gt = W

Report of Audit

Audit of USAID’s Grant to the Government of Cape Verde Under
the Export Development Services Project (No. 655-0014)
April 1, 1994 - March 31, 1996

Audit Report No. 7-655-96-011-N
September 16, 1996

I S A
\ [/

\ ]

\ e

“Financial information contained in this report may
be privilegied. The restrictions of 18 USC 1905
should be considered before any information is
released to the public”

Regional Inspector General
Dakar

OFFICE OF INSPECTOR GENERAL
U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT


jmenustik
Rectangle


UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
OFFICE OF THE REGIONAL INSPECTOR GENERAL FOR WEST AFRICA

UNITED STATES ADDRESS INTERNATIONAL ADDRESS
RIG / DAKAR RIG / DAKAR
AGENCY FOR INTERNATIONAL C/° AMERICAN EMBASSY
DEVELOPMENT B.P. 49 DAKAR SENEGAL
WASHINGTON. D.C. 20521 - 2130 September 16, 1996 WEST AFRICA
MEMORANDUM
To: Willard Pearson, Director, REDSO/WCA
—
74

T CA g A o Afliror K
From: Thomas B. Anklewich, RIG/Dakar

Subject: Audit of USAID’s Grant to the Government of Cape Verde Under the Export
Development Services Project (No. 655-0014), from April 1, 1994 to March
31, 1996; (Audit Report No. 7-655-96-011-N)

The attached report, prepared by the non-Federal audit firm, KPMG Peat Marwick,
Banjul, presents the results of a financial audit of USAID’s Grant to the Government of
Cape Verde under the Export Development Services Project (No. 655-0014), for the
period April 1, 1994 to March 31, 1996.

On August 28, 1989, the United States Agency for International Development (USAID)
and the Government of Cape Verde (GOCV) signed the Export Development Services
Project under which USAID was to provide a total grant of $1.4 million to the GOCV
with the goal to increase the ability of the GOCV to earn foreign exchange through both
an export-led growth strategy and by increasing private sector participation in the
economy. The USAID grant was subsequently increased to $6.1 million and the GOCV
contribution was to be not less than $1.085 million. The GOCV’s contribution was to
be spent on salary and other related personnel costs, while the USAID funds were for
all other budget line items.

The purpose of the project was to provide support to the GOCV’s private sector by
mitigating constraints to export-oriented production and trade in order to increase foreign
exchange and local employment, and also to develop the human resources capacity in the
GOCV through training initiatives. To accomplish these objectives, a Center for
Investment and Export Promotion (PROMEX) was created, to attract clients and to
provide assistance to both investors and government agencies. The project completion
date was June 1996.



KPMG Peat Marwick performed the financial audit in accordance with U.S. Government
Auditing Standards. The purpose of the audit was to determine whether the Fund
Accountability Statement for the $532,797 in expenditures incurred by PROMEX was
fairly presented; and whether PROMEX complied with applicable laws, regulations, and
agreements that may have had a material effect on the Fund Accountability Statement.
In carrying out this financial audit, the non-Federal auditor obtained an understanding
of PROMEX’s internal accounting controls over the USAID funds to plan the audit and
to determine the nature, timing and extent of tests to be performed.

KPMG Peat Marwick found that the Fund Accountability Statement was fairly presented.
The audit did, however, identify questioned costs amounting to $61,625 which consisted
of unsupported expenditures. In obtaining an understanding of the internal control
structure, the audit firm found some weaknesses which it did not consider as material and
in testing for compliance with applicable laws, regulations and agreements, the audit firm
stated that PROMEX complied in all material respects, except the payment of ineligible
taxes.

In commenting on the draft report, USAID/Cape Verde addressed only the questioned
costs because the Mission was closing and there would be no mission personnel to follow
up on the other recommendations. Regarding the unsupported questioned costs,
USAID/Cape Verde advised that PROMEX is searching for the necessary documents.
Concerning the ineligible tax payments, USAID/Cape Verde determined that the amount
of taxes paid was $1,376 and advised that it had prepared a voucher in which that amount
had been offset from a subsequent reimbursement due PROMEX.

The non-Federal audit report contains seven findings and seven recommendations. Since
USAID/Cape Verde closed in July 1996, only the following monetary recommendations
have been included in the Office of the Inspector General’s recommendation follow-up
system.

Recommendation No. 1: We recommend that REDSO/WCA resolve the
$61,625 in unsupported questioned costs and recover those costs determined
to be unallowable or unsupported.

Recommendation No. 1 is pending a management decision. Management decision will
be reached when REDSO/WCA evaluates the finding and recommendation and issues a
final management decision to sustain or not to sustain the questioned costs. For amounts
sustained, final action will be considered to have taken place when that amount has been
recovered.

