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Attached are five copies of an Agency-contracted financial audit report of the 
Government of Kenya Under the Rural Private Enterprise Project No. 615-0220, 
Loan No. 615-T-020. The accounting firm of Price Waterhouse. Kenya performed 
the audit. 

A.I.D. authorized the Rural Private Enterprise (RPE) Project No. 615-0220, Loan 
No. 615-T-020 on August 25, 1983. The purpose of the RPE project was to establish 
and expand rural private enterprises (businesses with strong linkages to agriculture, 
wherever located, and other business located outside Nairobi and Mombasa) in 
Kenya. The achievement of this purpose was to contribute directly to the fulfillment 
of the Government of Kenya's and USAID/Kenya's goal of increased rural 
production, employment and income. 

The objectives of this project were to be attained through the provision of credit and 
technical assistance to commercial banks (or finance companies which were part of 
a commercial bank group) active in Kenya which were, in turn, to make loans and 
provide business advice to entrepreneurs. The implementation of this project 
occurred through the Ministry of Finance(MOF)/the Central Bank of Kenya (CBK) 
assisted by the following participating banks and financial institution: 

* The Kenya Commercial Bank; 

* The Kenya Commercial Finance Company; 

* The Standard Chartered Bank of Kenya; and 

* The Barclays Bank of Kenya. 
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The audit covered project disbursements totalling $22,000,073 for the period August 25, 
1983 through August 31, 1992. The auditors tested disbursements of $18,021,360 (81.9 
percent). The audit did not cover reflows of RPE funds (interest and principal payments 
from the participating banks) which under the project terms are continuing. 

The objective of the audit was to examine the RPE's Fund Accountability Statement (FAS) 
and express an opinion as to whether the statement presents fairly, the use of funds in 
accordance with the project agreement. In order for the auditors to answer the objective,
they were to consider the RPE's internal control structure so as to determine the auditing 
procedures for the purpose of expressing an opinion on the FAS. The auditors were 
required to report on significant internal control deficiencies and material weaknesses. As 
part of obtainirg reasonable assurance about whether the FAS was free of material 
misstatements, ie auditors were required to test the RPE's compliance with the terms of 
the project agreement and report on any identified material instances of noncompliance. 

Price Waterhouse issued an adverse opinion on the Fund Accountability Statement because 
of the significant amount of questioned costs totalling $1,737,823 (ineligible costs of 
$1,681,908 and unsupported costs of $55,915). As illustrated below, the amount of 
questioned costs represents about 7.9 percent of the amount audited. 

UNJI\fERFISE CF= FPfCJECr DI GB URISE ME NT 

Questioned Costs* 
Unaudited Costs $1.74 million 

$3.98 million 

74.0% 

Accepted Costs 
$16.28 million 

Incr~i.dil: SI 1 Ir, l-,e 5n-J,015 I,% r.Cratn.61 .DOB IrIa oc'mtm e S Lrrnnuppcort l 

The report on internal control structure noted material weaknesses which included: 

0 inadequate systems for monitoring and reconciling foreign procurement by 
MOF/CBK; 
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* 	 inadequate controls in MOF/CBK for ensuring that funds not disbursed to 
entrepreneurs by the participating banks are repaid to USAID/Kenya; 

* 	 inadequate systems to ensure submission of regular reports of letters of 

commitment to CBK and USAID/Kenya by the participating banks; 

* 	 poor voucher filing and referencing practices in CBK; 

* 	 failure to maintain formal job descriptions for key project personnel in CBK; 
and 

* 	 inadequate monitoring of promissory notes by CBK. 

Further, the report on compliance noted two material instances of noncompliance 
concerning: 

* 	 failure by participating banks to reimburse USAID/Kenya amounts received 
but not disbursed to entrepreneurs, resulting in ineligible costs of $1,033,014; 
and 

" 	 failure by participating banks to reimburse USAID/Kenya amounts not used 
by the entrepreneurs for approved and intended purposes, resulting in 
ineligible costs of $648,894. 

The draft report was submitted to USAID/Kenya and the MOF/CBK for comment and 
their comments (Appendix T and Appendix II, respectively) were taken into consideration 
in the preparation of the final report by Price Waterhouse. CBK did not consider itself to 
be the MOF's implementinig representative to ensure that the Government of Kenya's 
responsibilities under the project agreement were fulfilled. Rather, CBK saw itself as having 
properly relied upon the participating banks and the Project Contractor to carry out their 
specific tasks without the need for CBK to supervise, direct or take responsibility for their 
actions. However, under the project agreement, the ultimate responsibility for implementing 
the project rested with the Government of Kenya and, therefore, upon the CBK. 

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/Kenya determine the 
allowability and recover, as appropriate, the following questioned costs from the 
Government of Kenya: 
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1.1 	 Ineligible costs of $1,681,908; and 

1.2 	 Unsupported costs of $55,915. 

Recommendation No. 2: We recommend that USAID/Kenya obtain from the 
Ministry of Finance/Central Bank of Kenya a plan of action to correct internal 
control weaknesses and instances of non-compliance with the project agreement by 
ensuring that: 

2.1 	 foreign procurements are monitored and reconciled; 

2.2 	 funds not disbursed by participating banks to entrepreneurs are repaid; 

2.3 	 participating banks submit regular reports of letters of commitment to the 
Central Bank of Kenya and USAID/Kenya; 

2.4 	 the Central Bank of Kenya improves its voucher filing and referencing 
system; 

2.5 	 the Central Bank of Kenya maintains formal job descriptions for key project 
personnel; 

2.6 	 the Central Bank of Kenya improves monitoring of promissory notes; and 

2.7 	 funds not used by the entrepreneurs for the approved and intended purposes 
are repaid. 

We consider Recommendation Nos. I and 2 unresolved. Recommendation No. 1 may be 
resolved when the Mission makes a final determination concerning the allowability of the 
questioned amounts. The recommendation will be closed when the Mission takes action 
appropriate to the determination. Recommendation No. 2 will be resolved when the 
Mission obtains from the MOF/CBK an acceptable plan for corrective action. The 
recommendation will be closed upon implementation of the corrective action. Please 
respond to this report within 30 days indicating action planned or already taken to 
implement the recommendations. 

Thank you for the cooperation extended to Price Waterhouse and Regional Inspector 
General for Audit representatives during the audit. 

Attachments: a/s. 
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USAID/KENYA 

AGENCY-CONTRACTED AJDIT OF THE GOVERNMENT OF KENYA UNDER THE 
RPE PROJECT NO. 615-0220. LOAN NO. 615-T-020 

SECTION 1 - INTRODUCTION 

1.1 BACKGROUND INFORMATION 

1.1.1 Participating Organisations 

The Rural Private Enterprise (RPE) Project No. 615-0220 was undertaken on August
25 1983 Inan agreement between USAID/Kenya and the Government of Kenya 
(GoK). The Ministry of Finance (MOF) assumed responsibility to ensure that GoK's 
responsibilities were met as the project proceeded. 

The Central Bank of Kenya (CBK) controlled the flow of funds under the project, and 
acted as the liaison between the participating banks and USAID. The following 
commercial banks and financial institution participated in the project 

Kenya Commercial Bank (KCB)
 
Kenya Commercial Finance Company (KCFC)
 
Standard Chartered Bank (SCB)
 
Barclays Bank of Kenya (BBK)
 

1.1.2 The RPE Prolect 

The primary objective of the RPE project was to establish and expand rural 
enterprises in Kenya, as a result of intermediate lending to private sector 
entrepreneurs. The project also aimed to increase the capacity of the Kenyan 
banking system to administer intermediate lending, by providing technical assistance 
and business advice. 

USAID's contribution of project finance consisted of a loan to GoK not to exceed $24 
million, and a grant ceiling of $11.296 million. 

The loan component was drawn down as the project proceeded and the participating
banks made loans to entrepreneurs. Entrepreneurial loans were subject to strict 
eligibility criteria, and were supplemented by matching funds loaned by the 
participating banks in predetermined ratios. Many of the loans were disbursed In 
local currency, but foreign procurement were also made when required. 

During the term of the RPE project, the total amount drawn down from USAID for 
loan purposes was $ 22,000,073. This reflects a total number of 113 loans disbursed 
to entrepreneurs, prior to the final drawdown of USAID funds by CBK on April 1 1992. 
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1.1.3 Accountlna and Contract Monitorin Systems 

Accounting and contract monitoring systems were established with the assistance of 
the project's technical advisors. A computer based accounting system was installed 
at CBK specifically for the RPE project, facilitating the generation of reports including 
CBK disbursements to banks, loan disbursements to entrepreneurs by the banks, 
agency fees reports, and details of due & overdue promissory notes. In addition, a 
manual register was maintained at CBK in respect of its cash d;sbursements to the 
banks. 

Principal documentary requirements were established as inputs to these systems 

Form RPE1 formed the basis from which participating 
banks could claim reimbursement from CBK for each 
proposed entrepreneurial loan. The form comprised details 
of individual loans and associated financial and statistical 
details for RPE monitoring and evaluation purposes. 

Form RPE2 provided the means to request reimbursement 
for the USAID portion of the RPE loan. 

Other forms were established for foreign procurement, 
Including means by which USAID funds were disbursed 
directly out of Washington to approved suppliers of foreign 
equipment for RPE loan purposes. 

Reporting requirements were also established. In particular, CBK was required to 
submit monthly reports to Treasury and USAID, providing Information Including bank 
account balances, summary of loans disbursed, and approved loan reports. 

1.2 AUDIT APPROACH 

1.2.1 Audit Oblectives and Scop 

Price Waterhouse was contracted under Contract No. 623-0000-1-00-2003-00 to 
perform an audit of disbursements of loans under the RPE project, covering the 
period August 25 1983 to August 31 1992. This period covers the timeframe in which 
initial disbursements were made to entrepreneurs, for the final disbursement was 
made in April 1992. The audit period does not relate to reflows of RPE funds, which 
under the project terms are continuing. As explained below, this audit scope 
excludes a review of such reflows. 

