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This memorandum transmits the subject report prepared by Agency-Contracted auditor, 
PricewaterhouseCoopers (Nairobi, Kenya) 

The audit was performed in accordance with the U.S. Comptroller General's Government 
Auditing Standards. The audit had scope limitations that PricewaterhouseCoopers does not 
have continuing professional education and external quality control review programs that fully 
satisfy the requirements set forth in U.S. Government Auditing Standards. 

The Investment Partnership Agreement (REIP) program provided $19,332,634 in grant funds to the 
Government of the State of Eritrea (GSE) over an eight year period with the objective of Increased 
Income of Enterprises through the Commercial Bank of Eritrea's (CBER) Enterprise Investment 
Fund (EIF) Lending and small and Medium Enterprise Loan program managed by the Rural 
Enterprise Unit. On October 1, 2005, USAID terminated funding and support for the REIP, 
including REU's Program and Operations and the Enterprise Investment Fund (EIF). Although 
USAID funding was terminated on October 1, 2005, the audited period was from January 1, 2004 
to December 31, 2005 as per the requirements of the Statement of Work. The audit covered 
$1,270, 103 in expenditures of USAID funds. 

In accordance with the requirements of USAID's Automated Directives System (ADS) 591 .3.3.2 
(revised 2004) PricewaterhouseCoopers (Nairobi, Kenya) was contracted to perform a close-out 
audit of the program. The specific objectives of the review included: 

• Expressing an opinion on whether the fund accountability statement for the USAID-funded 
programs presents fairly, in all material respects, revenues received, costs incurred, and 
commodities and technical assistance directly procured by USAID for the period audited in 
conformity with the terms of the agreements and generally accepted accounting principles or 
other comprehensive basis of accounting (including the cash receipts and disbursements 
basis and modifications of the cash basis). 

• Evaluating and obtaining a sufficient understanding of the recipient's internal controls related 
to the USAID-funded programs, assess control risk, and identify reportable conditions, 
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including material internal control weaknesses. This evaluation must include the internal 
controls related to required cost-sharing contributions. 

• Performing tests to determine whether the recipient complied, in all material respects, with 
agreement terms (including cost sharing, if applicable) and applicable laws and regulations 
related to USAID-funded programs. All material instances of non-compliance and all illegal 
acts that have occurred or are likely to have occurred must be identified. Such tests must 
include the compliance requirements related to required cost-sharing contributions, if 
applicable. 

• Determining if the recipient has taken adequate corrective action on prior audit report 
recommendations, if any. 

The auditors rendered a qualified opinion on the Fund Accountability Statement. The audit 
disclosed the following: 

• Total questioned costs of $286,439 ($177,517 ineligible due to costs that are unallowable by 
the agreement, cost principles and are in excess of the program's budget; and $108,922 
unsupported due to costs not being adequately supported as required by the cost 
principles). 

• Fourteen internal control weaknesses, eight of which were considered material: 

1) The Board of Advisors did not hold meetings once every six months as required by REIP 
Operational Manual. 

2) Incurred costs not adequately supported. 
3) Failure to maintain a vehicle log book form for project vehicles. 
4) Payment vouchers and other supporting documentation are not stamped "PAID" after 

payment was processed. 
5) Ineligible costs - International personal costs. 
6) Disbursements in excess of budget. 

The following weaknesses were considered material: 

7) Employees' register is not adequately maintained. 
8) Inadequate monitoring of loans: 

a) Non-compliance with requirements for the submissions of financial statements. 
b) Failure to maintain frequent contact with borrowers. 

9) No quarterly reports prepared to the Advisory Board in 2004 and 2005. 
10) No collateral was obtained for loans over Nakfa 50,000 (US$3,333}. 
11) Non-renewal of insurance policies on collateral. 
12) Collateral was not timely valuated. 
13) Misclassification of loans. 
14) Securities were not supported by title documents. 

• One instance of material noncompliance related to lack of a timely audit of fiscal year 2004. 

Therefore, we are making the following recommendations: 

Recommendation No. 1: We recommend that USAID/East Africa determine the 
allowability of $177,517 in questioned ineligible costs and $108,922 in questioned 
unsupported costs detailed on page 14 of PricewaterhouseCoopers' audit report, and 
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recover from the Commercial Bank of Eritrea and Rural Enterprise Unit any amount 
determined to be unallowable. 

Recommendation No. 2: We recommend that USAID/East Africa ensure that the recipient 
corrects the fourteen reportable internal control weaknesses detailed on pages 22 - 42 of 
the PricewaterhouseCoopers report. 

Recommendation No. 3: We recommend that USAID/East Africa ensure that the recipient 
corrects the one instance of material noncompliance detailed on page 45 of the 
PricewaterhouseCoopers report. 

In accordance with USAID's Automated Directives System (ADS) 595.3.1.1.a and 595.3.1.5.a, 
an audit recommendation without management decision may be elevated three months after 
issuance. Contract, Grant, or Agreement Officers make management decisions on questioned 
costs and procedural audit recommendations resulting from Office of Inspector General (OIG) 
desk reviews of financial audits of contractors and grantees. Mission Directors make 
management decisions for audit recommendations pertaining to Strategic Objective Grant 
Agreements that he/she signs. Please have the responsible official provide RIG/Pretoria with 
written notice within 30 days on any information related to actions planned or taken to 
implement the recommendations in this report. 
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1 Introduction 

1.1 Background 
On September 30, 1997, the U.S. Agency for International Development (USAID), mission to 
Eritrea approved the Investment Partnership Agreement (REIP) between the United States of 
America and the Government of the State of Eritrea (GSE) for the objective of Increased Income 
of Enterprises, USAIO Project No. 661-0009. This program provides $19,332,634 in grant funds 
to the Government of the State of Eritrea (GSE) over an eight year period for Commercial Bank 
of Eritrea (CBER) Enterprise Investment (EIF) Lending and small and Medium Enterprise Loan 
program and for CBER operations ($9,500,000): for the Rural Enterprise Unit's (REU) Program 
and Operations ($1,649,000): and for additional activities outside of the loan program managed 
by CBER and REU, which were outside the purview of this audit ($8, 183,634). For the purpose 
of providing technical services and business training to eligible enterprises, the GSE with 
USAID/Eritrea assistance established the REU. 

The bilateral agreement was amended in 2002 (with Amendment No. 6) to reflect the following 
changes: 

(a) The two line items concerning the Enterprise Investment Fund ("Enterprise Investment 
Fund" and Investment Fund Operations") have been combined into "CBER Lending and 
Operations". 
(b) The two line items concerning the Rural Enterprise Unit ("AEU Managemenr and 
"Enterprise Assistance") have been combined into "REU Program and Operations". 

The Government of the State of Eritrea formed the Rural Enterprise Unit (REU) to inplement, 
alongside CBER, the Investment Partnership Agreement (REIP). The REU in a not-for-profit 
organisation that is independent of the Commercial Bank of Eritrea and provides technical 
assistance in business development to beneficiaries under Programme, provides an initial 
evaluation of potential loan recipients and carries out monitoring and evaluation of loan 
recipients. The Commercial Bank of Eritrea is a profit making commercial bank that is wholly 
owned by the Government of the State of Eritrea. CBER disburses funds to customers 
(loanees) upon recommendation by the REU and satisfaction of its normal credit appraisal 
process (EIF). 

USAID/Eritrea issued Project Implementation Letter (PIL) Number 20 informing that, as of 
October 1, 2005, USAID tenninated funding and support for the REIP, includi11g REU's Program 
and Operations and the Enterprise Investment Fund (EIF). Although USAID funding was 
terminated on October 1, 2005, the audited period was up to December 31, 2005 as per the 
requirements of the Statement of Work. Authority to utilize any excess project funds and non· 
expendable property to continue the program was granted to the recipient by USAID/Eestern 
and Central Africa (ECA) in April, 2006. 

1.2 Overall roles and responslbllltles of CBER 

Overall, the CBER was the primary host country's Implementing agency and directly 
implemented the following activities: 

• Upgrade and expand banking services in the target region to assisted enterprises. 

Pt1cewater1louseCoopers Agency-contracted clc:Jee.out audit of USAID 
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• The Enterprise Investment Fund (EIF). Notwithstanding a prevalence of excess liquidity 
in the current accounts among instiMions of the financial sector, the availability of 
capital, investment and working, was a key constraint in rural areas. 

In addition, affiliated with the CBER, the REU functions ii the areas of monitoring, reporting and 
evaluation and fnancial management of the office. The technical staff of REU included 
personnel to develop and analyze business plans and to identify needs for training and 
technology transfer in enterprises seeking assistance. Funds for the operation of the REU, for 
technical assistance and for enterprise assistance were advanced by CBER in 90-day tranches 
agUlst approved work plans and budgets and were liquidated in 30 day intervals according to 
procedures described in an implementation letter. The funds were disbursed under a 
disbursement contract with ACDINOCA (Agricultural Cooperative Development International 
and Volunteers in Overseas Cooperative Assistance) for a negotiated cost of $239.52nransfer, 
generally charged once a month for transfer instructions directed and authorized by the CTO 
(Cognizant Technical Officer) and/or the Mission Director. 

This unit operated as an autonomous entity according to CBER's management, procurement 
and financial procedures and reported to the Board of Advisors for this investment partnership. 
The CBER had temporary supervisory responsibility over the REU. USAID/Eritrea monitored 
the performance of the REU through regular progress reports and site visits. 

The overall REIP program budget was as follows: 

Budget Element 
CBER Lending and Operations 
REU Program and Operations 
ACDINOCA Technical Assistance 
Rural Infrastructure/Trade & Investment 
Program Modifier* 
Monitoring, Evaluation, Audit 
Project Management 
Total 

Amount (USS) 
4,465,000 
1,649,000 

949,000 
4,593,000 
6,735,000 

330,000 
611.634 

1p;mpt 

Based on the Statement of W011t, our audit was to cover only the USAID resources managed by 
CBER and REU under the following budget lines. 

Budget Element Amount (USS) 
CBER Lending and Operations 4,465,000 
REU Program and Operations 1,649,000 
Program Modifier- 5,035,000 
Total 1u9,oop 

• The Program Modifier budget was partly implemented by CBER and partly by separate 
agreements as shown below. 