Recommendation No. 2: We recommend that REDSO/WCA recover the
$1,376 in ineligible taxes determined to be due USAID.
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USAID/Cape Verde determined in its response to the draft audit report that the fuel tax
payments totaled $1,376 and stated that the amount had been invoiced from a subsequent
PROMEX reimbursement voucher. As a result, final management decision has been
reached. Final action will be considered to have taken place when the $1,376 is refunded
to USAID.

Please advise RIG/Dakar within 30 days of receipt of this report of any actions planned
or taken to close the above recommendations.
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Chartered Accountants and Business Consullants

P. 0. Box 431 Telephone (220) 226173

Meridien Bank Building of {220) 228140

3/4 Buckle Street Talex 22326V

Banjul Telefax (220) 228140

The Gambia
Our Ret:
Your Rel:

Mr Tom Anklewich

Regional Inspector General for Audit
GIG/A/Dakar

C/o American Embassy

B.P.49

DAKAR

Senegal

West Africa

5 August 1996

Dear Mr Anklewich

United States Agency For International Development, Cape Verde. Audit of USAID'S grant to the
Government of Cape Verde under the Export Development Services (EDS) Project (no. 655 -
0014) April 1, 1994 to March 31, 1996.

In accordance with your instructions dated April 22, 1996 ( IQC no. 624 - 9999 - I - 00 - 2024 - 00.
Delivery order No 15 ) this report represents the results of our financial audit of the grant to the
Government of Cape Verde under Export Development Services (EDS) Project (no. 655 - 0014).
from April 1, 1994 through March 31, 1996.

Total disbursements for the period April 1, 1994 through March 31, 1996 amounted to $568,698 of
which $532,797 was audited by us. The unaudited balance of $35,901 relates to expenditures
incurred out of Government of Cape Verde funds.
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Summary

Background

In a bid to increase the ability of Cape Verde to eam foreign exchange through both an
export led growth strategy and by increasing private sector participation in the economy, an
agreement was signed between the United States Agency for International Development
(USAID) and the Government of Cape Verde (GOCV) on August 28, 1989. This agreement,
the Export Development Services (EDS) Project, committed USAID to a grant totalling $1.4
million to be paid in instalments. Subsequent amendments increased the value of this grant to
$6.1 million and extended the completion date of the project to 30 June 1996. As part of the
agreement the GOCV were required to commit not less than $1.085 million.

Purpose and Objectives of the Project

The purpose of the project is to provide support to Cape Verde's private sector by mitigating
constraints to export orientated production and trade which can increase significantly foreign
exchange and local employment. In order to achieve this the project will provide for;

. The creation of the Centre for Investment and Export Promotion (CIEP) also known
as PROMEX,
. The creation of a Promotion and Marketing Division to provide assistance and to

attract potential clients.

. The creation of an Advisory Services Division to provide help to both investors and
the agencies of Government.

. The project is to provide assistance in the form of a reliable database kept within
PROMEX. This would be used to aid export promotion and marketing to a wide
variety of investors to enable promotion efforts to be targeted more effectively.

. The project is to develop the human resources capacity of Cape Verde through the
undertaking of training initiatives which would include a review of current needs,
training activities in the US, cooperation with other US training facilities within Cape
Verde and the inherent opportunities in seminars, etc run by the Project.

It is expected that by the completion of the Project that a self financing mechanism will
have been found and that the Project will be self sustainable either through the charging
of its services or through the ability to attract further sources of funds.



.: Peat MarWiCk Promex/USAID

Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

A previous RIG/A/Dakar audit covered the disbursements made by PROMEX from
September 1, 1990 to March 31, 1994. That audit disclosed that PROMEX had incurred
questioned costs of $16,695 and was paying taxes on fuel despite its tax exempt status. These
findings were resolved by PROMEX refunding USAID with the duty it had incurred during
the year and the questioned costs being repaid to USAID.

The financial audit performed under this scope of work covered expenditure made by
PROMEX from April 1, 1994 to March 31, 1996.

Use Of Grant

The contributions made by both USAID and the GOCV are quite specific in their direction.
All of the GOCV contribution is spent on salary and other related personnel costs and the
USAID grant is to be spent on all other budget line items including rental for PROMEX's
headquarters, local training, seminar and conference expenses.

Following the final Amendment, the budgeted line items for the USAID grant were classified
as follows;

Project component Budget (Revised)
$°000
Technical assistance 3,655
Commodities 500
Training 550
Other 1,185
Evaluation 120
Audit 90
Total 6.100
5
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Audit Objectives and Scope

Objectives

The objectives of this financial audit were to

Express an opinion on whether the Centre for Investment and Export Promotion’s
(PROMEX’s) fund accountability statement for the USAID grant presents fairly in all
material respects, project revenues received and disbursements made for the audit
period in conformity with generally accepted accounting principles or other
comprehensive basis of accounting (including the cash receipts and disbursements
basis and modifications of the cash basis).