Expenditure reflected In the Fund Accountability Statement and relevant to the audit 
arnounted to $ 22,000,073. 
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The audit scope was defined in the Delivery Order and focused solely on the loan 
component of USAID funding, addressing only the initial disbursement of funds only
progressing from USAID advances to disbursements to entrepreneurs. The following 
were excluded from the audit scope : 

an examination of the grant component of the scheme 

an examination of financial events subsequent to the Initial downward 
disbursements (eg reflows were not included in the audit scope) 

matters relating to an evaluaton of the project or an assessment of 
whether the project's objectives were met 

The objectives of the audit were to: 

audit the RPE Fund Accountability Statement and express an opinion as 
to whether the Fund Accountability Statement presents faidy, in all 
material respects and Inconformity with the basis of accounting 
described in the report, the use of the funds as they relate to the loan 
component in accordance with the RPE Project Agreement 

consider the Internal control structure in place at the implementing 
Institutions, in order to determine the auditing procedures for the 
purpose of expreising an opinion on the Fund Accountability Statement 
and to report on significant Internal control deficiencies and material 
weaknesses 

test MOF's and CBK's compliance with the terms of the RPE Project 
Agreement Inrespect of the loan component, 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. 

Our examination was performed inaccordance with generally accepted auditing
standards and Government Auditing Standards Issued by the United States 
Comptroller General with the exception that we have not been subject to a quality
control review by a non Price Waterhouse firm. Such reviews are not required or 
available to professional firms in Kenya. We do not believe that this departure has 
affected our audit. We were subject to a quality control review in July 1992 
undertaken by a Price Waterhouse firm Independent of our firm. 

Our audit included such tests of the auditee's data and records and other auditing
procedures as were considered necessary In the circumstances. The audit was 
performed under the supervision of the Regional Inspector General for Audit (RIG/A) 
based in Nairobi. Price Waterhouse also adhered to the guidelines contained In 
various chapters of the "Guidelines for Financial and Compliance Audits of A.I.D -
Financed Agreements'. 
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1.2.2 Methodolouy 

A preliminary survey was conducted between November 8 1992 and November 15 
1992 at the head office premises o CBK, KCB, KCFC, SCB, and BBK. 

This survey was performed to secure an understanding of the RPE accounting 
systems in place, assess the overall strength of the systems of internal control, 
estimate the extent of compliance with the provisions and procurement regulations 
detailed in the Project Agreement (as amended and interpreted by Project 
Implementation Letters), and determine he degree to which supporting 
documentation would be available to the audit team. The survey provided the 
groundwork from which Price Waterhouse developed its detailed audit work plan. 

The terms of the RPE Project Agreement ard the cost principles contained in the 
applicable U.S Government regulations were used as criteria in the determination of 
unsupported or ineligible costs. 

The detailed audit work included the following major procedures: 

review of the project agreement, implementation letters, handbooks, 
relevant government regulations and other related documents 

examination and testing of documentation at CBK supporting receipts 
from USAID and disbursements to the participating banks 

examination and testing of documentation at vhe 
participating banks supporting a sample of loan 
disbursements to entrepreneurs 

a study and evaluation of internal accounting controls and accounting 
practices to the extent necessary to render an opinion on the Fund 
Accountability Statement 

site visits to a sample of entrepreneurial recipients of loans 
under the RPE project, to ensure by inspection that funds 
were expended for eligible and intended purposes. 

reconciliation of RPE disbursements recorded in the CBK 
accounting system, to USAI's Mission Accounting Control 
System (MACS). 

',e also performed other audit procedures as we determined were appropriate under 
the circumstances and warranted to arrive at .our conclusiow. 

1.2.3 Sample Methodoloqy 

Our audit was carried out Inaccordance with judgmental sample methodology, at the 
following three levels 
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Central Bank of Kenya Level 

AL loan disbursements were tested at CBK level, in order to satisfactorily reconcile 
figures reflected in the Fund Accountability Statement and review total disbursements 
per loan. 

Participating bank level 

Forty seven loans were selected for testing at participating bank level, accounting for 
$ 18,021,360 (or 81.91%) of total loan disbursements. 

The sample was primarily selected to obtain satisfactory coverage of the respective 
sample populations, with respect to the following attributes: 

value of loan, while still addressing smaller loans 

lending institution, ensuring all four participating banks were covered 

location of entrepreneur, ensuring regions throughout Kenya were 
addressed 

type of loan disbursement, ensuring both foreign procurement and 
locally denominated loans were addressed. 

Further, the sample was supplemented for loans identified at the survey stage for 
which we believed warranted testing on the basis of correspondence reviewed. 

Entrepreneur Level 

Twenty eight loans were selected for testing at entrepreneurial level, accounting for $ 
12,336,484 (or 56.07%) of total loan disbursements. This sample was a "sub-set' of 
the participating bank-level sample, and accordingly reflects similar attributes. 

1.24 Umitatlon of Scop 

We were subject to a limitation of scope when reconciling foreign procurement 
Information at the Central Bank of Kenya to that of USAID. No listing was available 
from USAID which could assist identification of the foreign procurement classified by 
entrepreneur. We are advised that A.I.D Washington did not maintain records which 
might assist such identification. This limitation has affected our auditor's report on the 
Fund Accountability Statement. 

In addition, there were local disbursements equivalent to $ 3,779,280 and foreign 
disbursements in the amount of $ 199,433 which were not included in our audit 
sample at participating bank level. While we do not classify this as a specific
limitation of scope, we have expressed no opinion on these disbursements in view of 
the high incidernce of ineligible and unsupported costs identified from testing of the 
audit sample. 
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1.3 	 SUMMARY OF AUDIT RESULTS 

Introduction1.3.1 

This summary of audit results highlights only the significant findings. For further 

details of our findings, recommendations and observations, please refer to the 

appropriate sections. 

1.3.2 	 Fund Accountability Statement 

We performed a financial and compliance audit of the Fund Accountability Statement 

of RPE relating to the Project Agreement with USAID for the period August 25 1983 to 

August 31 1992.
 

Audit tests on the Fund Accountability Statement revealed significant questioned
 

disbursements in the amount of $ 1,737,823, comprising ineligible disbursements of $
 

1,681,908 and unsupported disbursements of $ 55,915. Questioned disbursements
 

comprise 7.91% of total disbursements.
 

In addition, no recommendation has been made in respect of disbursements 
These disbursements 

amounting to $ 3,978,713 (18.08% of total disbursements). 


were found acceptable by our testing at CBK level, but were not tested to commercial
 

not included in the approved sample 
bank and entrepreneur level, as they were 

In view of the high incidence of questioned disbursements arising from audit 

profile. 
testing at bank and entrepreneur level, no recommendation has been made in respect 

of these disbursements.
 

Questioned disbursements affected our opinion on the Fund Accountability Statement.
 

The full text of our opinion is presented in Section 2.
 

Internal AccountinA ControL1.3.3 

a study and 	evaluation of the system of internal accounting controls to the 

We made 
extent we considered necessary and required by generally accepted government 

auditing standards. 

Our study and evaluation was designed to determine the nature, timing and extent of 

auditing procedures necessary to express an opinion on the Fund Accountability 

We do not, however, express an overall opinion on the system of 
Statement. 
accounting controls in place at CBK or any of the participating banks. 

noted: 

During the course of our audit the following internal control weaknesses were 

inadequate to ensure proper monitoring and 
Systems were 
reconciliation of foreign procurement by CBK 
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S 	 CBK's controls were inadequate to ensure repayment to 
USAID when funds advanced by USAID were not disbursed 
to entrepreneurs 
Participating banks did not submit regular reports of letters of 

commitments to CBK and USAID 

CBK's voucher referencing system was poor 

CBK did not maintain formal job descriptions in respect of key project 
personnel 

Monitoring of promissory notes by CBK was inadequate 

Inview of the sicnificance of questioned disbursements outlined in Section 2, we 
considered the above matters constitute a material weakness. The full text of our 
report is set out inSection 3. 

1.3.4 Compliance With Agreement Terms 

An evaluation of compliance with the RPE Project Agreement and US Government 
Regulations identified certain material instances of non compliance as follows. 

contrary to the project agreement, USAID has not received repayment 
for funds advanced by it but never disbursed to entrepreneurs 

certain loans were not utilised as per project agreement 

one instance was identified where a participating bank did not use 
USAID-approved foreign bank when arranging a letter of credit. 

1.3.5 Summary of Management Comments 

USAID Mission and Central Bank of Kenya's comments are included in this report as 
Appendices I and II respectively. In respect of each finding, they have been 
summarised and incorporated Inthe body of this report. 

The auditee responses are given by CBK on instruction from the Ministry of Finance. 
CBK's comments relate, for the most part, to its perception of its role in the project. 
CBK does not see itself as the Ministry of Finance's implementing representative to 
ensure th. Government of Kenya's responsibilities under the Loan Agreement were 
fulfilled. Rather, it sees itself as having relied entirely on the commercial banks and 
the Project Contractor (Deloitte Haskins & Sells) to have carried out their specific
tasks without the need for CBK to supervise, direct or take responsibility for their 
actions. Where this audit report raises areas where the commercial banks or the 
Project Contractor had the opportunity to prevent or rectify the adverse findings, CBK 
denies any responsibility. We note that a Ministry of Finance representative has 
signed the audit representation letter, reflecting the fact that under the loan 
Agreement the ultimate responsibility rests with the Government of Kenya. 
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2.1 

Price Waterhouse Africa PO Box 60 Correspondence to: Telephone 221244 
Management Consultants London WC2R 3AL PO Box 43963 Telecopier (254-2)335937 

England Nairooi Kenya Telex 22140 CHUNGA 

PriceI'fiterhouse f0 
AGENCY-CONTRACTED AUDIT OF THE GOVERNMENT OF KENYA UNDER THE 
RURAL PRIVATE ENTERPRISE (RPE) PROJECT NO. 615-0220, LOAN NO. 615-T-020 

SECTION 2: FUND ACCOUNTABILITY STATEMENT 

INDEPENDENT AUDITOR'S REPORT 

We have audited the Fund Accountability Statement prepared by the Central Bank of 
Kenya under USAID Rural Private Enterprise (RPE) Project Agreement No. 615-0220 
for the period from August 25, 1983 to August 31, 1992. The Fund Accountability 
Statement isthe responsibility of the MOF/CBK management. Our responsibility Is to 
express an opinion on this financial statement based on our audit. 