The following budget elements were subject to separate agreements with USAID implemented 
by entities other than CBER and REU, and were therefore excluded from the audit of USAID 
Resources managed by CBER and REU. 

Budget Element 
ACDINOCA Technical Assistance 
Rural Infrastructure/Trade & Investment 
Program Modifier** 

Prk:ewaterhouseCoopers AgencynCOlltracted cloffnout audit of USAID 
resources managed by the CBER and REU 

Amount (USS) 
949,000 

4,593,000 
1,700,000 
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Monitoring, Evaluation, Audit 
Project Management 
Total 

330,000 
611.634 

1,1p134 
** Program Modifier budget not implemented by CBER. 

1.3 Diagrammatic representation of the flow of funds and reporting 
Key: •••9• Flow of fund• Flow of report• 

REU 

USAID·ERITREA 

• Oversight & management of Critical Rural 
Infrastructure support. 

• Oversight and coordination of Trade and 
Investments facilitation funds, and PL-480 
Title II and Title Ill activities. 

• Provision of funds for the REIP program. 
• Monitoring & evaluation to track program's 

performance in meeting targets and obtaining 
results. 

• Authorisation of overdratt tacillt\es to REU 
through the CBER. ACDINOCA 

• Facilitation of the transfer of 
funds from USAIO to CBER 
andREU. 

• Provision of technical 
assistance In business 
development. 

CBER 

• Initial evaluation of potential 
loanees and provision Of llst of 
recommendations to CBEA for 
further evaluation. 

• Monitoring and evaluatton of 
customers (loanees) - sample 
tested biannually and reported 
to USAID. 

Direct support 
recipients 

• Availing all required lnfonnalion 
to facilitate monitoring and 
evaluation of the projects. 

• Upgrade and expansion of banking services. 
• Establishment of the BF. 
• Disbursement of funds to the REU upon 

request from the USAID for advancement of 
overdraft facilities. 

• Disbursement of funds to customers 
(loanees) upon satisfactory results of normal 
credit appraisal process (Elf). 

• Regular reporting lo USAID on amount of 
loans disbursed & reimbursable from USAID. 

• Ad hoc financlel reporting to USAID 

' Customers (Loanees) 
Ageney-c:cntract9d c!OM-Out a\dt o 
resources managed by the CBER 

• Seivlcing of ban loan. 
• Availing all required information 

to facilitate monitoring and 
evaluation of Iha projects. 



Comments on Flow of Funds and Reporting 

ACDWQCA 

Funds 

The original agreement outlined the involvement of ACDWOCA in the program in the 
following two areas: 

1. Assist the CBER in upgrading its banking services to international standards and 
expanding financial services to enterprises in target areas. 

2. Assist the CBER in establishing and managing an Enterprise Investment Fund. 

We clarified with USAID/Eritrea that the only practical role that ACDINOCA had served in the 
program was to facilitate the transfer of funds in hard currencies from USAID to the CBER at 
a fee. 

Commerclal Bank of Erl1re! fCBER> 

Funds 

The bank utilized its own funds to provide loans to customers who satisfied its loans 
committee after undergoing a credit appraisal process. During the life of the program, the 
bank provided funds under two schemes: the Enterprise Investment Fund (EIF) and Eritrean 
Reconstruction Credit Scheme (ERCS). Following disbursement of the loans, it prepared 
batch reports of loans granted which were submitted to USAID/Eritrea together with a letter 
requesting reimbursement of the amounts advanced. Based on these requests, 
USAID/Eritrea would instruct ACDINOCA to reimburse the amounts directly to CBER. 

CBER availed an overdraft facility (through account number NTR 7720) to the Rural 
Enterprise Unit based on quarterly negotiations with USAID/Eritrea. This overdraft account 
was serviced directly by ACDINOCA upon instructions from USAID/Eritrea. 

Reporting 

Reporting by CBER to USAID/Eritrea was not on a scheduled basis. However, 
USAID/Eritrea would request for updates and the last such update was requested for the 
financial year ended December 31, 2003. 

Rural Enterprlte Unit fREU) 

Funds 

REU used to pay for its operations using funds drawn from the overdraft account number 
NTR 7720. The overdraft facility was made available by CBER as explained under the 
CBER section above. 

PricewaterhouseCoopers A~tracted close-out audit of USAID 
resources managed by the CBER and REU 
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Reporting 

REU sent quarterly and annual performance reports to USAID/Eritrea, quarterly budget 
forecasts (for approval and onward negotiation of quarterly overdraft facilities), and monthly 
financial reports (which formed the basis for servicing of the overdraft facilities by 
ACDINOCA). 

LotD!!! 

Funds 

Following credit appraisal and loan approvals, loan contracts were drawn between CBER 
and the loanees. Funds were then advanced to the customers by way of cash, transfers to 
respective accounts or direct payments to suppliers (for instance, where the loanee was 
purchasing machinery). 

Loanees were expected to begin servicing their loan accounts once the agreed grace period 
elapsed. The repayment rates/terms were specified in each contract. 

Reporting 

The loanees were required to avail operational information to enable the REU carry out 
performance evaluations. Performance evaluations were carried out through field visits, 
which were arranged twice a year. Visiting schedules for the REU were determined through 
stratified sampling to ensure fair representation of all regions and economic sectors. 

Direct Aa!lftance Rtclpltnt• 

Under the direct support program, REU directly provided grants, with the approval of 
USAID/Eritrea, to deserving businesses. Amounts granted were not repayable. During 2004 
and 2005, AEU provided direct assistance amounting to USO 3,555 and USO 3,273, 
respectively. 

USAID/Erltrea 

Fund• 

The involvement of USAID/Eritrea in the management of funds was mainly through approval 
of reimbursements. USAID/Eritrea sent monthly fund requests to ACDINOCA based on 
monthly financiaVaccounting reports received from the Rural Enterprise Unit (REU). Based 
on these requests, ACDINOCA credited overdraft account number NTR n20 operated by 
REU in effect servicing the overdraft facility, which was negotiated on a quarterly basis. 

USAID/Eritrea also approved reimbursement, by ACDINOCA, of funds advanced to loanees 
by the CBER. 

Reporting 

In carrying out the monitoring and evaluation of program performance against targets, 
USAID/Eritrea received various reports. These included quarterly budget requests (which 
formed the basis of negotiating overdraft facilities for the REU), monthly financial reports 

PrlcewatefhouaeCoopens Agency·contracted ~audit of USAID 
resources managed by 1he CBER and REU 
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(which formed the basis for servicing the overdraft facility as described above), quarterly and 
annual performance reports submitted by the Rural Enterprise Unit. 

USAID/Eritrea would also request for reports from CBER on an ad hoc basis. 

1.4 Audit objectives, scope and methodology 
1.4.1 Audit objectlvee 

PricewaterhouseCoopers was contracted to conduct a close-out audit of the USAID 
Resources Managed by the Commercial Bank of Eritrea (CBER) and the Rural Enterprise Unit 
under the Investment Partnership Agreement, USAID Project No. 661-0009 for the period 
January 1, 2004 to December 31, 2005. The financial audit was to be conducted in 
accordance with U.S. Government Auditing Standards and the USAID "Guidelines for 
Financial Audits Contracted by Foreign Recipients (Guidelines)." 

A financial audit of the funds provided by USAID must be performed in accordance with U.S. 
Government Auditing Standards and accordingly include such tests of the accounting records 
as deemed necessary under the circumstances. The specific objectives of the audit of the 
USAID funds are to: 

• Express an opinion on whether the fund accountability statement for the USAID-funded 
programs presents fairly, in all material respects, revenues received, costs incurred, and 
commodities and technical assistance directly procured by USAID for the period audited in 
conformity with the terms of the agreements and generaly accepted accounting principles 
or other comprehensive basis of accounting (including the cash receipts and disblXS801ents 
basis and modifications of the cash basis). 

• Evaluate and obtain a sufficient understanding of the recipienrs internal controls related to 
the USAID-funded programs, assess control risk, and identify reportable conditions, 
including material internal control weaknesses. This evaluation must include the intemal 
controls related to required cost-sharing contributions. 

• Perform tests to determine whether the recipient complied, In all material respects, with 
agreement terms (including cost sharing, if applicable) and applicable laws and regulations 
related to USAID-funded programs. All material instances of non-compliance and all illegal 
acts that have occurred or are likely to have occurred must be identified. Such tests must 
include the compliance requirements related to required cost-sharing contributions, if 
applicable. 

• Perform an audit of the indirect cost rate(s) if the recipient has been authorized to charge 
indirect costs to USAID using provisional rates and USAID has not yet negotiated final rates 
with the recipient. [ff the recipient does not have a USAID authorized indirect cost rate, this 
fact must be disclosed in the report.] 

• Determine if the recipient has taken adequate corrective action on prior audit report 
recommendations. 

The audit was undertaken in accordance with US Government Auditing Standards and the 
"Guidelines for Financial Audits contracted by Foreign Recipient$' (June 2003 Revision). 

Agency-oonlnlcted close-out audit of USAID 
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1.4.2 Audit 1cope 

Our audit covered USAID funds managed by the Commercial Bank of Eritrea (CBER) and 
the Rural Enterprise Unit (REU) under the Rural Enterprise Investment Partnership 
Agreement and its Implementation Letters covering the period from January 1, 2004 to 
December 31, 2005 and consisted of the following: 

1 Assessing and documenting internal control for both the implementing agencies (CBER 
and REU). 

2 Examination and testing of supporting documentation for expenses incurred by REU. 

3 As part of the audit of the Fund Accountability Statement and review of compliance, 
we performed a credit review/review of loans portfolio balance, system of advancing 
and recovery of loans. This included examination and testing of supporting 
documentation for loans disbursed by CBER under the EIF in 2004 and 2005 and 
review of loan balances for both the EIF and ERCS loan schemes. 

4 A review of CBER and REU transactions under the program for compliance with the 
REIP Agreement (and subsequent amendments), implementation letters and US 
laws and regulations and the relevant circulars. 