Evaluate and obtain a sufficient understanding of PROMEX's internal control
structure related to the USAID funded project, assess control risk, and identify
reportable conditions, including material internal control structure weaknesses.

Perform tests to determine whether PROMEX complied in all material respects , with
agreement terms and applicable laws and regulations related to the USAID funded
program and express positive assurance on those items tested and negative assurance
on those items not tested. All material instances of non compliance and all
indications of illegal acts should be identified. Such tests will include the compliance
requirements related to required counterpart contributions.

In testing compliance, specific steps and procedures were designed to provide
reasonable assurance of detecting errors, irregularities and illegal acts that could
have a direct and material effect on Fund Accountability Statement.

Audit scope

In order to achieve the above objectives we carried out audit procedures which included, but
were not limited to the following;

Review of the project grant agreement, project implementation letters and other
related project documents to identify those laws and regulations which, if not
observed, could have a direct and material effect on the fund accountability statement

Review of previous financial evaluations and reports

Determination, understanding, documentation and evaluation of PROMEX's
organisational structure with respect to the local operating account in order to
determine the extent to which established procedures and controls are functioning as
intended and documented

Identification and assessment of the level and nature of control risk and design of
substantive tests

Review and testing of expenditures made out of the local operating account by
PROMEX for goods and services to determine whether they were allowable,
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reasonable, properly classified and recorded, relevant to project activities and
supported by adequate documentary evidence

. Determination, documentation and evaluation of the procedures for the control of
funds, reconciliation of the movement in funds for the local operating account for the
period under review including reconciliation of PROMEX's recorded revenues and
expenditures with bank records

. Compilation of the fund accountability statement and agreement to the underlying
records of PROMEX for the local operating account for the period under review

. Determination of whether advances and reimbursements were made in accordance
with agreement terms and reconciling advances and reimbursements per USAID's
accounting system with those amounts reported by PROMEX as receipts from USAID

. Evaluation of PROMEX's physical and acCounting controls over USAID financed
commodities and the determination of their proper use, maintenance and custody

. Determination as to whether PROMEX is in compliance with applicable laws,
regulations and agreements by evaluating PROMEX's internal control system and
substantive testing of recorded revenues and expenditures for the period under review

. Planning of the audit so as to devise steps to identify instances or indications of fraud,
abuse or illegal acts and reporting any such instances or indications to RIG/A/Dakar.

The scope of this financial audit was those expenditures made by PROMEX from April 1,
1994 through March 31, 1996 from USAID funds committed under the Export Development
Project (No: 655-0014).

The audit has been conducted in accordance with United States Auditing Standards 1994
Revision) as set forth by the Comptroller General of the United States (the"Yellow Book™)
Standards for internal controls in the Federal Government asset forth by the Controller
General of the United States (The“Green book™), Guide for Financial Audits Contracted by
the Agency for International Development issued by the AID office of the Inspector General
and Assessing Compliance with Applicable Laws and Regulations issued by the General
Accounting Office/Office of Policy (the “Grey Book™), except that we did not have an
external quality control review by an unaffiliated audit organisation as required by paragraph
46 chapter 3 of Government Auditing Standards since no such quality control review
program is offered by professional auditing organisations in The Gambia. We believe that
the effect of this departure from the financial auditing requirement of Government Auditing
Standards is not material because we participate in the KPMG worldwide internal quality
control review by partners and managers from other KPMG offices. :

Our audit work was carried out on site at PROMEX and USAID/Cape Verde. At the beginning
and end of the field work, respectively, an entrance and exit conference were held to formally
advise Project management and USAID/Cape Verde of the audit objectives, scope and results.
Prior to the exit conference, we discussed the key findings of our audit with USAID/Cape
Verde and PROMEX personnel.
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Summary of Audit Results

Summary of Audit Results - Financial

We found that the Fund Accountability Statement showing the receipts and disbursements
made by PROMEX in connection with USAID's grant to PROMEX under the Export
Development Services Project was presented fairly. However, our testing of the Fund
Accountability Statement found that PROMEX incurred questioned unsupported costs of
CVE 5,018,134, This expenditure has been summarised in the fund accountability statement
and explained in the notes therein.