We conducted our audit inaccordance with generally accepted auditing standards 
and the standards contained In the Government Auditing Standards Issued by the 
Comptroller General of the United States (1988 revision) with the exception that we 
have not been subject to a quality control review by a non Price Waterhouse firm. 
Such reviews are not required or available to professional firms in Kenya. We do not 
believe that this departure has affected our audit. We were subject to a quality 
control review in July 1992 undertaken by a Price Waterhouse firm Independent of our 
firm. 

Those standards require that we plan and perform the audit to obtain reasonable 
assurance as to whether the Fund Accountability Statement Is free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the Fund Accountability Statement. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We 
believe that our audit provides a reasonable basis for our opinion. 

As discussed in Note 1 to the Fund Accountability Statement, this statement was 
prepared on the basis of cash receipts and disbursements which is a comprehensive 
basis of accounting other than generally accepted accounting principals. 

With respect to incurred disbursements, the results of our audit Include questioned 
disbursements of $ 1,737,823 which corresponds to the equivalent of Shs 41,698,490. 
Total questioned disbursements consist of ineligible disbursements of $ 1,681,908 
(equivalent to Shs 40,356,823) and unsupported disbursements of $ 55,915, 
(equivalent to Shs 1,341,667). In addition, we were subject to a limitation of scope 
outlined in Section 1.2.4, whereby we express no opinion on the eligibility of foreign 
procurement unreconciled of $ 200,927 nor amounts not audited at 
bank/entrepreneur level of S3,978,713 (equivalent to Shs 95,219,001). 

A bsit lparos avlaiaow1w irenote awess 



In our opinion, because of the significance of questioned disbursements referred to in 
the preceding paragraph, the Fund Accountability Statement does not present fairly, 
In conformity with the basis of accounting deacribed above, the revenues and 
disbursements of MOF/CBK for the period August 25, 1983 to August 31, 1992. 

Financial Information contained In this report may be privileged. The restrictions 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 MOF/CBK and the Agency for 
International Development but Is not intended to limit the distribution of the report, ifa 
matter of public record. 

March 31, 1993 



FUND ACCOUNTABILITY STATEMENT 
RURAL PRIVATE ENTERPRISE PROJECT 
PROJECT AGREEMENT NO.615-0220 

FOR PERIOD AUGUST 25 1983 TO AUGUST 31 1992 

Note US $ K Shs 

REVENUE 

USAID advances 

Local deposits to Treasury account 17,334,755 415,941,990 
Letters of Commitment 4,665,318 110,566,200 

TOTAL REVENUE 2 22,000,073 526,508,190 

DISBURSEMENTS 

Local disbursements 

Standard Chartered Bank 4,048,327 97,138,334 
Barclays Bank 4,783,356 114,775,112 
Kenya Commercial Bank/Finance 8,503,072 204,028,544 

Total Local Disbursements 3 17,334,755 415,941,990 

Foreign disbursements 

Standard Chartered Bank 1,337,938 34,921,898 
Barclays Bank 2,364,918 52,715,496 
Kenya Commercial Bank/Finance 962,462 22,928,806 

Total Foreign Disbursements 3 4,665,318 110,566,200 

TOTAL DISBURSEMENTS 22,000,073 526,508,190 

In addition, as part of the disbursement process, interest ofShs 9,036,886 (approximately 
US$ 376,620) was earned in the RPE Treasury Account, and a further amount of Shs 2,600, 000 
(approximately US$ 108,357) was credited, representing a repayment by Barclays Bank in 
respect ofRPE applications withdrawn for which USAID funds had previously been advanced. 
The combined balance of Shs 11,636,886 (approximately US$ 484,977) was transferred to the 
RPE Project Reflows Account in August 1990. 
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AGENCY-CONTRACTED AUDIT OF THE GOVERNMENT OF KENYA UNDER THE 
RURAL PRIVATE ENTERPRISE (RPE) PROJECT NO.615-0220. LOAN NO. 615-T-020 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT FOR THE PERIOD AUGUST 
25 1983 TO AUGUST 31 1992 

1. Basis of Accounting 

The Fund Accountability Statement has been prepared on a cash basis, which is a 
comprehensive basis of accounting other than Generally Accepted Accounting 
Principles. As noted in Notes 2 and 3 below, revenues and expenditures are 
recorded when cash is physically received or disbursed. 

2. Revenues 

Revenues refer to amounts advanced by USAID in the period August 25 1983 to 
August 31 1992, and comprise the following : 

local deposit advances to CBK, facilitating disbursements of loan funds 
by participating banks to approved entrepreneurs. These advances 
were effected by way of local currency cheques. 

The US$ equivalent amounts reflected in the Fund Accountability Statement 
represent the dollar equivalents determined by USAID at the time of each 
advance, as recorded in the Mission Accounting Control System. 

foreign letters of commitment effected by A.I.D./Washington directly to 
approved foreign banks, for the purposes of foreign procurement by 
entrepreneurs. These advances were effected in a variety of foreign 
currencies (eg US$, Italian Lire, German Deuthschmark, etc). 

The US$ figures reflected in the Fund Accountability Statement represent the 
dollar equivalents of the transactions as recorded in the Mission Accounting 
Control System. The Kenya Shilling figures reflected in the Fund Accountability 
Statement represent shilling equivalents of the transactions as recorded in the 
Central Bank of Kenya RPE records. 

3. Disbursements 

Disbursements represent amounts disbursed as follows: 

CBK advances to participating banks for the purposes of locally 
denominated loan disbursements to approved entrepreneurs. 
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These transactions were effected InKenya Shillings. The USS equivalents
reflected in the Fund Accountability Statement for each participating bank 
represert the conversion of Kenya Shilling transactions at the weighted 
average exchange rate applicable to USAID local advances to CBK. 

foreign procurement made by entrepreneurs under approved 
procedures with USAID and participating banks. 

These transactions were effected ina variety of foreign currencies (eg US$, 
Italian Ure, German Deutsche Mark, etc). The US$ figures reflected in the 
Fund Accountability Statement represent the dollar equivalents of the 
transactions as recorded in the Mission Accounting Control System. The 
Kenya Shilling figures reflected in the Fund Accountability Statement represent
shilling equivalents of the transactions as recorded in the Central Bank of 
Kenya RPE records. The link between these two records has not been 
established (See Section 3.2.1). 
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FUND ACCOUNTABILITY STATEMENT 
RURAL PRIVATE ENTERPRISE PROJECT 
PROJECT AGREEMENT NO.615-0220 

FOR PERIOD AUGUST 25 1983 TO AUGUST 31 1992 

AUDIT OF DISBURSEMENTS CLAIMED 

CLAIMED 
US$ 

AMOUNTS RECOMMENDED TO BE 

I QUESTIONED 
ACCEPTED* INELIGIBLEI UNSUPPORTED 

US$ US$ 1 USS 

NO 

RECOMMEND-
ATION MADE 

US$ 

DISBURSEMENTS 

Local disbursements 

Standard Chartered Bank 4.048,327 2,947,570 561,708 44,454 494.595 

Barclays Bank 4,783,356 3,744,223 108,358 0 930.775 

Kenya Commercial Bank/Finance 8.503,072 5.125.859 1,011,842 11,461 2,353,910 

Total Local Disbursements 17.334,755 11,817,652 1,681.908 55,9151 3,779,280 

Foreign disbursements 

Standard Chartered Bank 1,337,938 1,292,621 0 0 45.317 

Barclays Bank 2,364.918 2,309,551 0 0 55,367 

Kenya Commercial Bank/Finance 962.462 863.713 0 0 98,749 

Total Foreign Disbursements 4,665,318 4,465.885 0 0 199,433 

TOTAL DISBURSEMENTS 22, 00073 16283537 081 55 915 9 

_ _0 I _ 7 1 

Foreign procurements are accepted for audit subject to exchange rate conversion 
uncertainties which have generated unreconciled foreign procurements in dollar 
terms of$ 200,927. See Exhibit/I and Section 3.2.1. 

13 



2.3 FINDINGS AND RECOMMENDATION$ 

FUND ACCOUNTABILITY STATEMENT 

2.3.1 Findina on Funds never Disbursed to Entrepreneurs 

With respect to the following loans, USAID provided funds In the amounts shown but 
the banks did not disburse the amounts to the entrepreneurs because the loan 
applications were withdrawn 

Client Amount US$ 
Shs equivalent 

Standard Chartered Bank 

Colotec (K)Ltd 8,000,000 333,407 

Barclays Bank 

New Era Enterprises 2,000,000 83,352 

Belozi Industries 600,000 25,006 

Kenya Commercial Finance Company 

Apollo Klare 266,666 11,114 

Karsan Ramjil & Sons Ltd 8,000,000 333,407 

Union Textiles 5.920.157 246.728 

24,7861823 1 

14 



In the cases of New Era Enterprises and Belozi Industries we are aware that Barclays 
Bank repaid the funds advanced, and this repayment was credited to the CBK RPE 
Project Account, and subsequently transferred to the RPE Reflows Account. For 
these and other instances identified above, the funds should have been repaid directly 
to USAID. Accordingly, the amounts are classified in all cases as ineligible. 