5 Confirmation of income balances transferred to REU and CBER under the program. 

6 A review of the status of implementation of prior year audit report recommendations. 

7 A review of unliquidated advances to CBER and REU and pending reimbursements 
byUSAID. 

8 Preparation of a detailed listing of final inventories of non-expendable property 
acquired under the Agreement (see Appendix V). 

9 Carrying out consultations with USAID/Eastem and Central Africa to determine the 
treatment of Programme's assets including loan principals and interest. 

Other procedures perf·ormed were: 

10 Obtaining written confirmation of amounts transferred to Mibrak Kahsay (Integrated 
Farming Project, Allgider, Tesenei) and Small Scale Garment Manufacturing 
Enterprise (Asmara) through direct assistance from the Rural Enterprise Unit. 

In carrying out our audit we did not comply with U.S. Government Auditing Standards as 
explained below: 

We do not have a continuing education program that fully satisfies the requirements set forth 
in Chapter 3, paragraph 3.45 of U.S. Government Auditing Standards. However, we believe 
that the effect of this departure is not material as the firm requires every member of staff to 
have a minimum 40 hours of CPE while the professional bodies require a minimum of 37 
hours of CPE. 

Pr1cewaterhouseCoopers Agenoy-conl13cted close-out audit of USAID 
resources managed by the CBER and REU 
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We do not have an external quality control review by an unaffiliated audit organization as 
required by Chapter 3, paragraph 3.52 of the U.S. Government Auditing Standards since no 
such program is currently offered by professional organizations in Kenya. We believe that 
the effect of this departure from U.S. Government Auditing Standards is not material 
because we participate in the PricewaterhouseCoopers worldwide internal quality control 
review, which requires our office to be subjected to an extensive quality control review by 
partners and managers from other offices every eighteen months. 

Agency-all ncted cloa&-out audit or USAID 
l1l80C.l'C9S managed by the CBER and REU 
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1.4.3 Audit methodology 

The review was perfonned using the PricewaterhouseCoopers audit approach. Work was 
carried out in the following distinct stages: 

1. Initial survey, which included famillarlsatlon with program conditions by reviewing the 
REIP Agreement (and seven amendments) and the implementation letters, carrying out 
an initial assessment of REU and CBER books and records, and identifying areas of audit 
risk. 

2. Discussion with REU and CBER senior management to gain an understanding of the 
management of the program. 

3. Preparation and approval of a detailed work plan. 

4. Carrying out tests of control, tests of compliance and detailed audit tests. 

5. Issuance of a draft report to USAID RIG Pretoria, USAID/REDSO/ECA, CSER and REU. 

1.5 Summary of the audit results 
1.5.1 Fund accountablllty atatement 

Our audit of revenues and expenditure covered the following: 

During the period, CBER received US$ 749,443 and disbursed US$ 1,001,291 under 
the EIF loan scheme. We reviewed 100% of the amounts received and 50% of the 
amounts disbursed. We questioned the following amount: 

Amount 
USS 
176,980 

Section 
Reference 

3.3.7 

2 Of the total loan balances outstanding as at December 31, 2004 of US$ 5,419,849 

under both the EIF and ERCS schemes, we sampled US$ 3,790,782 for detailed 
testing achieving coverage of 70%. 

3 Of the total loan balances outstanding as at December 31, 2005 of US$ 4,448,264 

under both the EIF and ERCS schemes, we sampled USS 3, 183,631 for detailed 

testing achieving coverage of 72%. 

4 We reviewed 100% of the income received by REU during the period. REU had 

income of USS 290,446. 

5 Expenditure Incurred by the REU from the grant amounted to US$ 268,812. We 

sampled US$ 246, 173 representing 92% of the total expenditure of USS 268,812. 

We questioned the following expenditure: 

Agency-contracted clos&-out aoott of USAID 
reeourcea managed by the CBEA and RBJ 

9 



Amount Section 
US$ Reference 

699 3.3.2 
108 223 3.3.3 

537 1 3.3.5 
109,459 

6 As part of the technical assistance in 2005, USAID/Eritrea made a project donation 

and transfer title for 6 Pentium Ill computers and 6 monitors valued at US$ 10,610 to 

REU to support the USAID funded REIP Programme. We reviewed the related 

correspondence. 

1.5.2 Internal control structure 

With regard to REU, overall, the internal controls are satisfactory. We, however, noted five 
internal control areas for improvement (Sections 3.3.2, 3.3.3, 3.3.4, 3.3.5 and 3.3.6). 

For CBER, internal controls operating at the disbursement stage are satisfactory but the 
systems for managing collateral risk, monitoring, follow-up and recoverability of loans still 
need improvement. We have detailed our findings in Section 3.3 of this report. 

1.5.3 Compliance with the Grant Agreement terms and appllcable law• and regulations 

Compliance with the Grant Agreement terms and laws and regulations was satisfactory. We 
have noted one matter on the timeliness of the 2004 audit (item 4.2.1 ). 

1.5.4 Coat sharing contribution 

The cost sharing contribution requirement of US $ 3,881,000 over the life of the project has 
been fuHilled. 

1.5.5 Indirect coat rate 

REU and CBER are not subject to USAID indirect cost rules under the REIP agreement. 

1.5.8 Status of prior audH recommendations 

Rural Enterprise Unit - Most of the prior audit recommendations were implemented. 

Commercial Bank of Eritrea - The prior audit recommendations were partially implemented. 

1.5. 7 General purpoae flnanclal statements 

This was not a requirement of this audit as per clarifications sought during the contracting 
stage of USAID/PricewaterhouseCoopers audit contract. 

Agencyo(;()lllracted close-ext audit of USAID 
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1.6 Summary of management comments 
Internal Conlral Recommendations 

Findings accepted and necessary action will be taken. 

Compllance wtth the Grant Agreement terms and appHcable lawe and regulatlone 

Findings accepted and necessary action will be taken in future programmes. 

PrlcewalelhouseCoopers Agenoy«1111raatad closa-o\4 audit of USAID 
reeo.in:es managed by the CSER and REU 
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2 Independent Auditor's Report 

The Rural Enterprise Investment Partnership (REIP) Board of Advisors 

C/O Commercial Bank of Eritrea 
P. 0. Box 219 Asmara- Eritrea 

1 We have audited the Fund Accountability Statement of the USAID resources managed 
by CBER and REU for the period from January 1, 2004 to December 31, 2005. The 
Fund Accountability Statement is the responsibility of CBER/AEU management. Our 
responsibility is to express an opinion on the Fund Accountability Statement based on 
our audit. 

2 Except as discussed in the following paragraphs, we conducted our audit of the fund 
accountability statement in accordance with U.S. Government Auditing Standards issued 
by the Comptroller General of the United States. 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 management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a reasonable basis 
for our opinion. 

3 We do not have a continuing education program that fully satisfies the requirements set 
forth in Chapter 3, paragraph 3.45 of U.S. Government Auditing Standards. However, 
we believe that the effect of this departure is not material as the firm requires every 
member of staff to have a minimum 40 hours of CPE while the professional bodies 
require a minimum of 37 hours of CPE. 

4 We do not have an external quality control review by an unaffiliated audit organization as 
required by Chapter 3, paragraph 3.52 of the U.S. Government Auditing Standards since 
no such program is currently offered by professional organizations in Kenya. We believe 
that the effects of this departure from U.S. Government Auditing Standards is not 
material because we participate in the PricewaterhouseCoopers worldwide internal 
quality control review, which requires our office to be subjected to an extensive quality 
control review by partners and managers from other offices every eighteen months. 

5 The results of our tests disclosed the following material questioned costs as detailed in 
the Fund Accountability Statement: (1) US$ 176,980 in costs that are explicitly 
questioned because they are in excess of the budget and therefore ineligible; (2) US$ 
108,922 in costs that are not supported with adequate documentation; and (3) US$ 537 
in costs that are of a personal nature and therefore not eligible. 

6 In our opinion, except for the effects of the questioned costs discussed in the preceding 
paragraph, the Fund Accountability Statement referred to above presents fairly, in all 
material respects, program revenues, costs incurred and reimbursed, and commodities 
and technical assistance directly procured by USAID 2 for the years then ended in 
accordance with the terms of the agreements and in conformity with the basis of 
accounting described in Note 2.2.2. 
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7 In accordance with U.S. Government Auditing Standards, we have also issued our report 
dated August 30, 2006, on our consideration of CBER and REU internal controls over 
financial reporting and our tests of its compliance with certain provisions of laws and 
regulations. Those reports are an integral part of an audit performed in accordance with 
U.S. Government Auditing Standards and should be read in conjunction with this 
Independent Auditor's Report in considering the results of our audit. 

8 This report Is intended for the information of CBER/REU and USAID. However, upon 
release by USAID, this report is a matter of publlc record and Its distribution is not limited. 

~~..:io..L--~CafR ,t 
Certified Public Accountants 
Nairobi 

Auaust 3Q. 2006 
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Agency-contracted close-out audit of the USAID resoun:es managed by REU and CSER 

Project Number 661-<J009 

Fund Accountablllty Statement 

For the period January f, 2004 to December 31, 2006 

2.1 Fund accountablllty statement 
FOR THE PERIOD JANUARY 1, 2004 TO DECEMBER 31, 2005 

Overall ActualCom Oueetloned Coats 
Program 2004to2005 
Budget• 

USO USO lnellglble UMUPported 
Revenue: 
USAID Grant 11,588,347 1,035,198 - -
Total Revenue 11,588,347 1,035,198 - . 
Coete lnC1.1rnd: 
CBER Lending and 

I 
Operations(See 
Aooendlx ll 4,904,347 1,001,291 176,980 . 
AEU Program and 
Operations (See 
Appendi>C II) 1,649,000 268.812 537 108,922 
Program Modifier 
(See Aocendix Ill) 5,035 000 . - . 
Total Coate Incurred 11,588,347 1,270,103 1n,s11 108,922 

Oubtandlng Fund 
Balance . (234,905) - . 
ln·klnd donation by USAID 
REU - Computers 
(2005} 10,610 
TotalUSAID 
Donation 10.610 

No tee 

2.2.7 

2.2.7 

2.2.5 

2.2.6 

• This is the budget for the life of the program. Actual costs for the period up to December 31, 2003 
were audited in the previous audit. A detailed analysis of budget versus actual costs is In Appendix 
Ill. 