Summary of Audit Results - Internal Control

Our overall assessment of the following aspects of the project’s controls are as follows:

. Control consciousness - Unsatisfactory
. Segregation of duties - Satisfactory
. Management override - Satisfactory
. Competence of personnel - Satisfactory
. Protection of assets and records -  Unsatisfactory

The following specific weaknesses were noted:

. Irregularity of bank reconciliations (Section 3.2.1)

. Non production of monthly liquidation report (Section 3.2.2)

J Lack of management review of financial information (Section 3.2.3)

. Non performance of key control account reconciliations (Section 3.2.4)
. Lack of control over vehicle usage (Section 3.2.5)

The points raised during our previous audit were followed up to see if our recommendations
had been implemented by PROMEX. The result of this work was as follows:

. Lack of segregation of duties within the cash and accounting function - Resolved
. Irregularity of bank reconciliations - Unresolved
. Lack of physical verification of fixed assets - Resolved
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. Commingling of donor expenditure - Unresolved

. Inconsistent production of monthly liquidation report - Unresolved

1.3.3 Compliance

1.4

The principal laws, regulations, binding policies and procedures applicable to the PROMEX
Project are as follows:

. Project Grant Agreement
. Project Implementation letters
. The Laws of Cape Verde

In our tests of compliance with agreement terms and applicable laws we found in addition to
the point raised above concerning the bank reconciliation and the liquidation report, the
following instances of non compliance:

. Operation of two bank accounts (Section 4.2.1)

. Payment of tax on fuel and telephone expenditure (Section 4.2.2)

Management Comments

Management comments are included in the relevant sections of the report and are reproduced
verbatim in appendix A to this report.
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Financial section

Independent auditor's report on the Fund Accountability Statement

We have audited the Fund Accountability Statement showing the expenditures of PROMEX
under the Export Development Services (EDS) Project for the period April 1, 1994 to March
31, 1996. The Fund Accountability Statement is the responsibility of PROMEX
management. Qur responsibility is to express an opinion on the Fund Accountability
Statement based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and United
States Government Auditing Standards (1994 Revision) issued by the Comptroller General of
The United States, except that we did not have an external quality control review by an
unaffiliated organisation as required by section 3.4.6. Those standards require that we plan
and perform the audit to obtain reasonable assurance about 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
project management, as well as evaluating the overall statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As part of our examination we found unsupported expenditures amounting to CVE
5,018.134. These costs are to be resolved by USAID/Cape Verde.

In our opinion, the Fund Accountability Statement referred to above. presents fairly, in all
material respects, advances received and expenditures charged by PROMEX, for the period in
conformity with the basis of accounting described in note 1 of the fund accountability
statement (Section 2.2).

KEns, Rove Moredice.

KPMG Peat Marwick
Chartered Accountants
Banjul, The Gambia.

Date: August 5, 1996
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2.2 Fund Accountability Statement

Budget Category

Qutstanding balance bif
Represented by:

Bank

Creditors

GOCYV Contributions
Debtors / Prefinance

Receipts

Advances
Reimbursements

Direct Payments
TOTAL RECEIPTS
Expenditure

Rental

Utlities
Telecommunications
Professional Services
Office Supplies

Vehicle Operation

In Country Travel

Out Country Travel
Vehicle Rental

Per diem/lodging
Transportation
Institutional Materials
Honorariums

Tuition & Fees
Promotion

Fixed Assets
Miscellaneous

Add back of trade creditors
Differences on exchange
TOTAL EXPENDITURE

Qutstanding balance cif
Represented by:

Cash at Bank Balance
Amount owed by USAID
GOCV contributions

Budget
CVE

49,989,760

49,989,760

(16,368,000)
(2.692,000)
(7.232,000)
6,272,000)
(1,232,000)
(2,680,000)

0
0
0
(4,560,000)
(8,032,000)
0

0
0
0
0

(921,760)
0

Actual
CVE

(2,945,533)

30,520
(1,911,076)
(1,753,682)

688.699

(2,945,533)

40,356,071
2,310,326
4,791,145

47,457,542

(6,589,385)
(1,017,222)
(5,493,743)
(14.958,693)
{498,067)
(995,740}
(2.831,793)
0
(319.815)
(3,194,256)
(16.,500)
(514,591)
(2,090,010)
0
(1,288,601)
(5.185.114)
(583,545)
778,976

(49,989,760) (44,798,099)

(286,090)

1,304,392
1,332,940
(2,923 ,422)
(286,090)
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Actual
$

(34,701)

366
(22,293)
(21,035)

8,261
(34,701)

511,800
29,366
58,720

599,886

(83,984)
(12,965)
(70.020)
(190,654)
(6.348)
(12,691)
(36.092)
0
(4,076)
(40,712)
(210)
(6,559)
(26,638)
0
(16,424)
(66,086)
(7,437)
9,928
2,270
(568,698)

(3,513)

16,019
16,369
(35,901)
(3,513)

Questioned
Unsupported
CVE

(86,435)
(2,314)
(1,877,260)
(1,175,169)

(483,200)
(673,566)
0
(37,750)
0
(16,000)
(161,400)
(235,000)
0
(270,040)
0

(5,018,134)
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Notes to the Fund Accountability Statement

Basis of accounting

The project maintained its accounting records on an accruals basis which is a basis of
accounting in accordance with generally accepted accounting principles.