Article D Section D.6 Section (a)of the Project Agreement states that "inthe case of 
any disbursement which is not supported by valid documentation inaccordance with 
this Agreement, or which is not made or used in accordance with this agreement, 
A.I.D, notwithstanding the availability or exercise of any other remedies provided for 
under this Agreement, may require the Government to refund the amount of such 
disbursements inUnited States Dollars to A.I.D within sixty (60) days after receipt of a 
request thereof". 

Recommendation No. 1 

The Mission should determine the allowability and recover from Central Bank of 
Kenya, as appropriate, ineligible disbursements set out above of $ 1,033,014 
(historically equivalent to Shs 24,786,823). 

Auditee Comments (CBK) 

Loans to New Era Enterprises, Belozi Industries and Apollo Kiarle were repaid and 
funds transferred to the CBK RPE Project Account. These funds were subsequently 
reduced from our requests for funding to USAID since USAID did not request for 
payment under the project agreement. 

We must emphasise here that we would not have been Ina position to know of any 
funds reimbursed by CBK which may not have been disbursed by the banks to their 
entrepreneurs, as CBK had no direct dealing with entrepreneurs or with commercial 
bank branches. We only dealt with head offices of commercial banks who would 
normally advise us of any undisbursed funds as would the Project Contractor. Only 
on their advice would we debit the participating commercial bank. 

USAID Comments 

The Mission concurs with the audit finding. 

Auditor Response 

Under the Project Agreement, at the Article mentioned above, USAID has the 
authority to require repayment in US Dollars of funds not disbursed. USAID has yet 
to exercise this right as it was not aware that there were significant funds not 
disbursed. USAID still has the right to require repayment, and accordingly the audit 
recommendation stands. 
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Whether funds have been placed in a RPE Reflows account or otherwise does not 
alter the recommendation. Neither does an assessment as to whether the Central 
Bank of Kenya, participating commercial banks or the Project Contractor should be 
apportioned any blame. For our audit purposes, ultimate responsibility rests with the 
Government of Kenya under the Project Agreement, and failures of established 
Internal controls to underpin this responsibility is the subject of Section 3 to this 
report. 

2.3.2 Finding on Funds not Used for Intended Purposes 

The following amounts were disbursed by the participating banks to the entrepreneurs 
but were not used for intended purposes: 

Client Amount US$ 
Shs equivalent 

Standard Chartered Bank 

Malindi General Engineering 5,478,000 228,301 

Kenya Commercial Finance Company 

Malaa Industries 10,092.000 420.593 

These amounts are considered Ineligible for the purposes of the project agreement. 

Recommendation No. 2 

The Mission should determine the allowability and recover from Central Bank of 
Kenya, as appropriate, ineligible disbursements set out above of $ 648,894 
(historical equivalent Shs 15,570,000). 

Auditee Comments (CBK) 

As we were not advised of these loans as not having been disbursed to the users, we 
consider them as performing and are accordingly included in our running amortization 
schedule. 
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USAID Comments 

In order to determine the allowability of these costs, USAID/Kenya needs to know the 
purposes for which the loans were used. 

Auditors' Response 

Article D section D.6 section (a)of the Project Agreement provides A.I.D with the right 
to require refund of disbursements not used in accordance with the Agreement. This 
right may be exercised regardless of whether CBK was advised by the commercial 
banks or Project Contractor that the funds were not used for intended purposes. The 
commercial banks concerned have advised the auditors that the funds were not used 
for Intended purposes; our attempts to identify the particular wrong purposes to 
which the moneys have been put have been unsuccessful, but the commercial banks 
have stated that the alternative uses would not have been allowable under the project. 
In both cases the banks have attempted to realise their security. The 
recommendation therefore stands. 

2.3.3 Finding on Unsupported Disbursements 

The following disbursements claimed from USAID are considered unsupported for 
audit purposes. They arise from audit visits to sampled entrepreneurs which were 
unsuccessful for reasons set out below : 

Client Amount US$ Reason disbursement is 
Shs equivalent unsupported 

Standard Chartered Bank 

Samuel Kai 1,066,667 44,454 	 Loan relates to dry cleaning 
equipment. We were unable to 
sight equipment. We are told it 
has been moved from Burnt 
Forest as a result of tribal 
clashes, and is hidden. 

Kenya Commercial Bank 

Francis Glathi 275,000 11,461 	 Machinery and equipment was 
unable to be sighted as we are 
told ithas been stolen, and that 
repayment of KCB's loan 
continues from other sources. 

557_15 
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Recommendation No. 3 

The Mission should determine the allowability and recover from Central Bank of 
Kenya, as appropriate, unsupported disbursements set out above of Shs 1,341,667 ($ 
55,915). 

Auditee Comments (CBK) 

The above loans were reimbursed to commercial banks locally upon their requests. If
 
these funds were unsupported, the Project Contractor would have notified the banks,
 
USAID and Central Bank of Kenya and appropriate action would have been taken.
 
We therefore consider these loans as performing under the project terms.
 

USAID Comments
 

USAID/Kenya requests that the auditors revisit the sampled entrepreneurs to
 
determine whether the disbursements are still unsupported and amend the
 
recommendation accordingly.
 

Auditors' Response 

USAID comments were made in response to the draft audit report which had 
Identified US $ 1,389,544 in unsupported costs. As a result of revisits, this 
recommendation has been revised accordingly. We have not been provided with 
supporting evidence for the two remaining instances of unsupported disbursements. 

18
 



Price Waternouse Afrca PO Box 60 Corresponoence to.1.: U , , . ""2<.L44 
Management ConsuItants London WC2R 3AL PO Box 43963 lu ' ,' 12i-'2 335.)-V 

Erg:ana Nairobi Kenya Teiox 22.f ( HUN6A 

Price Jfaterhouse 

AGENCY-CONTRACTED AUDIT OF THE GOVERNMENT OF KENYA UNDER 1HI 
RURAL PRIVATE ENTERPRISE (RPE) PROJECT NO. 615-0220, LOAN NO. 615-T-020 

SECTION 3: INTERNAL ACCOUNTING CONTROLS 

INDEPENDENT AUDITOR'S REPORT 

We have audited the Fund Accountability Statement prepared by the Central Bank of 
Kenya under the USAID Rural Private Enterprise Project Agreement No. 615-0220 for 
the period from August 25 1983 to August 31 1992 and have issued our opinion 
thereon dated March 31 1993. 

We conducted our audit inaccordance with generally accepted auditing slandard. 
and Government Auditinq Standards, Issued by the Comptroller General of the United 
States (1988 revision) with the exception that we have not been subject to a quality 
control review by a non Price Waterhouse firm. Such reviews are not required o 
available to professional firms inKenya. We do not believe that this departure has 
affected our audit. We were subject to a quality control review in July 1992 
undertaken by a Price Waterhouse firm independent of our firm. 

Those standards require that we plan and perform the audit to obtain reasonable 
assurance as to whether the Fund Accountability Statement is free of material 
misstatement. 

In planning and performing our audit of the Fund Accountability Statement of the RIPE 
Project for the period August 25 1983 to August 31 1992, we considered its inlerfal 
control structure in order to determine our auditing procedures for the purpose of 
expressing our opinion on the Fund Accountability Statement and not to provide 
assurance on the internal control structure. 

The management of MOF/CBK are responsible for establishing and maintaining an 
Internal control structure. Infulfilling this responsibility, estimates and judgornoit . 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 a reasonable, but not absolute, 
assurance that assets are safeguarded against loss from unauthorized use or 
disposition, and that transactions are executed inaccordance with management's 
authorization and recorded properly to permit the preparation of the Fund 
Accountability Statement in accordance with the basis of accounting described in 
Note 1 to the Fund Accountability Statement. Because of inherent limitations inany 
internal control structure, errors or irregularities may nevertheless occur and not be 
detected. Also, projection of any evaluation of the structure to future periods is 
subject to the risk that procedures may become Inadequate because of changes In 
condition or that the effectiveness of the design and operations of policies and 
procedures may deteriorate. 

For the purpose of this report, we have classified the significant internal control 
structure policies and procedures in the following categories: 

19 

Abstof Darfrws I valav froIL. aItosafS$$ 



CONTROL ENVIRONMENT 

- Financial Management
 
- Management Control Methods
 
- Familiarity with USAID Rules
 

ACCOUNTING SYSTEMS 

. General Record Keeping
 
- Reporting to USAID
 
- Disbursement of Funds
 

CONTROL PROCEDURES 

- Authorization of Transactions and Activities 
- Written Procedures
 
- Job descriptions
 
- Bank Reconciliation
 

For 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 inoperation, and we assessed the 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 judgement, could adversely affect the 
entity's ability to record, process, summarize and report financial data consistent with 
the assertions of management in the Fund Accountability Statement. 

The following reportable conditions were observed : 

systems were inadequate to ensure proper monitoring and
 
reconciliation of foreign procurement by MOF/CBK
 

MOF/CBK's controls were Inadequate to ensure repayment
 
to USAID when funds advanced by USAID were not
 
disbursed to entrepreneurs
 

participating banks did not submit regular reports of letters of
 
commitments to CBK and USAID
 

CBK's voucher filing & referencing system was poor 

CBK did not maintain formal job descriptions in respect of key project 
personnel 
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Monitoring of promissory notes by CBK was inadequate 

A material weakness Is a reportable condition Inwhich the design or operation of one 
or more of the specific internal control structure elements does not reduce to a 
relatively low level the risk that errors or irregularities in amounts that would be 
material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their 
assigned functions. 

Our consideration of the internal control structure would not necessarily disclose all 
matters in the internal control structure that might be material weaknesses and, 
accordingly, would not necessarily disclose all reportable conditions that are 
considered to be material weaknesses as defined above. However, we believe the 
reportable conditions described above constitute a material weakness inview of the 
fact that disbursements of $ 1,737,823 were ineligible or unsupported. 