The Fund Accountability Statement on pages 14 to 16 was approved for Issue by the Program 
management on An ,u1.! tit, 2006 and was signed on ltS behaH by: 

y~ .D. 
GENERAL MANAGER (CBER) AGER {REU) 

PrlcewaterhouseCoopers Agency-<:antracted audit al USAID l'880Urc8S 
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2.2 Notes to the fund accountability statement 
2.2.1 Currency tranelatlon 

Local currency transactions are translated into U.S. dollars at the official rate ruling on the date of the 
transaction. 

The Fund Accountability Statement is prepared using the official average monthly exchange rate. 
The fund balance as at December 31, 2005 has been translated at Nakia 15/USD 1.00. 

2.2.2 Baala of accounting 

The Program uses a cash basis of accounting. 

2.2.3 Grant fund• received 

It is the policy of the program to account for revenue as and when cash is received. 

2.2.4 Expenditure 

The costs incurred on program activities recorded herein represent actual costs. 

2.2.5 Outstanding fund balance 

The fund balance is represented by: 

0..Crtptlon Nakte US$ Eaulvalent 

Pettv caeh: 
"AEU Asmara Office 1,613 108 
"REU Zoba Anseba 1,516 101 
Bank balance: 
• REU Account Number NTR 7720 10582 705 
• AEU Account Number 8386 (dormant account} 240414 16028 
Pending relmbul'9M'lenta bv USAID: 
CBER Loan Batch Number 24 (3 382,725) (225 515) 
CBER Loan Batch Number 25 (394 995) (26,332) 
Fund balance {3,523,595) (234,805) 

•The outstanding bank balances of USO 705 (Account Number NTR 7720) and USO 16,028 
(Account Number 8386) were nol remitted to USAIO on closure of the program because the recipient 
was given authority by USAID/Eastem and Central Africa, in Aprll 2006, to utilize the cash for the 
originally intended program purposes only. 

PrtcewaterhouseCoopers Agency·contracted ~ auclH of USAID 
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2.2.6 Donated equipment under Technical Aal.tance 

In the year 2005, USAID/Eritrea made a project donation and transfer title for 6 Pentium Ill 
computers and 6 monitors valued at US$ 10,610 to REU to support the USAID funded REIP 
Programme. 

2.2.7 Queetloned coats 

USS 176,980 is questioned because it is in excess of the Program's budget and therefore ineligible (see 
item 3.3.7); US$ 108,922 is not supported with adequate documentation (see Items 3.3.2 and 3.3.3); 
and US$ 537 is ineligible because of the personal nature of the expense (see item 3.3.5). 

2.3 Findings and recommendations 
The Fund Accountability Statement prepared from records maintained by the Rural Enterprise Unit 
and the Commercial Bank of Eritrea is on page 14 of this report. 

2.3.1 Sample Selection Crtterla 

Rural Enterprl• Unit (REU) 

Total expenditure incurred by the AEU during the period amounted to US$ 268,812. We sampled 
US$ 246, 173, representing 92% of this expenditure. 

CommerclalBankofErltrea(CBER) 

The loan balances outstanding under both the EIF and ERCS schemes as at December 31, 2005 
amounted to USS 4,448,264. We sampled USS 3, 183,631 (720/o). We tested outstanding loan 
balances over US$13,000 and US$ 47,000 each under EIF and ERCS respectively. 

Of the total loans of USS 1,001,291 disbursed during the period under the EIF scheme, we sampled 
USS 418,457 achieving coverage of 420/o. 

2.3.2 Review reeults 

1. All receipts are properly supported. 

2. Our detailed testing of transactions revealed some questioned expenditure as indicated in the 
Fund Accountability Statement. 

PrlcewatemouseCoopers Agency~ed cloee-out audit of USAID 
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3 Independent Auditor's Report on Internal Controls 

The Rural Enterprise Investment Partnership (REIP) Board of Advisors 

C/O Commercial Bank of Eritrea 
P. 0. Box 219 Asmara· Eritrea 

1. We have audited the Fund Accountability Statement of the USAID resources managed by REU 
and CBER for the period from January 1, 2004 to December 31, 2005 and have issued our 
report on it dated August 30, 2006. We also reviewed the separate cost-sharing schedule. 

2. Except for not having a fully satisfactory continuing education program and not conducting an 
external quality control review by unaffiliated audit organization (as described in our report on the 
Fund Accountability Statement), we conducted our audit in accordance with US Government 
Auditing Standards Issued by the Comptroller General of the United States. 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. 

3. The management of REU and CBER is responsible for establishing and maintaining internal control. 
In fulfUling this responsibility, estimates and judgments by management are required to assess the 
expected benefits and related costs of internal control policies and procedures. The objectives of 
internal control are to provide management with reasonable, but not absolute assurance that the 
assets are safeguarded against loss from unauthorized use or disposition; transactions are 
executed in accordance with management's authorization and in accordance with the terms of the 
agreements; and transactions are recorded properly to permit the preparation of the Fund 
Accountability Statement in conformity with the basis of accounting described in Note 2.2.2 to the 
Fund Accountability Statement. Because of Inherent limitations in internal control, errors or fraud 
may nevertheless occur and not be detected. Also, proiection 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 the effectiveness of the design and operation of policies and procedures may 
deteriorate. 

4. In planning and performing our audit of the Fund Accountability Statement of REU and CBER for 
the period from January 1, 2004 to December 31, 2005, we obtained an understanding of 
intemal control. With respect to Internal control, we obtained en understanding of the design ot 
relevant policies and procedures and whether they have been placed In operation, and we 
assessed control risk in order to determine our auditing procedures for the purpose of 
expressing our opinion on the Fund Accountability Statement and not to provide an opinion on 
internal control. Accordingly, we do not express such an opinion. 

5. We noted certain matters involving internal control and Its operation that we consider to be 
reportable conditions under standards established by the American Institute of Certified Public 
Accountants (AICPA). Reportable conditions Involve matters coming to our attention relating to 
significant deficiencies in the design or operation of internal control that, in our judgment, could 
adversely affect the recipienfs ability to record, process, summarize, and report financial data 
consistent with the assertions of management In the fund accountability statement and cost­
sharing schedule. Following are the summaries of the reportable conditions identified: 

PrlceMterhouaeCoopers Agency-contracted clole-out audit of USAID 
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• The REIP Board of Advisors did not meet over the period reviewed as per REIP 
operational requirements (see item 3.3.1 ). 

• Payment vouchers and supporting documents are not cancelled upon payment at REU 
(see item 3.3.4). 

• Monitoring of fuel consumption at REU is not satisfactory (see item 3.3.3). 
• Employee activity reports were not prepared in support of salaries at REU (see item 

3.3.6) 
• The monitoring of all loans, including those disbursed under the REIP program, 

needs improvement. Financial statements of the borrowing entities are not received 
and reviewed as required by the EIF policy. Additionally, the bank, in some cases, 
does not maintain frequent contact with the borrowers (see item 3.3.8). 

• The EIF policies require that loans above Naida 50,000 be secured. We noted some 
instances whereby loans above this threshold were advanced without security (see 
item 3.3.10). 

• From our credit review, we noted that the bank had accepted various assets as 
collateral against loans advanced to customers. Whereas it is bank policy to have 
such assets insured and valued by external parties, we noted some instances 
whereby insurance policies had not been renewed (see item 3.3.11) nor professional 
valuations carried out as outlined in the bank's policy (see Item 3.3.12). 

• We noted deterioration in the performance of the loan portfolio for both the EIF and 
ERCS schemes (see item 3.3.9). 

• The Bank of Eritrea, through Directive No. 3/2002, issued criteria for asset classification 
and provisioning. There were instances whereby loans had been misclassified as at 
December 31, 2005 (see item 3.3.13). 

• We noted that some loans were given without CSER obtainilg title documents for the 
related securities. In other cases, the title documents obtained were photocopies of the 
original title documents (see item 3.3.14). 

6. A material weakness is a reportable condition in which the design or operation of one or more of 
the internal control elements does not reduce to a relatively low level the risk that errors or fraud 
in amounts that would be material in relation to the fund accountability statement and the cost­
sharing schedule may occur and not be detected within a tinely period by employees in the 
normal course of performing their assigned functions. 

7. Our consideration of internal control would nol necessarily disclose all matters in intemal control 
that might be reportable conditions and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weakflftSes as defined above. 
Ha.vever, we noted the following matters involving the internal control structure and its 
operations that we consider to be material weaknesses as defined above. These conditions 
were considered in determining the nature, timing and extent of the procedlXes to be performed 
in our audit of the Fund Accountability Statement of CBER/REU for the period January 1, 2004 
to December 31, 2005. 

• Employee activity reports were not prepared in support of salaries at REU (see item 
3.3.6) 

• The monitoring of all loans, including those disbursed under the REIP program, 
needs improvement. Financial statements of the borrowing entitles are not received 
and reviewed as required by the EIF policy. Additionally, the bank, in some cases, 
does not maintain frequent contact with the borrowers (see item 3.3.8). 

• The EIF policies require that loans above Naida 50,000 be secured. We noted 
certain instances whereby loans above this threshold were advanced without 
security (see item 3.3.10). 
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• From our credit review, we noted that the bank had accepted various assets as 
collateral against loans advanced to customers. Whereas it is the bank's policy to 
have such assets insured and valued by external parties, we noted certain Instances 
whereby Insurance policies had not been renewed (see Item 3.3.11) nor professional 
valuations carried out as outlined in the bank's policy (see item 3.3.12). 

• We noted deterioration in the perfonnance of the loan portfolio for both the EIF and 
ERCS schemes (see item 3.3.9). 

• The Bank of Eritrea, through Directive No. 3/2002, issued criteria for asset classification 
and provisioning. There were instances whereby loans had been misclasslfied es at 
December 31, 2005 (see item 3.3.13). 

• We noted that some loans were given without CBER obtaining title documents for the 
related securities. In other cases, the title documents obtained were photocopies of the 
original title documents (see Item 3.3.14). 