The project is funded by USAID and GOCV. Although income from USAID and GOCV
is separately identified in PROMEX’s accounting records, expenditure is shown by
expenditure heading and no analysis or form of referencing exists to enable a fund
accountability statement including only USAID funded expenditure to be produced. The
level of expenditure to date funded by the GOCV in the FAS is shown as GOCV
contributions.

Unsupported costs

These are costs which we were unable to agree to supporting documentation during the
course of our substantive testing. To this extent we are recommending that USAID seek
reimbursement of this amount from PROMEX

Bank Balance

The bank balance has been agreed to the period end bank reconciliation which itself has
been agreed to the period end bank statement. There was a small unreconciled difference
on the bank reconciliation which could not be explained by management.

Currency Translation

Receipts have been translated at the rate prevailing at the time the funds were remitted.
Expenditures have been translated using the average exchange rate for the period.
Balances existing at the period end have been translated at the closing rate. The rates used
are as follows:

Average rate - CVE 78.46 to $1
Closing rate - CVE 81.43 to $1

12
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Internal controls

Independent Auditors' Report on Internal Controls

We have audited the Fund Accountability Statement showing the revenues and expenditures
of PROMEX under the EDS project for the period April 1, 1994 through March 31 1996
and have issued our report thereon dated August 5, 1996.

We conducted our audit in accordance with generally accepted auditing standards and
United States Government Auditing Standards (1994 Revision) Issued by the Comptroller
General of the United States except that we did not have an external quality control review
by an unaffiliated organisation as required by section 3.4.6 of the aforementioned
statements. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the Fund accountability Statement is free of material
misstatement.

In planning and performing our audit of the PROMEX project we considered its internal
control structure in order to determine our audit 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 the PROMEX project is responsible for establishing and maintaining
an intermnal control structure for the project. In fulfilling this responsibility, estimates and
judgements by project management are required to assess the expected benefits and related
costs of the internal control structure, policies and procedures. The objectives of an
internal control system are to provide management with reasonable, but not absolute,
assurance that the assets are safeguarded against loss from unauthorised use or disposition,
and that transactions are executed in accordance with the basis of accounting described in
notes to the Fund Accountability Statement (Section 2.3). Because of the inherent
limitations in any 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
conditions or that effectiveness of the design and operation 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:

. Procurement cycle

. Disbursement cycle

. Inventory and fixed assets control cycle
. Recording and reporting cycle.

13
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For all 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 have 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 specific deficiencies in the design or operation of the internal control
structure that, in our judgement, could adversely affect PROMEX's ability to record,
process, summarise and report financial data consistent with the assertions of management
in the Fund Accountability Statement.

In summary, the reportable conditions are as follows:

. Irregularity of Bank Reconciliations (Section 3.2.1)

. Non production of monthly liquidation report (Section 3.2.2)

. Lack of management review of financial information (Section 3.2.3)

. Non performance of key control account reconciliations (Section 3.2.4)
. Lack of control over vehicle usage (Section 3.2.5)

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 control 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 reported to management of PROMEX in a separate letter.

14
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The report is intended for the information of management and others within PROMEX and
the United States Agency for International Development. This restriction is not intended to
limit the distribution of this report, which is a matter of public record.

KPMG Peat Marwick
Chartered Accountants,
Banjul, The Gambia

Date: August 5, 1996

15
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Findings
Disbursements Cycle: Regularity of Bank Reconciliations

Observation

During the course of our audit we discovered that the bank reconciliations were not carried
out on a monthly basis but rather only when a liquidation report was submitted. Such
reports are submitted at intermittent times during the year and were not frequent enough to
ensure that adequate control over bank balances exists. The period end bank
reconciliation was found to have an unreconciled item which had not been investigated by
management.

Implication

The bank reconciliation is the most fundamental internal control in any accounting system.
Not only does it help to satisfy the entity as to the completeness of the cash receipts and
payments but also of the integrity of the purchases and receipts cycle. If this is not carried
out on a regular basis errors may go undetected thus facilitating the misappropriation of
funds.

Recommendation

Arrangements should be made with the Banco Commercial de Atlantico to provide the
project with bank statements on a regular basis. These documents should be reconciled to
the PROMEX accounting records. This should be checked and reviewed by a senior
official. Any reconciling items should be followed up and explanations provided as to
their nature.