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

March 31 1993 
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3.1 INTRODUCTION 

3.1.1 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 comprises 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. 

3.1.2 Work Performed 

Our review of the auditees' Internal control structure was directed towards those 
elements which relate to the nature of project funding. The review encompassed the 
following: 

CONTROL ENVIRONMENT 

Financial Management
 
Management Control Methods
 
Familiarity with USAID Rules
 

ACCOUNTING SYSTEMS 

General Record Keeping
 
Reporting to USAID
 
Disbursement of Funds
 

CONTROL PROCEDURES 

Authorization of Transactions and Activities 
Written Procedures 
Job descriptions
 
Bank Reconciliation
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In making our recommendations, we appreciate that this audit addresses the 
disbursements of RPE funds which was completed in 1992. Accordingly, to avoid our 
recommendations being necessarily redundant, we have worded many of the 
recommendations in such a way as to apply if the project is extended. We 
understand that the extension or otherwise of the project has yet to be determined. 

3.2 FINDINGS AND RECOMMENDATIONS 

INTERNAL CONTROL STRUCTURE 

We set out below a number of weaknesses in the RPE internal control systems in 
operation for the period under review. Inview of the possibility of reflow funds 
continuing to be lent to new entrepreneurs, we believe that the implementation of the 
recommendations below should strengthen control and accountability for these funds. 

3.2.1 Finding on the MACS Reconciliation 

We were unable to satisfactorily reconcile foreign procurement disbursement between 
the auditee records and those of USAID (MACS) as a result of inadequate recording 
systems. As noted inNote 3 to the Fund Accountability Statement, the CBK records 
are denominated in Kenya Shillings and the USAID MACS figures are denominated in 
US$, while the transactions were effected In a variety of foreign currencies. 

We were unable to establish a sufficient link between the Kenya Shilling figures of 
CBK and the US$ figures of USAID. Using exchange rates either specific to the 
foreign transaction or estimated as the rate applicable at the time of the transaction, 
we have attempted to reconcile the auditee and USAID records (see Exhibit 2). Our 
results suggest that the US$ equivalent of the CBK records exceeds the US$ figures 
recorded in MACS. This difference, of $ 200,927, is unexplained. Inview of the fact 
that the reconciliation supports a US$ equivalent in excess of the USAID figures, the 
Mission may decide not to pursue the matter further. 

In any event, the difficulties in reconciliation highlight a weakness in internal control 
whereby records maintained by CBK and USAID in respect of foreign disbursements 
were Insufficient as to promote reconciliation. In particular, Central Bank of Kenya 
relied on the participating banks advice in respect of foreign procurement, for it had 
no direct role in the funding of such procurement. As noted in Section 4.2, CBK's 
monitoring of participating banks inthis respect was unsatisfactory. Unfortunately we 
are advised that USAID/Kenya and A.I.D./Washington have not maintained records 
classified by entrepreneur to bridge the reconciliation gap identified above. 
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Recommendation No. 4 

4.1 	 The Mission should determine whether to pursue the reconciliation of foreign 
procurement, and ifso the Mission should undertake further work In 
conjunction with CBK, A.I.D./Washington and the participating banks inorder 
to reconcile the unexplained difference of $200,927. 

4.2 	 In future, documents should be prepared and circulated inrespect of foreign 
procurement to assist proper monitoring of such funds by CBK, including the 
enforcement of agreement provisions Inrespect of bank reporting as discussed 
in Section 4.2 of this report. 

Auditee Comments (CBK) 

Despite Central Bank's calling for the submission of letters of commitment by the 
participating commercial banks under advice to USAID, the banks did not comply 
even after repeated reminders. The role of Central Bank was to obtain the equivalent 
Kenya shilling amounts for the purpose of accruing interest payments and subsequent 
amortization of the loan principal. The bank would not have been in a position to 
know whether foreign transactions took place in the absence of information from the 
participating commercial banks. 

USAID Comments 

The Mission does not believe itwould serve a useful purpose to do further work to 
reconcile the difference and therefore requests that recommendation 4.1 be deleted. 

Although USAID/Kenya has no future plans for foreign procurement under this 
program, the Mission will address recommendation 4.2 by considering several 
monitoring options ifsuch a program Isever planned Infuture. 

Auditors' Response 

We accept the Mission's comments and recommendation 4.1 Is now closed. 
USAID/Kenya's comments on recommendation 4.2 Is accepted. 

3.2.2 Findinc on Disbursement Systems 

Controls over total disbursements were inadequate when funds were disbursed by 
USAID on the strength of approved RPE forms,'but for any one of a number of 
reasons the entrepreneurs elected not to accept RPE loan finance. In these cases we 
have found controls in place were ineffective, as these funds were neither reimbursed 
directly to USAID nor offset against future USAID reimbursements. This weakness Is 
reflected Inthe incidence of ineligible costs. 
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Recommendation No. 5 

Any extensions to the RPE project should require improved systems at CBK level to 
achieve the following objectives : 

identify funds not disbursed by the participating banks 

recover such funds from the participating banks Ina timely fashion 

repay the funds to USAID. 

Auditee Comments (CBK) 

Our records show that all funds received from USAID were paid to the participating 
commercial banks. In addition, upon receipt of advice from participating commercial 
banks, an amount was refunded to Central Bank and subsequently transferred to the 
RPE Project Account. 

We were not in a position to know of any funds paid to the commercial banks which 
may have not been disbursed by the banks to their entrepreneurs or to the 
commercial banks' branches. We only dealt with head offices of commercial banks 
who would normally advise us of any undisbursed funds. 

USAJD Comments 

The Mission concurs with the audit findings. 

Auditors' Response 

CBK comments are noted, and its identification of the failure of the internal control 
systems to allow it to know of funds not disbursed Is the subject of this 
recommendation. 

3.2.3 Finding on Referencing Systems 

CBK adopted no clear referencing system for filing of RPE documents. We found that 
for the most part documents were filed in an "ad hoc" manner, particularly so in the 
case of correspondence files which amount to a collection of all sorts of 
correspondance ranging from the monthly bank reconciliation reports to the Treasury 
and USAID to CBK requests for cash advances from USAID. Tracing of documents 
was accordingly very difficult. 
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Recommendation No. 6 

CBK should improve their RPE referencing and document filing system to improve the 
audit trail and promote easy access to key documents. 

Auditee Comments (CBK)
 

It IsCentral Bank's practice that non general ledger vouchers are not referenced. We
 
have General Management files for correspondence on the projects and individual
 
bank files for RPE 1 and 2 for the loans and loan vouchers separately.
 

USAID Comments
 

The Mission concurs.
 

Auditors' Response
 

Accepted.
 

3.2.4 Fnding on Job Descriptions 

CBK were unable to provide formal job descriptions for the personnel handling USAID 
funds at the Central Bank of Kenya. While we reviewed informal descriptions 
specifically prepared for us by the personnel during the audit, we believe the 
monitoring of the project funds would have been assisted by the preparation of formal 
job descriptions. Such descriptions would have clearly identified responsibilities and 
duties for RPE-related personnel, and would have assisted the matching of 
responsibilities to personnels respective qualifications. 

Recommendation No. 7 

CBK should prepare job descriptlons for the personnel handing USAJD funds. 

Auditee Comments 

Although this is not a requirement under the Project Agreement, Central Bank 
prepared job descriptions of the key project personnel for the audit team. 

The name and position of the officer responsIble for administering the Special 
Account was supplied to USAID. 

USAJD Comments 

The Mission concurs. 
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Auditors' Response 

CBK comments in respect of the Project Agreement are accepted. We believe 
however, that the preparation of job descriptions reflecting the Government of Kenya's 
responsibilities under the Project Agreement might have reduced or prevented 
incidence of adverse audit findings noted in this report. We do not question the 
abilities of the CBK perscnnal, but ',e believe thcir tniws could have bpen more strictly 
defined. 

3.2.5 Findinq on Promissory Notes Expiry Dates 

The monitoring of promissory notes expiry at the Central Bank of Kenya was found to 
be inadequate. Itwas found that some of the promissory notes of some RPE funds 
loaned to banks had expired and that CBK had not always ensured renewal, thereby 
possibly endangering its security position with the participating banks. 

Recommendation No. 8 

CBK personnel should ensure that agreed promissory note procedures are followed. 
Before the six months promissory notes are about to expire, a renewal notice should 
be sent to commercial banks requesting renewal of their security. 

Auditee Comments 

Some banks did not comply with t.loc .pulated period to submit promissory notes. 
However, payment of interest Is through direct debit to the banks' accounts with us 
without any recourse and this ensures 100 per cent repayment of interest and 
principal. Hence, there Is no danger of Central Bank's security position being 
compromised with the participating banks. 

USAID Comments 

The Mission concurs. 

Auditors' Response 

Accepted. 
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AGENCY-CONTRACTED AUDIT OF THE GOVERNMENT OF KENYA UNDER THE 
RURAL. PRIVATE ENTERPRISE (RPE) PROJECT NO. 615-0220, LOAN NO. 615-T-020 

SECTION 4: COMPUANCE WITH GRANT AGREEMENT TERMS AND APPUCABLE 
LAWS AND REGULATIONS 

INDEPENDENT AUDITOR'S REPORT 

We have audited the Fund Accountability Statement prepared by the Central Bank of 
Kenya under the USAID Rural Private Enterprise Project Agreement No. 615-0220 for 
the period from August 25 1983 to August 31 1992 and have issued our opinion 
thereon dated March 31 1993. 

We conducted our audit In accordance with generally accepted auditing standards 
and Government Auditing Standards, issued by the Comptroller General of the United 
States (1988 revision) with the exception that we have not been subject to a quality 
control review by a non Price Waterhouse firm. Such reviews are not required or 
available to professional firms in Kenya. We do not believe that this departure has 
affected our audit. We were subject to a quality control review InJuly 1992 
undertaken by a Price Waterhouse firm Independent of our firm. 