8. This report is intended for the infonnation of CBER/REU and USAID. However, upon 
release by USAID, this report is a matter of public record and its distribution is not limited. 

t=-.:.&.~~~J 
Certlfjed Public Accountants 
Nairobi 

August 3Q. 2006 
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3.1 Introduction 
3.1.1 Definition 

The 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 identHy, assemble, analyze, 
classHy, record and report transactions. Control procedures are those policies and procedures in 
addition to the control environment and accounting system that management has established to 
safeguard the organization's resources. 

In section 3.2 below, we have classified our findings and recommendations by these categories, as 
they apply to REU and CBER internal control structures. 

3.1.2 Work performed 

We reviewed the internal control structure of REU and CBER and obtained an understanding of the 
design, relevant procedures and assessed control risk. Our review considered the significant internal 
control structure and procedures categorized as follows. 

Control environment 

financial management capabilities 
personnel policies and practices 
famlllarlly wHh USAID rules and guldellnes 

Accounting eyatem 

budgeting and funds management 
general record keeping 
reporting to USAID 
disbursement of funds 

Control proceduree 

adherence to written down procurement procedures 
control over usage/disposal of equipment and capital expense Items 
bank reconclllatlon statements 

PrlcewaterhouseCoopers Agency-contracted clole-out audit of USAID 
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authorization of transactions and activities 

3.2 Findings and recommendations 
3.2.1 Control environment 

The overall control environment was generally considered to be effective as the staff charged with 
responsibility for the financial management of USAID resources are qualified, capable of managing 
USAID funds, and familiar with USAID rules and regulations concerning its grants. Personnel policies 
and practices are clearly defined. 

We have, however, provided a recommendation on the meeting intervals of the REIP Board of 
Advisors (see item 3.3.1). 

3.2.2 Accounting system 

Both REU and CBER do not have a computerized accounting system. Their general ledgers are 
maintained on electronic spreadsheets. However, financial Information relating to the program is 
clearly distinguished from that of other programs. 

Funds from USAID are disbursed in accordance with budget provisions that are duly authorized by 
USAID. However, we noted that the budget line 'CBER Lending and Operations' had been 
exceeded by US$ 176,980 (see Item 3.3.7). 

The general record keeping was considered good as there was an orderly filing system in place. 
Supporting documentation for transactions was retrieved efficiently. 

REU sends quarterly and annual performance reports to USAID/Eritrea, quarterly budget forecasts 
(for approval and onward negotiation of quarterly overdraft facilities), and monthly financial reports 
(which form the basis for servicing of the overdraft facilities by ACDWOCA). 

Reporting by CBER to USAID/Eritrea is not on a scheduled basis. However, USAID/Eritrea may 
request for updates. During the program period, one such update was requested for the financial 
year ending December 31. 2003. 

3.2.3 Control procedures 

Both the REU and CBER follow USAID procurement procedures as outlined in USAID's Country 
Contracting Handbook (Formerly Handbook 11) and from our testing, we did not find any instances 
of deviations from pre-set guidellnes. 

There are well-documented procedures on the disposal of capital assets. Various controls have 
been implemented to monitor use of the organization's assets. These include fixed asset registers 
and fixed asset movement cards. 

Preparation of bank reconciliation statements is not relevant to the CBER because the bank does not 
operate bank accounts dedicated to the disbursement of loans and receipt of reimbursements. The 
Rural Enterprise Unit prepares monthly bank reconciliation statements. Based on our testing, we 
found these to have been properly prepared and reviewed. 
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REU has properly documented authorization procedures, as detailed in the Policy and Procedure 
Manual for Administration and Finance. 

Overall, the Internal c:ontrol aystems tor both REU and CSER are operational but need 
Improvement to make them effective as noted In Section 3.3 (a.tailed finding•) below. 

3.3 Detailed findings 
General Mattera 

3.3.1 Meetings of the REIP Board of Advisors 

Criteria 

The REIP Operational Manual on page 31 states that the REIP Board of Advisors will oversee the 
entire program implementation and make adjustments where necessary. The Advisory Board will 
meet, at a minimum, every six months to decide on policy matters related to the program. The 
General Manager of CBER and the REU Program Manager will attend meetings held by the Advisory 
Board. The main duties of the Board include: 

a) Issuing guidelines regarding policy matters related to REIP implementation. 

b) Approval of annual plans and budgets. 

c) Resolving problems and bottlenecks related to program implementation and coordination. 

d) Monitoring and reviewing progress of the program. 

Condition 

The Board of Advisors did not meet between October 21, 2003 and March 31, 2005, a period of 17 
months. 

Cause 

No particular reason was given. 

Effect 

Given that the Board of Advisors is the highest body In the organisational structure of REIP, we could 
not establish its involvement in the control environment of the Programme during the period that it 
did not meet. 

Recommendation 

The Board of Advisors role in the program's control environment cannot be overemphasised. It 
should meet as prescribed for it is through their deliberations that policy direction is given to the 
Programme and other issues are addressed. 
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Management comments 

Auditors nofe •• of August 10, 2006: 
REU and CSER official•,,,..,,.,,, In the Exit conference mentioned that comments under thl• 
/aaue can only be laaued by the REIP Board of Advisors once they meet. They have not yet 
met. 

Rural Enterprise Unit 

3.3.2 Uneupported expenees 

Criteria 

OMB A122, Basic Considerations, Section A, Subsection 2G states that to be allowable under an 
award, costs must be adequately supported. 

Condhlon 

The following costs were not adequately supported. 

Date Vouchllr ZOfl• Deecrlptlon AmCU'llon 

no vouch9I' 

fNlllda' 
2004 
27f0&o2004 132 SKB 01/oe/04 ID 30/0&/04 Fuel and lubrie'ants 2,678 

flnanclel r900!1 ttlbas. 
12/0&/2004 180 SK Bahri flnanclal l'9IJOft Fuel end lubrlcanta 3,785 

01/07/04 lo 31/07/04. 
3QI0&'200<4 173 Zoba S.K. a.hf!. Ulllltles for 1 AUQLat 4,844 

m e Septembel' 

2004 

Tot.I 11.206 
2006 

25/01/2005 018 SK Batvt financial rapoit Fuel end lubr1canla 2.599 
for 1Janlo31 Jan 2005. 

26/02J2005 044 Zoba Muaawa financial Fual and lubr1canta 1,731 
report !or 1-1 to 2Bttl 

FebruaJy 2005. 

30r'06f2005 112 ZOba SKB flnantllal report Fuel and lubrleanlll 2,756 

for 26 April b 27 May 
2005. 

»'0&'2005 138 financial report for 27 May Fuel and lubflcan!s 2,552 

to 2S J1.n11 2006 for lobe 
Sl<S - Muaawa. 

26/t)&l2006 184 Financial l'llpOft lat Zoba Fl.1111 and IUbritanls 4.982 
Sl<S Massawa for 1 IO 29 

Aummt 2005. 

30/0&2006 112 Zobll Sl<S Mey 2005. Utlllliee for 28 April 2,007 
to 27 May 2005 

Total 19921 
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.mount 

amount (USD) 
lNaltfl) 

2.578 191 

894 86 

41 3 

:t,111 2llO 

679 45 

55 4 

2.755 184 

2,552 170 

509 34 

38 3 

9.511 ... 
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Dia Vouch• Zane Deecrlptlon Amount on Unl&IPPOtted Un.upported 

vouch.- llmOUnt 
amount 

no (USO) 
( ..... ) (NHf9) 

Gl'lndtotal 27131 10.0l9 

Cauee 

For fuel and lubricants, management explained that it is difficult to obtain proper supporting 
documents in remote areas. Management further explained that, in some of these cases, project 
staff forgot to obtain the supporting documents. 

Recommendation 

Expenses should be properly supported with third party documents. Where suppliers do not have 
invoices or receipts, the project staff should ensure that the suppliers sign cash payment vouchers 
as evidence of their receipt of payment. 

Management comment 

199 

Expenses amounting to USO 699 for which supporting documentation could not be found were ruled 
as unsupported. This, we agree, is acceptable. However, we want to qualify it with the statement that 
sometimes it is near impossible to get the right kind of supporting documents. 

3.3.3 Controls over fuel 

Criteria 

Section 4.2 of REU's Policy and Procedures Manual for Administration and Finance requires that a 
vehicle log book form be maintained for each vehicle indicating the date, mileage, official's name, 
place of destination and signature for each trip. 

The USAID Guidelines for Financial Audits Contracted by Foreign Recipients state in Paragraph 4.5 
(i) the auditors should determine whether commodities exist or were used for their intended purposes in 
accordance with the terms of the agreements, and whether control procedures exist and have been 
placed in operation to adequately safeguard the commodities. The cost of all commodities whose 
existence or proper use in accordance with the agreements cannot be verified must be questioned in the 
fund accountability statement. 

Condition 

Vehicle log book forms were not maintained for the project vehicles during the period reviewed. 

Cauee 

The drivers did not complete the forms and the officials who were traveling did not ensure that this 
was done. 
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Effect 

It is difficult to reconcile the fuel purchased to the mileage covered. In addition, it is difficult to link the 
vehicles' mileage to project trips and activities. 

Recommendation 

We have questioned an amount of USO 108,223 in the Fund Accountability Statement. The 
breakdown is given below: 

Amount 
Ducrlptlon (USD> 
Colt ot vehlclee: 
Toyota Double Cabin LN 166-0021952 (Chassis NL.mber), 
364685126 (Englne Number), ER-03-10444 <Plate Numberl 20,881 
Toyota Double Cabin lN 1060133401 (Chassis Number), 3L-
4084436 (Enolne Number), ER-03-09782 (Plate Number) 19.000 
Toyota Double Cabin lN 1060134554 (Chassis Number). 3l-
4100369 <Enalne Number). ER-03-09783 {Plate Number) 19,000 
Toyota Land Crul&er H 2580-0029391 (Chassis Number), IH2-
0193597 (Enaine Number), ER-03-0984 (Plate Number) 33000 
Sub-total 91.881 
Fuel. lubricanta. ,_1,. and maintenance: 
Cos! of fuel and lubricants 2004 4875 
Cost of motor vahlcle raoalrs and maintenance 2004 3,754 
Cost of fuel and lubricants 2005 4,639 
Cos! of motor vehicle reoalrs and maJntenance 2005 3074 
Sub-total 1A..K2 
Total 108.223 

Vehicle log book forms should be maintained for all project vehicles. The Administrative Officer 
should check adherence to this provision by checking the log book forms every two weeks. 