Management comment

Since USAID/Praia is deeply involved in a serious closeout mode, the PACD for the EDS
project was June 30, 1996 and all USAID supported program/project activities have come
to an end, only monetary recommendations mentioned in your report will be followed up
with PROMEX. There will be no USAID presence in Cape Verde after July 31 to do the
necessary follow-up.

However the findings and recommendations of the KPMG report itself have been discussed

with PROMEX, and they have agreed to take into consideration and implement, as
appropriate, the findings and recommendations of the audit.
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3.2.2

Peat Marwick PromextUSAID

Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

Recording and Reporting Cycle: Non production of monthly liguidation reports

Observation

Project Implementation Letter 2 stipulates that a Liquidation of Advances Report should be
submitted to USAID on a monthly basis. Liquidation reports are only being produced
when PROMEX require funds to be liquidated. These liquidation requests are slow to be
met by USAID resulting in cash flow problems for PROMEX.

Implication

Cash flow problems are occurring as a result of the infrequent production of reports and
the slow settlement of liquidation requests by USAID, with the result that GOCV monies are
having to be spent on budget line items which should be funded by USAID monies. By
commingling funds it is impossible to produce an FAS comprising only USAID income
and expenditure for the period.

Recommendation

Liquidation reports should be produced on a monthly basis to enable more expedient
processing of funds to occur and this should be backed up by USAID processing their
liquidation requests on a more timely basis. This would help to alleviate short term cash
flow problems and reduce the incidence of commingled funds. It would also help in the
future production of the FAS if the source of funds out of which expenditure has been met
could be identified. This will enable PROMEX to produce an FAS comprising only of
USAID income and expenditure thereof.

Managemem comment

Since USAID/Praia is deeply involved in a serious closeout mode, the PACD for the EDS
project was June 30, 1996 and all USAID supported program/project activities have come
to an end, only monetary recommendations mentioned in your report will be followed up
with PROMEX. There will be no USAID presence in Cape Verde after July 31 to do the
necessary follow-up.

However the findings and recommendations of the KPMG report itself have been discussed

with PROMEX, and they have agreed to take into consideration and implement, as
appropriate, the findings and recommendations of the audit.
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r Peat Marwick PromextUSAID

Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

Recording and Reporting Cycle: Lack of management review of financial information

Observation

In many instances it was found that key reconciliations such as the bank and local suppliers
account reconciliations were being produced by senior personnel within the accounting
function. Consequently, these reconciliations are not being reviewed by senior personnel
other than those who have prepared the reconciliation.

Implication

The effectiveness of such reconciliations is reduced and control over the completeness and
accuracy of financial information is weakened. It also results in a reduction of the strength
of the general control environment within PROMEX.

Recommendation

Reconciliations should be performed by the staff within the accounting function on a
timely and consistent basis. These reconciliations should then be reviewed by senior
personne! and explanations sought for any reconciling items.

Management Comment

Since USAID/Praia is deeply involved in a serious closeout mode, the PACD for the EDS
project was June 30, 1996 and all USAID supported program/project activities have come
to an end, only monetary recommendations mentioned in your report will be followed up
with PROMEX. There will be no USAID presence in Cape Verde after July 31 to do the
necessary follow-up.

However the findings and recommendations of the KPMG report itself have been discussed

with PROMEX, and they have agreed to take into consideration and implement, as
appropriate, the findings and recommendations of the audit.
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7 Peat MarWi Ck PromexiUSAID

Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

Recording and Reporting Cycle: Non performance of key control account reconciliations

Observation

Key control accounts, such as local supplier accounts are not being reconciled on a timely
and consistent basis.

Implication

Problems have arisen on these accounts, which have a direct impact on the period end FAS
and the accuracy of the accounting records of PROMEX. The reconciliation and review of
control accounts is a powerful accounting control if performed correctly, on a timely and
consistent basis. By reconciling these accounts regularly you will enhance the efficiency
with which you produce the financial statements and the FAS.

Recommendation

Control accounts should be reconciled on a timely and consistent basis and should be
reviewed by senior personnel. This will ensure that they are being produced correctly, on
time and that reconciling items are being followed up satisfactorily. It will also ensure that
the financial statements and FAS are more efficient and easy to produce therefore reducing
the work load at the period end.

Management Comment

Since USAID/Praia is deeply involved in a serious closeout mode, the PACD for the EDS
project was June 30, 1996 and all USAID supported program/project activities have come
to an end, only monetary recommendations mentioned in your report will be followed up
with PROMEX. There will be no USAID presence in Cape Verde after July 31 to do the
necessary follow-up.