Those standards require that we plan and perform the audit to obtain reasonable 
assurance as to whether the Fund Accountability Statement Is free of material 
misstatement. 

Compliance with the terms of the agreement and referenced laws and regulations is 
the responsibility of MOF/CBK management. As part of obtaining reasonable 
assurance about whether the Fund Accountability Statement is free of material 
misstatement, we performed tests of MOF/CBK's compliance with certain provisions 
of agreement terms and referenced laws and regulations. However, our objective was 
not to provide an opinion on overall compliance with such provisions. Accordingly, we 
do not express such an opinion. 

Material Instances of non compliance are failures to follow requirements, or violations 
of agreement terms and referenced laws and regulations that cause us to conclude 
that the aggregation of misstatements resulting from those failures or violations Is 
material to the Fund Accountability Statement. The results of our tests of compliance 
disclosed the following material instances of non compliance : 

failure to reimburse USAID for amounts received but not disbursed to 
the entrepreneurs, resulting in ineligible costs of $ 1,033,014, equivalent 
to Shs 24,786,823 

failure to reimburse USAID for amounts not used by the entrepreneurs 
for approved and intended purposes, resulting in ineligible costs of 
$ 648,894, equivalent to Shs 15,570,000. 
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We considered these material Instances of noncompliance in forming our opinion on 
whether the RPE Project Fund Accountability Statement Is presented fairly In all 
material respects, in conformity with the basis of accounting described In Note 1 to 
the Fund Accountability Statement, and this report does not affect our report on the 
Fund Accountability Statement dated March 31, 1993. 

We noted certain immaterial instances of noncompliance that are reported In Section 
4.2 of this report. 

Except as described above, the results of our tests of compliance indicate that, with 
respect to the items tested Central Bank of Kenya complied, inall material respects, 
with the provisions referred to in the third paragraph of this report. With respect to 
items not tested, nothing came to our attention that caused us to believe that Central 
Bank of Kenya had not complied, in all material respects, with those provisions. 

Financial information contained in this report may be privileged. The restrictions 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 MOF/Central Bank of Kenya 
and the Agency for International Development but Is not intended to limit the 
distribution of the report, ifa matter of public record. 

March 31 1993 
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COMPUANCE WITH AGREEMENT TERMS AND REFERENCED LAWS AND 
REGULATIONS 

4.1 INTRODUCTION 

USAID requires all grantees, regardless of the country of legal entity, to comply with 
the terms and conditions included In the project agreement and its attached 
provisions and referenced procurement regulations. 

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

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

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

4.2 FINDINGS AND RECOMMENDATIONS 

4.2.1 Findina on Uni6bursed Loans 

Contrary to the RPE Project Agreement, certain funds provided by USAID as set out 
in Section 2.3.1 were never disbursed to the intended entrepreneurs and were not 
repaid. 

Our recommendation in this respect is set out in Section 2.3. 

4.2.2 Finding on Loans APlied Other than for Intended Purose 

Contrary to the RPE Project Agreement, certain funds provided by USAID and 
disbursed by the banks were not used for intended purposes by the entrepreneurs. 

Our recommendation in this respect is set out in Section 2.3. 

4.2.3 Finding on non Approved Foreign Bank for Offshore Procurement 

Contrary to the RPE Project Agreement, Kenya Commercial Bank used a non 
approved foreign bank (Banco DI Roma) to facilitate an offshore procurement for 
Kenya Marble Quarries. 
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Recommendation No.9 

9.1 	 The Mission should determine whether there has been any negative impact 
caused by the use of a non approved bank which might cause the Mission to 
disallow the expenditure claimed. 

9.2 	 The USAID Mission should be the focal point of future foreign procurement 
schemes estalished in any extensions of the RPE Project, In order to closely 
monitor offshore procurement and ensure no non-approvl foreign banks are 
used. 

Auditee Comments (CBK) 

Central Bank was not directly involved in the maintenance of foreign procurement 
until after the payment was effected by USAID. We were only advised of the date and 
amount of foreign currency paid by the bank upon our enquiry. We understand that 
the bank followed up the matter with USAID and it was settled. 

USAID Comments 

Recommendation 9.1 has no negative impact on the program. USAID/Kenya 
requests that this recommendation be deleted. 

Recommendation 9.2 will be considered in future by examining several monitoring 
options should the Mission decide to have foreign procurement Infuture. 

Auditors' response 

We accept the Mission's comments and recommendation 9.1 is now closed. 

4.2.4 Finding on Foreign Procurement 

Contrary to the special provision paragraph F of PIL No. 40, we found no evidence of 
any reports of letters of commitment ever being submitted to CBK and USAID. 
Consequently, CBK's only source of information regarding foreign disbursements was 
the participating banks by way of RPE Form 2. Ifa commercial bank failed to submit 
an RPE Form 2, CBK would have no other source of information of foreign 
procurement. Some foreign procurement were later changed to local procurement 
making it difficult to reconcile participating banks records with CBK. 

Our recommendation in this respect is set out InSection 3.2.1. 

4.2.5 Finding on Quarterly Reporting Systems 

Contrary to the RPE Project Agreement, quarterly reports to bank.; were found not to 
be regularly submitted by CBK. The reason given was that the CBK records would 
usually be lacking indetails of up-to-date information owing to delays in the 
submission of requisite returns (Forms RPE 1 and 2) by participating banks. 
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Recommendation No. 10 

Quarterly reports should be a strict requirement to be followed by CBK in any 
extensions or restructures to this project. 

Auditee Comments 

Reports to commercial banks were sent as and when there were changes for 
reconciliation. Sometimes there was nothing to report to the banks due to delays in 
getting tranches from USAID and more so due to the de-obligatory exercise between 
USAID, Treasury and Central Bank of Kenya towards the Project completion date. 

USAID Comments 

The Mission concurs. 

Auditors Response 

Accepted. 
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EXHIBITS 

I AUDIT SUMMARY: BANK / ENTREPRENEUR TESTING 

Local Disbursements
 

Foreign Procurements
 

I! MACS RECONCILIATION 



E.h.I11i I 

RURAL PRIVATE ENTERPRISE PROJECT
AUDIT SUMMARY: BANK/ENTREPRENEUR TESTING 

page I of 3 

SECTION I : LOCAL DISBURSEMENTS 
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FUND ACCOUNTABILITY STATEMENT Exhibit II 
RURAL PRIVATE ENTERPRISE PROJECT 
PROJECT AGREEMENT NO.615-0220 

FOR PERIOD AUGUST 25 1983 TO AUGUST 31 1992 

RECONCILIATION OF CBK TOTALS TO USAID MACS RECORDS 

PER CBK PER MACS DIFFERENCE 
Note US$ US$ US$ 

Local advances 

Standard Chartered Bank 4,048,327 NO
 
Barclays Bank 4,783,356 SPLIT
 
Kenya Commercial Bank/Finance 8.503,072 PROVIDED
 

Total Local Advances 17,334,755 17.334.755 

Foreign advances 

Standard Chartered Bank 1,411.053 * 1,337,938 (73,115)
Barclays Bank 2.472.339 " 2.364,918 (107.421)
Kenya Commercial Bank/Finance 982.853 962.462 (20,391) 

Total Foreign Disbursements 4.866.245 4.665.318 (200.927) 

Other advances 

Technical advice payment : OH&S 2 0 151.400 151,400 

TOTAL USAID FUNDS ADVANCED 22,2000 22.151.473 (49,527 } 

US$ equivalents implied from Shs denominated totals in CBK records, converted
 
at exchange rates known where possible, and estimated exchange rates where actuals
 
For Fund Accountability Statement purposes. CBK has used the USAID MACS dollar totals.
 

Notes 

1. Foreign Currency Discrepancy 

As noted in Section 1.2.4, audit testing of foreign procurements has been unable to satisfactorily
 
reconcile USAID figures to the US$ equivalents of CBK records.
 

2. Technical advice payment : DH&S 

Expenditure in the amount of $ 151,400 was paid to the project's external advisors out of 
loan funds at USAID's approval, for at that time the grant component had been fully

utilised. However, as this is not an RPE loan or a CBK loan disbursement, it Is excluded from
 
CBK's Fund Accountability Statement.
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I MISSION COMMENTS 

II AUDITEE COMMENTS 



UrITED STATES OF AMERICA 
AGE:CY .- ? I':E.NATIONAL DEVELOPMENT 

U S A I D MISSION TO KENYA 

UITED STIE PCITAd Arr~r INTERNATIONAL POSTAL AOORESS 
US AID MISSION TO KENYA POST OFFICE BOX 3026: 
BOX 201 NAIROBI. KENYA 
APO NEW YORK. JEW YOMK 09675 

July 9, 1993 

Mr. Andrew P. Hagger 
Project Manager 
Price Waterhouse 
P.O. Box 41500
 
Nairobi Kenya
 

Subject: USAID Contracted Audit of the Rural Enterprises (RPE) 

Project: Draft Audit Report dated June 24, 1993. 

Dear Mr. Hagger: 

USAID/Kenya provides the following comments on the subject audit report as requested
in your letter dated June 24, 1993. For more detailed clarification these comments should 
be read in conjunction with the Central Bank of Kenya's (CBK's) comments which will be 
forwarded to you directly by CBK. 

Recommendation No. 1 requests the Mission to determine the allowability and recover from 
Central Bank of Kenya, as appropriate, ineligible costs of $1,033,013. 

Response: USAID/Kenya concurs. 

Recommendation No. 2 requests the Mission to determine the allowability and recover from 
Centra! Bank of Kenya, as appropriate, ineligible costs of $648,894. 

Response: In order to determine the allowability of these costs, USAID/Kenya needs to 
know the purposes for which the loans were used. USAID/Kenya requests that the 
purposes for which these loans were used be included in the final report. 