Management comment 

Fuel consumption was not properly monitored since project vehicle drivers did not fill the Vehicle Log 
Book Forms in 2004 and 2005. This was largely due to the fact that drivers are semi-literate lacking 
the capacity to fill the forms as required. However, we have taken action effective CY 2006 to rectify 
the problem by Instructing traveling employees to assist the drivers in filling the Forms and in seeing 
to it that the Administrative Officer checks daily that travels are logged In as required. 

3.3.4 Cancelling of eupportlng documente 

Criteria 

Section 4 • "Procedures on Finance" of REU's Policy and Procedure Manual for Administration and 
Finance requires that vouchers are stamped "PAID" by the Finance Officer after payment Is 
processed. 
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Condition 

Payment vouchers and other supporting documents reviewed for financial years 2004 and 2005 
were not stamped "PAID" after payment was processed. 

Oversight by management. 

Effect 

There is a risk that supporting documents may be represented for payment under the same project 
or under a different project. 

Recommendation 

All vouchers and supporting documents should be stamped "PAID - REIP PROGRAMME" after 
payment is processed. 

Management comments 

We accept the finding that payment vouchers and other supporting docLments should always be 
stamped paid. 

3.3.5 lneHglble Expenc:IHure 

Crttwla 

Paragraph 4 (Basic Considerations) of the cost principles outlined in A-122 states that: 

A cost is allocable to a particular cost objective, such as a grant, contract, project, service, or other 
activity, In aocordance with the relative benefits received. A cost is allocable to a Federal award if it is 
treated consistently with other costs incurred for the same purpose in like circumstances and If It: 

(1) Is incurred specifically for the award. 

(2) Benefits both the award and other work and can be distributed in reasonable proportion to 
the benefits received, or 

(3) Is necessary to the overall operation of the organization, although a direct relationship to 
any particular cost objective cannot be shown. 

OMB Circular A-122, Attachment B, Principle 18 titled 'Goods or services for personal use' states 
that costs of goods or services for personal use of the organization's employees are unallowable 
regardless of whether the cost Is reported as taxable Income to the employees. 

Condition 

Personal international phone calls were made by an official of the REU during the two year period 
reviewed. The costs of these phone calls to the project were US$ 537. 

Agency-contracled dole-out audit of USAID 
resoun:es managed by tne CBER and REU 

26 



Cause 

The phone calls were made by the REU Programme Manager whose employment contract with the 
Government of the State of Eritrea provides for communication allowances as a benefit. 

Effect 

The cost of US$ 537 to the project has been questioned in the Fund Accountability Statement as 
being ineligible. 

Recommendation 

REU should liaise with USAID to resolve the questioned amount. 

Management Comments 

This refers to international phone calls that the Program's Manager made during the period. The 
expenditure that the Unit incurred was ruled as ineligible since OMB Circular A-122 provides that 
costs of goods or services for personal use are unallowable. The expenditure incurred was, 
therefore, ruled as ineligible. We have two comments regarding this. First, the Program Manager has 
an employment contract with the Government of the State of Eritrea which provides for 
communication allowances. Such a policy exists in Eritrea. Second, the Management has never 
been made aware of the existence of the cited provision ruling the expenditure as ineligible. 

3.3.6 Employee activity reports 

Criteria 

OMB A-122, Attachment B, cost principle number 7 (m) on support of salaries and wages states that 
charges to awards for salaries and wages, whether treated as direct costs or Indirect costs, will be 
based on documented payrolls approved by a responsible officlal(s) of the organization. The 
distribution of salaries and wages to awards must be supported by personnel activity reports, except 
when a substitute system has been approved in writing by the cognizant agency. 

Reports reflecting the distribution of activity of each employee must be maintained for all staff 
members (professionals and non-professionals) whose compensation is charged, in whole or in part, 
directly to awards. 

Condhlon 

Although the REU has a mechanism whereby employees register at the reception every time they 
enter or leave the office, detailed records of each employee's activities In a day or pay period are not 
maintained. 

The REIP Agreement provides for quarterly reporting of REU's activities to the USAID Mission. The 
reports normally cover activities of the organization for the quarter. Management were not aware 
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that, in addition to the mechanism for monitoring employee hours, they were required to record daily 
activities of the employees especially given that they work full-time on the REIP Programme. 

Effect 

Difficulty in establishing whether employees were engaged in activities related to the Programme. 

Recommendation 

REU should maintain activity reports for all its employees. The reports should satisfy the following 
standards: 

(a) The reports must reflect an after-the-fact determination of the actual activity of each employee. 
Budget estimates (i.e., estimates determined before the services are performed) do not qualify as 
support for charges to awards. 

(b) Each report must account for the total activity for which employees are compensated and which 
is required in fulfillment of their obligations to the organization. 

(c) The reports must be signed by the individual employee, or by a responsible supervisory official 
having first hand knowledge of the activities performed by the employee, that the distribution of 
activity represents a reasonable estimate of the actual work performed by the employee during the 
periods covered by the reports. 

(d) The reports must be prepared at least monthly and must coincide with one or more pay periods. 

Management Comments 

Reference is made to OMB A-122, Attachment B to state that it is difficult to establish whether 
employees were engaged in activities related to the Program. Here we would like, first. to comment 
that we were not made aware of the existence of the OMB A-122. Second, we relied on our internal 
Administrative and Financial Manual to track employees' activities through Employee Performance 
Score Card and Attendance Sheet. 

Commercial Bank of Eritrea (CBER} 

3.3.7 Dlabureementa In exceea of budget 

Criteria 

Annex 1, Attachment A of Amendment No. 8 to the REIP Agreement sets out the budget limit for 
CBER Lending and Operations (EIF Loans Scheme) as US$ 4,904,347. 

Condition 

CBER had disbursed a total of USS 5,081,327 (over the life of the Programme) under the CBER 
Lending and Operations (EIF Loans Scheme) as of 31 December 2005. Given that the budget 
provided for US$ 4,904,347, a total of US$ 176,980 was disbursed In excess of budget (See 
Appendix Ill for detailed analysis). 
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We also noted that, out of the total loans disbursed (US$ 5,081,327), there were two pending claims 
of US$ 225,515 and US$ 26,333 relating to loan batches 24 and 25 respectively, which had not been 
reimbursed by USAID/Erltrea. 

Cause 

According to the minutes of the REIP Advisory Board Meeting held on March 31, 2005, there was a 
budget discrepancy in the CBER Lending and Operations Line. This discrepancy may have 
contributed to exceeding the budget. Management explained that the pending claims were disputed 
by USAID/Eritrea. 

Effect 

Amounts that are over budget are considered ineligible and we have therefore questioned them. 

Recommendation 

CBER should liaise with USAID/US Embassy to resolve the issue of the questioned amounts and the 
pending claims. 

Management comrnente 

The management of the bank will ask the representative of USAID/US Embassy in writing to approve 
the excess budget of US $ 176,980 and request reimbursement for batch # 24 and 25 amounting to 
US$ 225,515 and 26,333 respectively. Further, we will mention that the discrepancies In the budget 
and the actual disbursement was occurred due to letter of information for increment of additional 
fund written by Dr. Michel L. Wizen dated 8 December, 2004. 

3.3.8 Monitoring of loeneee 
a) Review of tlnanclal etatement• 

Criteria 

Section IV, Sub-section I (Financial Reporting Requirements of Participants) of the Policies and 
Procedures for the Operation of the EIF requires that, for assistance amounting to less than Nfa 
50,000, participants will be required to produce a balance sheet and income statement annually 
within 120 days of the end of their financial year. For assistance over Nfa 50,000, this requirement is 
semi annual within 90 days after the end of the period in question and must include a variance 
analysis report on actual cash flows versus the projections involved at the beginning of the 
relationship. 

This is in line with Section V (Credit Decision Process), Sub-section E "Your negotiation, 
documentation and follow up" of the Commercial Bank of Eritrea Credit Policy Manual which states 
that periodic reports should be obtained from the borrower, including financial statements which 
should be spread, analyzed and interpreted. The trend of the borrower's business should be 
continually evaluated so as to Identify developing problems early. 

CondlUon 
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For the sample of loan files reviewed, it was noted that none of the participants sent financial 
statements as required by the EIF policies and procedures. Financial statements were only obtained 
at the point of loan disbursement. 

Cause 

Management explained that most of the participants cannot prepare financial statements. 

Effect 

It is difficult to monitor the performance of the borrowers' businesses in the absence of periodic 
financial statements. 

Recommendation 

Financial statements should be obtained as specified in the above EIF policies. This will assist in 
monitoring the performance of the borrowers' businesses and aid in detecting potential delinquent 
loans on a timely basis. 

Management comments 

Because of the limited capacity and know-how of the beneficiaries of the program, presentation of 
periodic financial statements of borrowers is not practicable. The management of the bank will 
discuss the issue with the representative of the USAID/US Embassy to amend the EIF policies. 

b) Maintaining frequent contact whh borrowere 

Criteria 

Section IV; Sub-section A (CrediVDocumentation Flies) of the Policies and Procedures for the 
Operation of the EIF requires the maintenance of accurate credit/documentation files with written call 
memos evidencing frequent contact with the client and the results. 

This is also in line with Credit Policy No 39 (Credit Policy Manual for Commercial Bank of Eritrea) on 
credit and document files, which requires every discussion and correspondence with the client 
including customer calls to be recorded in a written or typed memo to the file. 