However the findings and recommendations of the KPMG report itself have been discussed

with PROMEX, and they have agreed to take into consideration and implement, as
appropriate, the findings and recommendations of the audit.
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3.2.5

Peat MarWiCk Promex/USAID

Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

Recording and reporting cycle: Lack of control over vehicle usage

Observation

The vehicle usage control log is not being completed when PROMEX vehicles are being
used.

Implication

The vehicles could be used for non Promex business and the fuel utilised for purposes
outside the scope of the agreement.

Recommendation

The log book should be filled in when the vehicles are used. The reason for the joumey,
the destination and the total distance in kilometres should be noted. This will control the
usage of the vehicles and help to ensure they are only used on official business. It will also
provide a record of the usage of fuel which may be necessary information when the
refund of duty from GOCYV is claimed at the period end.

Mmzagement comments

Since USAID/Praia is deeply involved in a serious closeout mode, the PACD for the EDS
project was June 30, 1996 and all USAID supported program/project activities have come
to an end, only monetary recommendations mentioned in your report will be followed up
with PROMEX. There will be no USAID presence in Cape Verde after July 31 to do the
necessary follow-up.

However the findings and recommendations of the KPMG report itself have been discussed

with PROMEX, and they have agreed to take into consideration and implement, as
appropriate, the findings and recommendations of the audit.
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Promex/USAID
Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

Compliance with agreement terms and applicable laws

Independent auditor's report on compliance of PROMEX with applicable
laws and regulations

We have audited the Fund Accountability Statement representing the revenues and
expenditure of PROMEX under the Export Development Services (EDS) project (No: 655
- 0014)for the period April 1, 1994 through March 31, 1996 and have issued our report
thereon dated August 5, 1996.

We conducted our audit in accordance with generally accepted auditing standards and
United Srates Government Auditing Standards (1994 Revision) issued by the Comptroller
General of the United States except that we did not have an extemal quality control review
by an unaffiliated organisation as required by section 3.4.6 of the aforementioned
statements. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the Fund Accountability Statement is free of material
misstatement.

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

The results of our tests indicate that with respect to the items tested, PROMEX complied,
in all 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 PROMEX had not complied. in all material respects with those provisions.

The report is intended for the information of management and others within PROMEX

and the United States Agency for International Development. This restriction is not
intended to limit the distribution of this report, which is a matter of public record.

KPMG Peat Marwick
Chartered Accountants
Banjul, The Gambia

Date: August 5, 1996
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4.2

4.2.1

Peat M arWi Ck Promex/USAID

Cape Verde Audit Reports
April 1, 1994 through March 31, 1996

Findings

Laws and regulations: Operation of two bank accounts

Observation

PROMEX maintain more than one bank account. They have a working current account
but in addition to this they also have a training account which had a period end balance of
CVE 10,196. There has been one transaction on this account during the period.

Implication

The operation of more than one bank account is in direct contravention with PIL 2 and as
such is a reportable event for the purpose of this report.

Recommendation

The training account should be closed and the funds transferred to the main account.
Prior to this the account should be reconciled to a period end bank statement to ensure the
accuracy of the period end balance and the validity and completeness of the transactions
for the period.

Management Comment

Since USAID/Praiais deeply involved in a serious closeout mode, the PACD for the EDS
project was June 30, 1996 and all USAID supported program/project activities have come
to an end. only monetary recommendations mentioned in your report will be followed up
with PROMEX. There will be no USAID presence in Cape Verde after July 31 to do the
necessary follow-up.

However the findings and recommendations of the KPMG report itself have been

discussed with PROMEX, and they have agreed to take into consideration and implement,
as appropriate. the findings and recommendations of the audit.

22
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4.2.2

G Peat Marwick Promex/USAID

Cape Verde Audit Reports
April 1. 1994 through March 31, 1996

Laws and regulations: Payment of tax on fuel and telephone expenditure

Observation

PROMEX has incurred sales duty on fuel and telephone expenditure during the period.

Implication

This is in contravention to the initial grant agreement between USAID and the government
of Cape Verde and as such is a reportable event.

Recommendation

The Government of Cape Verde should refund the duty incurred by PROMEX to USAID

Management Comment
Tax on fuel

Section D4, Annex II of the Project Agreement, combined with section 51 of the Project
Implementation Letter number 2 specifically states: “Any assistance provided under the
agreement will be free from any taxation or fees imposed under the laws in effect in the
Grantee's territory”. Therefore PROMEX should be required to reimburse USAID the
amount of ta paid on fuel during the above mentioned period. USAID/Cape Verde has
estimated the total amount of excise tax reimbursement to be $1,376.50 and, as such, that
amount has been deducted from PROMEX’s reimbursement voucher prepared June 26,
1996. A copy of the proposed voucher will be made available to you as soon as we
receive it from REDSO/WCA/WAAC Abidjan.