Recommendation No. 3 requests the Mission to determine the allowability and recover from 
Central Bank of Kenya, as appropriate, unsupported costs of $1,389,544. 

Response: USAID/Kenya requests that you try to revisit the sampled entrepreneurs to 
determine whether the costs are still unsupported. Please amend the recommendation 
accordingly should the second audit visit be successful and the costs found to be supported. 
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Recommendation No. 4 requests that: 

(a) 	 the Mission undertakes further work in conjunction with CBK, AID Washington and 
the participating banks in order to reconcile the unexplained differences. 

(b) 	 in future, documents should be prepared and circulated in respect of foreign 
procurement to assist proper monitoring of such funds by CBK, including the 
enforcement of agreement provisions in respect of bank reporting as discussed in 
Section 4.2 of this report. 

Response: 4 (a) The Mission does not believe it would serve a useful purpose to do further 
work to reconcile the difference. USAID maintained its records in US$ while the CBK 
maintained its records in Kenya Shillings and the transactions were effected in a variety of 
foreign currencies. The auditors have noted the difficulty in reconciling because of the 
differing exchange rates used. The RPE project is now closed and the funds used to fund 
it have expired (FY 84 funds). In addition, USAID is not aware of any outstanding claims 
for the foreign procurement. As the MACS records reflect the actual disbursements made 
by AID/W, the Mission does not deem it necessary to determine why C:;K's books show 
a higher disbursement than USAID. We request that the recommendation be deleted. 
Although USAID/Kenya has no future plans for foreign procurement under this program,
the Mission will address recommendation 4 (b) by considering several monitoring options 
if such a program is ever planned in future. 

Recommendation No. 5 requests that any extensions to the RPE project should require
improved systems at CBK level to achieve the following objectives: 

identify funds not disbursed by the participating banks 
recover such funds from the participating banks in a timely fashion 
repay the funds to USAID. 

Response: USAID/Kenya concurs. 

Recommendation No. 6 requires that CBK should improve their RPE referencing and 
document filing system to improve the audit trail and promote easy access to key documents. 

Response: USAID/Kenya concurs. 

Recommendation No. 7 requests that the Mission should require that CBK prepare job 
descriptions for the personnel handling USAID funds.. 

Response: USAID/Kenya concurs. 
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Recommendation No. 8 requires CBK personnel to ensure that agreed promissory note 
procedures are followed. Before the six months promissory notes are about rn expire, a 
renewal notice should be sent to commercial banks requesting renewal of their security. 

Response: USAID/Kenya concurs. 

Recommendation No. 9 requests that: 

(a) 	 the Mission to determine whether there has been any negative impact caused by the 
use of a non approved bank which might cause the Mission to disallow the 
expenditure claimed. 

(b) 	 the Mission be the focal point of future foreign procurement schemes established in 
any extensions of the RPE Project, in order to closely monitor offshore procurement 
and ensure no non-approved foreign banks are used. 

Response: Recommendation 9 (a) has no negative impact on the program. USAID/Kenya
 
requests that this recommendation be deleted.
 
Recommendation 9 (b) will be considered in future by examining several monitoring options
 
should the Mission decide to have foreign procurement in future.
 

Recommendation No. 10 requires that quarterly reports should be a strict requirement to
 
be followed by CBK in any extensions or restructures to this project.
 

Response: USAID/Kenya concurs.
 

John Wel 
D Director, USAID/Kenya 

CC: 	 Mr. Jamasai Onyango 
Central Bank of Kenya 
P.O. BOX 60000
 
Nairobi.
 

The Permanent Secretary
 
Ministry of Finance
 
P.O. BOX 30007
 
Nairobi.
 

E. Cecile Adams, Mission Controller
 
Everette Orr, RIG/A/N
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Mr. 	 Andrew P. Hagger'....... ,,',, I.
 

Project Manager
 

Price Waterhouse
 

P.O. Box 41500
 

N A I R 0 B I
 

Dear Mr. Hagger,
 

RE: 	USAID CONTRACTED AUDIT OF THE RURAL ENTERPRISES (RPE)
 
PROJECT
 

Pursuant to your letter of June 24, 1993 pertaining to the
 
Draft Audit Report on the above captioned programme, we
 
are 
pleased to foreword to you our comments on the subject
 
audit report.
 

We are of the opinion that a tripartite meeting comprising
 
ourselves, as the Management Agency, the Treasury as 
the
 
principal, USAID as the financiers be convened immediately
 
by yourselves to discuss some fundamental aspects of the
 
projects operational modalities which relate to the Central
 
Bank's role and which we 
feel have not been treated objectively
 
and adequately in the draft report prior to the enactment
 
and adoption of the final report. We will then be in a
 
position to sign the Letter of Representation after the
 
requisite meeting.
 

Meanwhile, please accept 
our apology for the delay in submitting
 
our reaction on the Draft Report within the scheduled time
 
as it was occassioned by some circumstances beyond our control.
 

Yo rs 

R.M. 	 MARA;MBII 
CHIEF BARKING MANAGER
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CENTRAL BANK'S COM',ENTS ON THE AUDIT 

RErPRT ON THE USAID RURAL PRIVATE 

.NT.. .SE ? .. uECT 

T ;"iC TION 

ir, perused the audit report of the USAID Rural 

?ri.ate :terprise Proiect by M/s Price Waterhouse, we are 

,: tre vie that the report is unnecessarily ske'wed negatively 

"-'ard. Ce-.:ral 3,ank of Kenya's perceived role in the prciect. 

.he s::pe cf the report purports to be limited to the !can 

c~.:.,ent only while most of the adverse issues .ere directily 

the resp-,nsibility of the Project contractor. 

It see',s :he auditors did not quite understand the designated 

role of the Central Bank in the project. The report is also 

quiet on the roles of USAID and the participating commercial 

banks and as it will be proved later, we do not agree 

with the assunption that the Fund Accountability Statement
 

is entirely the responsibility of Central Bank. It was a joint
 

responsibility with USAID and the Project contractor. We
 

strongly believe that this report would have presented a fair
 

and true picture of the project if at all the audit team
 

had taken time to discuss the issues with us.
 

I \TE:,%AL ACCOUNT [NG CONTROLS 

1. F r eizn Procurement: 

The manage.ent of offshore procurements was directly under
 

USAID and the participating commercial banks. The role
 

of Central Bankwas purely to receive transaction details,
 

i.e. currency QoU-rt,, payment date, and bank's client
 

from both USAID and the banks in order to get the counter

part Kenva shilling equivalent for the purpose of accruing 

and subsequent principal loan amortisatio-.interest payments 

../
 



The Bank would not have been in a position to know whether
 
such tra n :t
!Ons took place in the absence of such
 
information. We upon ourselves
took it to constantly
 
seek this information from USAID and 
the ccmmercial banks
 
as evidenced by numerous correspondence in our files.
 
Elsewhere in the report, 
the audit team admits that the
 
Bank had no direct role the
in funding of such procurements
 

and that USAID, Nairobi and Washingtcon did not maintain
 

records on the same.
 

. Disbursements
 

Our records show that all funds received from USAID were reim mrs4 
to the participating commercial banks as evidenced by the
 
USAID Rural Private Enterprise Project Account's balance
 
which reads nil. However, upon advice by the participating
 
commercial banks 
an amount of shs 3,066,666/= was paid back 
to Central Bank as prepaid loans. This amount was later,
 
after opening of the USAID RPE Reflows Account, transferred
 

to that account.
 

We must emphasise here that we would not have been 
in a
 
position to know of any funds reimbursed by Central Bank
 

of Kenya to commercial banks which may have not been
 
disbursed by the banks 
to their entrepreneurs. Central
 
Bank hid no direct dealing with entrepreneurs or with
 
commercial banks' branches. 
 We only dealt with head
 
offices of commercial banks who would normally advise 
us
 
of any undisbursed funds. 
 This same information would also
 
be advised to us by the Proiect Contractor, who during their
 
visits-f-- projects wculd know whether 
funds had been
 
disbursed or not as spelt out in 
the Project Agreement.
 
It is upon receipt of this advice that Central Bank would
 
then debit the participating commercial 
bank concerned
 
under a&vice to US:VD., 
 :he lank and the Project Contractcr.
 

Article D Secticn D.6 section 
(a) of the Project Agreement
 

states that,
 



"In the case of any diSbursement which is not supported
 

by valid docu,.ontation in accordance with this Agreement,
 
or whic*, is nct mze or use.- in accord3nce ,ith this
 
Areement or which '4as for 
goods or services not used in
 
accordance ;,ith this Agreement, A.I.D., 
notwithstanding
 

the 3vail3bility or exercise of any other remedies provided
 
for under this Agreement, may require the Government to
 
refund the a,-.unt of such disbursement in United States
 

Docllars to A.I.D. within 
 sixty (60) days after-receipt 

c: a re.ue.tthereof. 

No re;uest under the above case 
was made to us by USAID for
 

payment.
 

Fund Accountability Statement
 

a) Funds never disbursed to Entrepreneurs
 

The Fund Azcountabilitv Statement was not only the
 
responsibility of Central 
Bank of Kenya management but
 

also of USAID management because it involved local, and
 
offshore components and the grant component of the project
 

loan. 

It is stated in the audit report that the following loans
 
reimbursed by Central Bank here not disbursed by the
 

banks to their entrepreneurs:-


Cl ient 
 .um ou nt USS --__ Shs Equivalent
 

Standard Chartered Bank
........C.h.d .........
 
Colotec (K) Limited 
 8,000,000 337,408
 

Barclas Bar.k
 
New Era Enterprises 2,000,000 83,352
 

Balo:i industries 600,000 25,006
 

K.m'.a C.mmercial Finance Co.
 