Condition 

There was no evidence of frequent contacts with some of the participants. In the examples provided 
below, there was no evidence of frequent contact in the form of reminder letters or site visits reports 
in the credit file from the time the loans were disbursed. 
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Branch 

Liberty Avenue 

Liberty Avenue 

Liberty Avenue 

Liberty Avenue 

Liberty Avenue 

liberty Avenue 

Liberty Avenue 

Edaga8erai 

Edaga Berai 

Keren 

Keren 

Keren 

Edaga Berai 

PrlcewaterhouseCoopers 

Name of Amount Amount c1 ... lflcatlon 
borrower granted outetandlng 

(Nekhl) U•t31 
December 

2006 
(Nllkfel 

AberaAmare 3.000.000 3,001,797 Loss 
Bayene 

Asmara 2,025,168 2,025,168 Loss 
Footwear 

Hldru & 3,000,000 2,312,666 Loss 
FamllyPLC 

Mereb 1.287.500 969,879 Doubtful 
Corporatlan 

Reclaez.aghl 1,500,000 1,474,184 Loss 
GJMedhin 

ZerayAraya 520,000 509,830 Loss 
Mirach 

TekleBeme 497,610 481,814 Loss 
T esfaglorgls 

Al KederSalt 2,264,530 2,720.662 Loss 
Works 

Luchla Atakltl 1,292,000 1,436,530 Doubtful 

Adal Poultry 748,248 537,847 Doubtful 
Farm 

Tsigereda 700,000 515,097 Substandard 
Amleson ' 

I 

I 

Meso Farm 400,000 378,885 Doubtful 

Essayas 1,500,000 1,426,784 Substandard 
DesaleB. 

Agency-contracted cloe~ audit of USAID 
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Comment 

No evidence of frequent 
contact with client since 

I disbursement of loan. 
No reminder lettef sent in 
2004 and 2005. Warning 
letter sent to cllent on 
26/01/06. 
No evidence of frequent 
contact with client since 
disbursement of loan. 
No reminder letter sent in 
2004 and 2005. 
Reminder letter sent on 
26/01/06. 
No evidence of frequent 
contact with client since 
disbursement of loan. 
No evidence of frequent 
contact with ctlent since 
disbursement of loan. 
No evidence of frequent 
contact with cHent since 
disbursement of loan. 
No reminder letter sent in 
2005 or evidence of 
freouent contact 
No evidence of frequent 
contact with borrower. 
Last reminder letter sent 
on 11/05/04. 
No evidence of frequent 
contact with client and no 
reminder letter sent ln 
2005. Reminder letter 
sent on 05/04/06. 
Last sent ,reminder letter I 

I on 01111/03. No 
evidence of frequent 

' contact with borrower In 
2004 and 2005. 
No evidence of frequent 
contact with cllent and no 
reminder letter sent In 
2004 and 2005. 
No evidence of frequent 
contact with client since 
disbursement ot loan 
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Branch Nllmeof Amount Amount C1uelflcatlon Comment 
borTOwer granted outet.ndlng 

(Naida) aaat31 
December ' 

2005 
{Nakfal 

Edaga Beral Tesfagabir 650,000 705.476 Loss No evidence of frequent 
Ghebrealdak contact with ctlent stnce 

disbursement of loan. 
Liberty Avenue Tslgeroma 200,000 213,875 Substandard No ·evidence of frequent 

Eyrob contact with client since 
Ghebemaria 1 

disbursement of loan. 
m 

Liberty Avenue (Keshl) 200,000 174,029 Substandard No evidence of a 
Melake reminder letter to client In 
G/Kristos 2005. Installments for 2 
Tekle quarters In 2005 

' 
outstanding as al 
31/03/06. 

Liberty Avenue Yohannes 200,000 125,879 Subslandard No evidence of frequent 
Zerezghl contact with client since 
Adhanom disbursement of loan, 

Cauee 

Management explained that verbal contact is maintained with clients whenever they visit the branch 
to make a repayment and at times, site visits are made. However, this is not documented in the 
credit file. 

Effect 

Borrowers may delay in paying their loan installments increasing the risk of default. 

Recommendation 

Frequent contact with the loanees will encourage timely repayment of loan installments and enable 
early detection of repayment problems. 

Management comments 

Though there is no written evidence for contacts made with borrowers, we have made contacts with 
borrowers and discussed about their problems in detail, in some cases there is evidence written in 
tigrega (National language). The management of the bank will inform branches to make frequent 
follow up and to keep written records in English language for individual borrowers. 

3.3.9 Non-performing loans 

Criteria 

Section IV, Sub-section J - "Delinquent Liabilities" of The Policies and Procedures tor the Operation 
of the EIF require CBER to report quarterly to the REIP Board of Advisors (AB) any case where a 
client is more than 90 days past the due date for loan repayment with an explanation as to the 
causes and actions being taken by CBER/REU. 
PrlcewaterhouseCoopers Agency-contracted cloee-out audit of USAID 
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Condition 

As at 31 December 2005, out of the outstanding loans of US$ 4,448,264, only 24% (US$ 1,087,812) 
were classified as Pass. The remaining 76% of the outstanding loans were more than 90 days past 
their due dates for repayment. We noted that most of the non-performing loans classified as doubtful 
and loss were old and large. The new small-scale loans advanced in 2004 and 2005 were, however, 
performing. 

There was no evidence of the quarterly reports to the Advisory Board in 2004 and 2005. 

Cause 

CBER management explained that the responsibility of preparing the quarter1y report lies with the 
REU, which prepares quarter1y reports and sends a copy to USAID and CBER. In addition, the AB 
did not meet in 2004 and only met once In 2005, on March 31, 2005. 

Management also explained that economic factors are largely responsible for the poor debt 
repayment performance. 

Other factors responsible for the poor debt repayment performance Include Inadequate credit 
monitoring staff, poor monitoring infrastructure and poor management of the credit monitoring 
system. 

Effect 

The deterioration in the performance of the Elf loan book may hinder the achievement of the 
Programme's overall objective of strengthening CBER's capital base and strengthening its financial 
services capacity. Lack of timely reporting on non-performing loans may worsen the situation. 

Recommendation 

CBER should report to the Advisory Board as stipulated in the EIF policies. This will enhance 
monitoring of loan performance. Strengthening of the bank's monitoring capacity may also assist In 
sustaining a culture of on-time debt repayment. 

Going forward, the Advisory Board should consider revising the programme's lending strategy to 
target small-scale borrowers as these are the kinds of loans that are proving manageable and 
therefore performing. By lowering the celling for lending, the bank will also be managing the risk of 
financial loss In the event of default. 

Manegementcommenta 

Agreed with recommendation 
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3.3.10 Un88Cured loane 

Criteria 

Section A (Direct Loans) of the Policies and Procedures for the Operation of the EIF stipulates that 
collateral will be taken whenever possible but unsecured loans are acceptable within limits defined 
by the Advisory Board - recommended at present to be Nfa 50,000. Collateral may include the 
working capital assets of the company, fixed assets or collateral from outside sources. 

In addition, Section V, Sub-section E of the Commercial Bank of Eritrea Credit Policy Manual states 
that collateral enhances the bank's bargaining power. 

Condition 

Collateral was not obtained for the following EIF loans (above the recommended threshold), some of 
which are classified as loss or doubtful. 

Branch Name of borrower Amount l Amount c1 ... mcatton Comment 
granted I outatmndlng .. 
Naida at31 

December 
2·006 
Nakfll 

liberty Avenue Mereb Corporation 1,287,500 969,879 Pass Loan issued on 
clean basis. 

Liberty Avenue Radaezahl GJMedhin 1,500.000 1,474,164 Loss Loan Issued on 
clean basis. 

Edaga Beral Kasete Solomon 1,494,561 1,12a,n1 Doubtful Loan issued on 
clean basis. 

Tessenei Yemane Tekeste 3,000,000 3,341,519 Substandard I Loan Issued on 
clean basis. 

Tessenei Gash Agro Industrial 1,500,000 1,872,975 Loss · Loan issued on 
clean basis. 

Tessenei Gash Agro Industrial 748,000 818,496 Loss Loan issued on 
clean basis. 

Management explained the above loans were issued on a clean basis as the risk was considered 
low and the related projects viable. 

Effect 

Large unsecured loans expose the bank to the risk of financial loss. 

Recommendation 

Collateral should be obtained for all loans over Nfa 50,000 as specified in the EIF policies and 
procedures. 
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Management comments 

The above loans were issued on a clean basis as the risk was considered low and the related 
projects viable. 

3.3.11 lnaurance of collateral 

Criteria 

Credit Policy No 37 - "Insurance" of the Commercial Bank of Eritrea Credit Policy Manual requires 
that property and goods offered to the bank as security to a credit extension be covered by 
appropriate Insurance policies in the joint names of the customer and the bank. Account officers 
must ensure that such policies are appropriate and that premiums of the right amounts have been 
paid. The rationale provided by the policy for Insuring collateral Is that property or goods mortgaged 
to the bank to secure loans and other credit facilities become meaningless if destroyed In fire or 
stolen without being covered by appropriate insurance policies. This Is because the bank recovers 
nothing from such collateral If the borrowers default on the loans. Securing Insurance cover on all 
collaterals with the bank is therefore a basic function in securing the bank's interest on its loans. 

Condition 

From our credit review, we noted that the bank had accepted various assets as collateral against 
loans advanced to customers. Whereas It Is bank policy to have such assets Insured we noted 
some instances whereby insurance policies had not been renewed as summarized below. 
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Branch Type of Name of Amount Out8tandln Security 
Loan borrower granted g balance 

Naida aaat31 
December 

2005 
Naida 

Liberty Avenue EIF Abera 3,000,000 3,001 ,797 Building 
Am are valued at 
Beyene Nfa 550,550 

Liberty Avenue EIF Asmara 2,025,168 2,025,168 Constructed 
Footwear building 

valued at 
Nfa 923,000 

Liberty Avenue EIF Hidru & 3,000,000 2,312,666 Plant 
Family PLC bulldlng 

valued al 
Nf a 
4 251 900 

Addi Keih EIF Solomon 500,000 473,785 Building of 
Asfaha Nfa860,380 

Edaga Berai EIF Al-Kader 2,264,530 2,720,662 Loader and 
Salt Works building 

valued at 
Nfa 
4,650,000 

Liberty Avenue Elf TekieBerhe 497,610 481,814 Building 
Tesfaglorgis valued at 

Nfa 514.350 
Edaga Berai EIF Afewerki 432,200 434,363 Building 

Tekeste valued at 
Nfa280,125 

Edaga Berai Elf Berhe 200,000 30,967 Building 
Klbram valued at 
Sibhatu Nfa350 000 

Llb4Hfy Avenue EIF Tslgeroma 200,000 213,875' Son's truck 
Eyob valued at 
Ghebemaria Nfa250,000 
m 

Liberty Avenue EIF Tohannes 200.000 125,879 Building 
Zerezghl valued at 
Adhanom Nfa 351 ,700 

liberty Avenue EIF Mesghina 200.000 67,650 Vehicle 
Teklu valued al 
Kidane Nfa 75,000 

liberty Avenue EIF Samuel 200,000 160,000 Pickup 
Afeworkl valued at 
Kidane Nfa 160,000 

Addi Kelh EACS Suleiman 450,000 legal case 3 buildlngs 
Omeredln valued at 
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lsaue 

Insurance not renewed 
since 15/04/04. 