Tax on telephone costs

This issue was also raised in the first audit covering the period 09/01/1990 through
01/31/94. USAID/Cape Verde clarified that the Cape Verde Telecom company does not
charge tax to its customers; the phone bill only includes charges for calls made and

telephone rent. Therefore, we suggest that RIG/Dakar exclude this item as a
recommendation in the final audit report.

Auditors Comment

We maintain our findings. The Cape Verde Telecom Company bills clearly show evidence
of taxation being paid.
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July 1%, 1996

LS AGENCY FOR
INTERNATIONAL
DEVELOPMENT

TO: Walter E. Shepherd
Acting RIG/A/Dakar

FROM: Ra/AFR, James R. Washington

SUBJECT: Audit of USAID's Grant to e Government of Cape Verde
Under the Export Develcpment Services Project (655-
0014), for the Pericd April 1, 1994 to March 31, 1938

First of all, we want to thank vou for the opportunity to comment
on subject draft report. We have reviewed the contente of the
draft audit report on the Center Ior Investment and Export
Promotion (PROMEX) under the Export development Services Project.
Our comments below are intended te address only the findings and
recommendations mentioned in your memorandum dated June 19, 1996.

This comstitutes the second and final accounting, financial, and
administrative audit of PROMEX, covexring the period April 1,
1994 to; March 31, 1996. According the audit report, PROMEX

received $568, 698 of USAID funding during the subject three (3]
vear period of which $532,797 were audited.

Recommendation No. 1.

Resolve the guestioned and unsupported costs of 5142, 644 (CVE
11,191,849) and recover those costs determined to be
unallowable or unsupported.

Comments:

After discussing the contents of the draft audit with the
implementing organization, PROMEX, USAID/Cape Verde has made the
following determinations as to the $142,644 costs above:

(a2} To try to accelerate the auditing process, we sent
a fax to KPMG Peat Marwick requesting that they
recompute the amount of ungupported costs referred to
on page 11 the (Fund Accountability Statement) which
states these costs as CVE 5,018,134 {563,958), but
gquantified on page 10 aes CVE 11,255,279 in their
report. KPMG's response wag Lhat Lthe amcunt of the
questionsed costs is currently agreed upon asz CVE
5,018,134 (4$63,5958).

{b} Since the audit report does not spell ocut exactly what

320 Twernw-FlrsT S1reer, N.W,, Waskinerton, D.C. 20523
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the are the questioned amount,Promex has insufficient
informaticon to identify the items precisely. In the
meantime, however, Promex is searching for the necessary
documents and will make them available as they are
located.

Recommendation No.2.

Ensure that the amcunt of taxes paid on fuel and telephone costs
from April 1, 1934 to March 31,1996 is quantified and refunded
te the project.

Comments:

Tax on fuel: Section D.4, Annex IT of the Project Agreement,
conbined with Section 51 of the Project Implementation
Letter Ko, 2 specifically states: "Any assistance
provided urder the agreement will be free from any
taxation or fees imposed under the laws in effect n the
Grantee's territory.® Therefore, PROMEX should be
required to reimburse USAID the amount of tax paid on fuel
during the above mentioned period. USAID/Cape Verde has
estimated the total amount of excise tax

reimbursement to be $1,376.50 and, as such, that amcunt has
been deducted from PROMEX's reimbursement voucher prepared June
26, 1886. A copy of the processed voucher will be made
available to you as socon as we receive it [From REDSO/WCA/WARC,
Abidijan.

Tax on telephone costs: not sustained.

This issue was alsoc raised during the first audit covering the
period 09/01/1990 through 03/31/94. USAID/Cape Verde clarified
that the Cape Verde Telecom company dces not charge tax to its
customers; the phcone bill only includes charges for calls made
and telephone rent. Therefore, we suggest that RIG/Dakar
exclude this item as a recommendation in the final audit
report.

KPMG*g Audit Findings and Recommendations.

(&)} since the USAID/Praia im deeply involved in a serious
closecut mode, the PACD for the EDS Project was June 30, 1895 and
all TUSAID supported program/project activities have come to an
end, only the monetary recommendations mentioned in the your
report will be followed-up with PROMEX.There will be no USAID
presence in Cape verde after July 31 to do the necessary follow-
up,

However, the findings and recommendations of the KPMG report
itself have been dimcussed with PROMEX,and they have agreed to
take inte consideration and iaplement ,as appropriate, the
findings and recommendations of the audit.
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In light of the actiong identified, including the resclution of
recommendations number 1, we are hopeful that all recommendations
cam be congidered resolved and close prior to the release of the
final audit report.

Please feel free to contact us should you have any further
guestions or need any clarification regarding ocur commernts.

TOTAL P.B<
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