Apc.ii. Kiarie 
 266,666 11,113
 
Ka ran Ram-i SonS Limited S,000,000 333,'40"
 
Unor.n Textiles 5,920,157 246,728
 
Tc a 
 25,7S6,823 1,033,013
 

I ' 
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According to our records, Ioar.s to M1/s New Era, Balo:i Industries 

Apmilo Kiarie and W:stern Printers (under Kenya Ccmmerci-i 

Bank which is nt included in the report) were repaid by the 

ba-.ks t: us and :unds here transferred to the USAID RPE Reflows 

A,'c. These :unds were subsequently reduced (off-set) from cur 

requests for funding to USAID since USAID did not request for 

paet ur'er the project agreement. We were not advised either 

by the bar.'k or the Project Contract5 ff the other lcans not 

disbursed, and sc, according to us, these loans are running and 

we ccr-ider :hem to be performing under the project terms. 

b) Funds not used for intended purposes
 

Client kmount US S
 
Shs Equivanlent
 

Standard Chartered Bank
 

Malindi Cen. Engineering 5,478,000 228,301
 

Kenya Ccmnmercial Finance Co.
 
. ° 1 . . . . . . . . . . . . . . . . . . . . . . . 

Malaa Industries 10,092,000 420,593
 

15,570,000 648,894
 

As we were not advised of these loans as not haiving been
 

disbursed to the users, we consider them as performing, and
 

are accordingvy included in our running amortisation szhedule.
 

c) Unsu.ported Costs
 

FoIlo ing.the audit visits to sampled entrepreneurs, the
r team's 

tear ce up ^ith some costs claimed from USAID which they 

consider unsupported. 
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Client Amount US$
 
Shs Equivalent
 

Standard Chartered ,ank
 

Sam.iel Kai 1,066,667 4,454
 

Ufuta Li.ited 12,000,000 So0,1ll
 

Kenva Ccmn7e r~i a1Fa-. 

Fran.: "Iia 1-i 2 ,O000 11,461-7' 


Ke nva C :,T7e rz 31 Finance Co. 

Kaku:i Limited 20,000,000 853,518
 

Total 33,341,667 1,389,544
 

The above loans were reimbursed to commercial banks locally
 

upon :heir requests as required under the project. If at all
 

the funds were put by the entrepreneurs to unsupported uses, the
 

Project Contractor during their visits would have notified the
 

ba.n'3, USAID and Central Bank and the appropriate action would
 

have been taken. We, therefore, consider these loans as
 

performing under the project terms.
 

.Leters of Ccm itr..er gRepot
 

Despite Central bank's calling for the submission of letters
 

of ccmmitment by the participating commercial banks under
 

even after repeated
advice to US AD, the banks did not comply 


reminders. We believe USAID would have played its role here
 

as it was managing the foreign procurement element of the loan.
 

Central Bank's role here was to obtain the equivalent Kenya
 

shilling amounts for the purpose of accruing interest payments
 

and subsequent amortisation of the principal loan.
 

%.\'u:her referenc iz. S,'stem
 

It is a rcnr~al pra:tice in Central Bank of Kenya that non

general iea.ger v:u:hers are -.it referenced so our failure to 
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reference the USAID vouchers is not a default. We have
 

General analaent files fr correspondenze cn the proiects and
 

individual ?azk files for RPE 1 and 2 for the loans and loan
 

vcochers seperately. These are in addition to the data we
 

run in the cc.mputer system parallel to the manual system.
 

F,%,7 IomaJob Descr in 

It is alleged Chat Central Bank of Kenya did not maintain
 

f:rmal ib des r'ptions in respect of key proJect personnel.
 

We must emphasise that although this is not a requirement under
 

the ProJect Agreement, Central Bank gave the audit team job
 

descriptions prepared by the key project personnel i.e.
 

Mr. Onyango and his assistant in the project Mr. Muthiani as 

requested. The work load was minimal to warrant assigning these 

two to the project's work only. 

Article 5 (a) of the Project Agreement required the Government
 

of Kenya to furnish to A.I.D. the name and position held by
 

the officer at the Central Bank of Kenya who would be respon

sible for administering the Special Account. This infor

mation was supplied to USAID ano they know the contact person
 

at Central Bank of Kenya for the project who has been and still
 

is Mr. Onyango, a senior superintendent with over 17 years
 

Central Banking experience.
 

Some banks due to their wide branch net-work, when called upon
 

to submit promissory notes did not comply within the stipulated
 

period. We took it upon ourselves, instead of recalling the
 

facility, to press the banks through moral suasion to submit
 

the promissory notes. We used to send renewal notices
 

requesting for new notes before the expiry dates.
 

Payment.:f i.reve is through direct detit to the b.-ks' a:counts 

with us withcut any recourse and this ensures 100 per cent repa 7n 



of interest and principal. Hence, there is no di.nger of 
CK's security position being compromised with the participating 

.. : . .
•. Faiiure to USA!
......
 " ev.. .. 2proved bank for off-.shore Procurement 

Nola Commercial Sank once used a non-approved foreign bank to 
facilitate an off-shore procurement for Kenya Marble Quarries.
 

As m.enticned earlier, the Bank was not directly 
involved_in.
 
the rine nze of foreign procurement until after payment
 
was effected by USAID. The Bank was, therefre, not in a position 
to c:w whether the entrepreneur used a foreign bank that was
 
not approved by USAID. We were only advised of the date and 
amount of fore ourign currency paid by the bank upon enquiry. 
We are rade to understand that the bank took up the matter with 
USAID and it was settled. 

Reports to ccmmercial banks were 
sent as and when there were
 
changes for reconciliation. Sometimes there was 
nothing to
 
report to 
the bar, . due to delays in getting tranches from
 
USAID and more so due to us.de-obligatory exercise between
 
USAID, Treasury and Central Bank of Kenya towards the Project
 

completion date.
 

CONCLUDING R':KS
 

The Central Bank's internal controls and reporting systems as
 
pertains to the mcnitoring of this project were 
very elabor.te, 
c-nsistent and foolproof. They were designed in such a manner 
that all the funds' movements initiated by ourselves were 
discernibly accountable and traceable by USAID and the ProJect 

Contractor. 

CE-L F ,'NK,KENYA 

DEVEI..MENT DIVIS-,.
 

t.. w ' .10 93, 

." . o 

http:elabor.te


ONS B~Y:TEi PAR~TICIPATING BANK~S ON SO.ME PERTINENT 

N CLIE T, 	 LOAN AMOUNT - ACTION TAKEN . 

.CWC.AL F INANFCE CRP 

Ra- mRin S Sns 	 S,000,000=) Loan can~celled funds 
K, ) placed in suspense

) Account, treated in 
) CBK books as runinnic,~ 

an)ntrs bei.ngUr on Tex t l'- .. ~ ~ T ) 	 adhnepicpl,9 0 151- reoered normally. 

-. InusrieS' l0,092,fl00= 	 Facility cancelled 
and funds recalled. 
There is an outstan
ding balance of 
-shs 50,000-.
 

4) KakU i Ltd. 20,000,000-	 The bank feels the
 
audit team should
 
have arranged the
 
visit to the entre
preneur through them.
 

5) .Krra 'Marble 	 3 . The problem aroseQuaries 358 5,212= 
'through the branch's 
oversight and was
 
settled between the
 
branch and USAID.
 

KENYA COMOME"CIAL BANK 

1) Francis Giathi* 275,00 0 	 The machinery was
 
stolen but the loan
 
is being serviced to 
the bank sat isfac
torily. 

S ADAR CHARTE'ED BANK
 

I S 1m, elI Kai 	 .. 1,066,667= The bank is aware tha 
Kthe Dr% Cleaning

machine has been~tran 
ferred fron Burnt 

.. forest to Nairobi as 
a result of tribal 

. .clashes . Loan being 

serviced normall%.
 

U1l2 	 .?)00,000= The plant was clc-ze
due to un3Vaiaii 
of raw'imaterial. ui.. 
loan was taken over 
b) M/s Kenya Nat icrv 
mills, a mm-erbeof 

N Un!a Group wi-th t 
a n'zs pe r i s ion a n. 
atis be ng servic.d 



3) Colotez (K) L:d. 
 8,000,000 The loan was can

celled because the
 
entrepreneur cZu ld
 
not raise enough
 
security. The bank
 
has been holding th(
 
funds pending refunc
 

to C3K. Meanhi Ie

the C3K recovers tht
 
principal and
 
interes t nora.a v.
 

*' :.Ialindi Gen. Engineering 5,4-8,000Z 
 This was-due-to wea"
 
management by the
 
branch which failed
 
to monitor the usage

of funds. They
 
realised the securit
 
to recover the fund-"
 

The banks state 
that the above facts were made known to the Project
 
Contraztor ho visited the projects, whose major 
role included
 
physical verification and monitoring of the projects.
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ATTACHMENT II 

REPORT DISTRIBUTION 

U.S. Ambassador to Kenya 
Administrator (A/AID) 
Director, USAID/Kenya 
RCO, REDSO/ESA 
AA/AFR 
AA/FA 
AA/OPS 
AFR/EA/K 
AFR/CONT 
XA/PR 
LEG 
GC 

FA/FM 
POL/CDIE/DI 
FA/MCS 
REDSO/ESA 
REDSO/RFMC 
REDSO/Library 
IG 
AIG/A 
IG/A/PPO 
IG/LC 
IG/RM/C&R 
AIG/I&S 
IG/I/NFO 
IG/A/PSA 
IG/A/FA 
RIG/A/EUR/W 
RIG/A/Bonn 
RIG/A/Cairo 
RIG/A/Dakar 
RIG/A/Singapore 
RIG/A/SJ 
IG/RM/GS (Unbound) 

I 
1 
5 
I 
2 
1 
1 
1 
1 
1 
1 
1 
1 
I 
1 
1 
1 
I 
1 
I 
2 
I 
5 
1 
1 
I 
1 
1 
1 
I 
1 
1 
1 
1 


