisions for Non-US 

Governmental grantees require that recipients

maintain separate accounts for USAID funds and 

only utilize those funds for AID supported 

project activities. Utilization of AID funds

for non- AID related activities, Inconjunction

with the weak accountlnq system noted in
 
finding 4.3.1, may result inUSAID funds
 
supporting extra-project activities.
 

RCOMIRIDATIOI 14
 
ICRISAT should zero 
out the balances due to,

and from, the various donors and maintain
 
strict segregation of funds Inthe future.
 

DISCUSSIO!
 
ICRISAT officials explained that the transfers
 
between grantor funds isonly on a 
temporary

basis and isnece:sary due to the occasiopal

delays ioreceipt of funds from donors. They

stated that the flow of funds was well
 
controlled and not prejudicial to any one
 
donor. 
 They agreed that, ina perfect world,

where invoices were submitted or paid on time,

the transfer of funds would not be necessary.
 
we suggested
 

SKIP'S comments 

4.3.3 
 Please see our comments on section 1.4,

paragraph 4. In addition, ve'object to the
 
sugge:Lton that ICRISAT core 
fuods should make
up any shortfalls inindividual Jonor payments.

Instead, we believe that, :;ne, 1he flow of

funds isveil controlled and not prejudicial to 
any one donor, the arrangement used inthe past
should be maintained. Ve reiterate that strict 
segregation of funds has always taken place at
all times and that zeroing out of balances due
 
to; and from the various donors has always taken
 
place as veil.
 

[CRISI? Center's collents 

No comtents. 
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 SEIF's coasests 
 ICRISAT Cester's colsents
 

that the project temporarily borrow ICRISAT
 
Core fonds to sake up any shortfalls in
 
individual door-payentas. Ve note that the
 
balance between USAID and CIDA has been
 
cleared.
 

5. OTER HATTIRS
 

5.1 IJI|GS
 

Certain additional steps were requested by
 
AIDIisbabwe Inour scope of york. The
 
following findings and observations address the
 
issues that are not covered elsewhere inthe
 
report.
 

5.1.1 linancing of ineligible costs with USAID
 
funds
 

Isour audit test and reviews, other thai where
 
identified inthe findings inthe previous
 
sections, we noted no instances where ICEISAT
 
officials utilized USAID funds for activities
 
inconsistent with project goals or allowable
 
USAID regulations.
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5.1.2 Hole office or-Bulavayo office costs 5.1.2 Reallocation of costs as suggested has No comments. 
that appear extraordinarily high; and, the high already taken place. Please see our comments on 
utilization of grant funds that will only cover section 1.4, paragraph 5. 
expenditure planned through October 1992 
instead of the project completion date of 
September 1993 

The explanations for the two matters noted 
above are related and best discussed together. 
Inour audit tests we noted that almost all of 
the project vehicles were purchamed using funds 
from the USAID grant. However, some of the 
vehicles are actually used by staff.vorking on 
CIDA and GTI related components of the project. 
(Note: there are no donor restrictions as to 
how vehicles should be used). We also noted 
that several employees such as 
PersonnellAccounts Officer, Purchasing Clerk, 
Storeman and secretaries were identified as 
providing services to all three donors, but 
were wholly paid from USAID grant funds. 

On discussing this situation with ICRISAT 
officials, we noted that it was not equitable 
for USAID to pay for a disproportionate share 
of vehicle and salary costs. ICRISAT officials 
agreed with our observations and agreed to 
reallocate some of the vehicles and employee 
costs to CIDA and GTZ related sub-programs. 
This reallocation should reduce the level of 
operating costs paid by USAID over the 
remaining project life and ensure project 
completion with the remaining funds. 
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