Not Insured. 

Not insured. 

No confirmation from 
1st degree collateral 
holder that building is 
insured. 
Not insured. 

Insurance expired on 
17/10/04. 

No insurance for 
building. 

No insurance. 

Insurance expired on 
01/01/05. 

I 

Insurance expired on 
02/04/05. 

Insurance expired on 
27101/05. 

Insurance expired on 
07/10/05. 

No Insurance for 
bulldinas. 
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Bnnch Type of Name of Amount Outatandln Security leaue 
Loan borrow granted g balance 

Nakfll uat31 
December 

2005 
Naida 

Ahmed Nta 750,400 
Addi Kelh ERCS Tlebe 500,000 172/¥/J Building Requested National 

Ghebrehlwet valued et Insurance Corporation 
Nla400,000 of Eritrea to Insure 

buildings on 13/03/08 to 
12J03/07 but premium 
not paid to date and no 
oollcv received. 

Edage Berai EIF Luchia 1,292,000 1.436,530 Caterpillar Endonlement letter sent 
Ataktti loaderNfa to Insurance company 

1.3m. on 21/03/05 but 
premium not paid and 
there Is no insurance 
policy for the loader In 
the credit file. 

Shortage of staff to follow up on these aspects. 

Effect 

The bank may be exposed to financial loss on collateralized aedit facilities If It fails to adequately 
Insure its collateral. 

Recommendation 

We recommend that the bank strictly follows Its policy on Insurance of loan collaterals. 

MaMgement comrnente 

The management of the bank will inform branches to review loan files and make the necessary 
action to renew Insurance poNcles regularly. 

3.3.12 Valuation of collaterals 

Crttwla 

Credit Polley No 34 - "Valuation" of the Commercial Bank of Eritrea Credit Polley Manual requires 
that property already mortgaged with the bank is regularly Inspected and appraisals on such property 
updated. Reports should be submitted to the approving committees or officers concemed. 
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Condition 

For most of the loans reviewed, collateral was only appraised at the time the loans were disbursed. 
There was no regular inspection and appraisal of the mortgaged properties. Examples noted 
include: 

BRANCH COMPANY LOAN AMOUNT OUTSTANDING SECURITY SECURITY LAST 

OR CLASSIFICATION GRANTED UUNCE TYPE VALUE 
VALUATION 
DATE 

INDIVIDUAL NAKFA NAKFA 
NAME 

Ubel'ty Allll Abela Amlllll Loss 3,000,000 3,00t.797 Bulldlng 560.560 19-Sep-03 

Beyene 

UbertyAve Almara loss 2,025,188 2.025. tea Bulldlng 923,000 ot-Oct-Cl3 

~rPLC 

L.Alatty Ave Hedru a u- 3,000,000 2.312.&ee Plant 4,251,900 25-Jurt-03 

Famllv PLC hulkiinn 

l.ixlrty Ave Zeray Al8ya l.oes 520,000 509,830 Bulldlng 290,000 tlhlul-03 

Mirach 

AcldHJgri Elnm Pua 1.300,000 842,940 BUlldlng 1,800,000 01-0ct·03 

GI""'"*' 

~ YoadAbdela Doubtlul 3,000,000 2,911,407 Bulldlng 8.627.100 2&-Feb-03 

Addll<alh Sololnon Doubtful 600,000 473,785 8Uildlng 880,380 17·Sep-03 

Asfaha 

C.UM 

Shortage of staff. 

Effect 

This increases the bank's collateral risk as the mortgaged properties may decrease in value or get 
damaged thereby hindering the bank from recovering the full values of the debts in case of default. 

Recommendation 

The bank should manage its collateral risk by regularly inspecting and appraising securities pledged 
against loans as stipulated in its credit policies. 

Management comment• 

Agreed with recommendation 

3.3.13 Clualflcatlon of loana 
Criteria 

Bank of Eritrea's Directive No 3/2002 on asset classification and provisioning, states that medium 
term (above 2 years and up to 5 years) and long term (above 5 years) loans may be classified by 
banks by adopting the following criteria: 
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Pass - Loans in this category are those which are regular and are not subject to any criticism and in 
which there are no arrears of Interest and/or Installment of principal for 180 days. 

Sub-standard - Loans shall be classified under this category if interest and/or installment of principal 
are past due for more than 180 days and up to 1 year. 

Doubtful - Loans under this category are those where interest and/or installment of principal are past 
due for more than 1 year and up to 2 years. 

Loss - Loans shall be classified under this category, if the Interest and/or installment of principal 
have remained past due for more than 2 years. 

Condition 

From our review of loan movements, we noted certain loan misclassificatlons as at December 31, 
2005. These were noted at the branches. Examples include: 
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COMPANY ~MOf AMOUNT OUSTANDtNO CBEA IRANCH EXPE.clED ,co_,.,.ON 
Oft LOAN ~ ABAT31 CLABllFICATION CLA881ACAT10N 

LOAN8TATU8 

INDIVIDUAL (fW(f'A) DECl!IHIEA PeR DIREC11VE 
NAME 2005 3/2002 

--... 
E1FL.oM9 

Addi U!JI Tllletle s.,..... 600,000 486,347 pus doubtful ln11nst and 
lnstament ol Butsuamlak principal are past 
due for more than 1 
vear 

AddUgr1 Y<J&Uf Abdela .. years 3,000,000 2.911,401 pull doublN lntenllt and 
1nstamen1 oe 
princtpal are put 
due tor mora lhan 1 

,lvear 

Edaga Eaeaya .. ,.,. 1.500,000 1,"26.784 ~ dDubthA ln1erellt and 
Instalment of 

Befal DeeaJe e. principal are put 
due for more lhan l 
I l/llaJ' 

Edaga l.uchla Ataklll 4yem 1.292.000 1,436,530 ~ do\btful lnlenllt and 
lnltalrnent of es.I pr1nctpaJ are pat 
cMI tor more than 1 
-r 

Ma8sawa DemXla 5yams 600,000 561,931 sl.llbMandard lo&s Interest and 
lnetalment of 

Hort.Fann pl1ncipal are past 
due for more 1hal'l 1 _, I 

Maasa>MI ~ &years 700,000 803,309 pus stbstandard lmmestand I 

lnttalment °' Agr.Plc princlpal are Piil 
due tor 9 month& 

Addi Kelh Sokwnon 5yeara 500,000 473,785 stbstandaro dolAltlul l1*lft&t and 

Aatatia 
IMIUnentof 
principal are past 
due for 18 rnonlh9 

Ubelty Mereb 5~ 1,2/f1 .500 989,879 pus dolAitful lnterelt and 
inStUMntol AVlnUe Corporation PflnClpal BAI past 

' due for moru INln 1 
Y81t 

ERC8 
AddlUgrt Gti9bru .,.,. 300,000 327,781 dOIAllful toes lrai.atand 

lnltalment °' G/HIMt prinClpal O'lel' 2 yNn!I 
oat due 

Cau• 

Lack of adequate guidance on loan classification at the branch level. 

Effect 

The bank may not establish proper loan loss provisions H the classifications are not performed 
correctly. This may, In tum, affect managemenfs assessment of the bank's credit risk. 

Agency-contracte ctoee-out audit ol USAID 
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Recommendation 

The need to have loan ratings or classifications for individual credits done accurately should be re­
emphasized to the branch staff and regularly reviewed for accuracy as senior management at Head 
Office rely on branch summaries for monitoring and decision-making purposes. 

Management comments 

The management of the bank will inform branch staff to make the classification according to Bank of 
Eritrea Directives. 

3.3.14 Lack of title documents 
Criteria 

BRANCH 

Liberty 
Avenue 

lJJWty 

Avenue 

l.hrty 

Avenue 

Edaga 
Beta! 

Edaga 

Baral 

Credit Policy No 11 - "Acceptable Securities· of the Commercial Bank of Eritrea Credit Policy Manual 
stipulates the kinds of securities that are suitable to collateralize a loan. In particular, the security 
must have a legal title so that the interest in it will pass on to the lender safely, unquestionably, 
without much complication and without undue trouble and expense. It should also be free of any 
encumbrances or claims by third parties. 

Condition 

We noted the following securities that were either supported by photocopies or lacked title 
documents. 

COMPANY OR LOAN 
INDfvtDUN.. CLASSIFICATION 

NAME 
Aamal'I loe8 
Footwear PLC 

H9dru & Family Losa 
PLC 

Z-yA.raya 1.oee 
Mlracti 

Adam Seid Pas 
Bega 

Al-Keeler lid Lole 
WefbPlC 

PricewaterhouaeCoopers 

AMOUNT Ol/T9TANDING SECURITY 
GRAHl&D BALANCE TYPE 
CNAKFAl (NAICfA) 

2.Cl25,168 2,025, 188 Bolldlng 

3,000,000 2.312,8B8 PiMt 
building 

620,000 509,830 Bltiig 

Plcki.., 

6-46 • ..00 1558,758 Agriculural 

llold 

2,264,530 2,720,662 Buik:llnll 

Agency-contracted cloee-out audit of USAID 
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SECURITY COMM£ NT 

VALUE 

923,000 Loan was forcomplellon d a 
faototy blJldlng ~ was 
also Iha collateral. 
Construcllon of lhe building II 
complete but the bonower 
has not folW8lded registration 
docunents for Iha building to 
lhebank 

4,251,900 No lftle docu'llenlll for 1n1s 
butldlnQ. The oredlt ftle only 
contains 11 copy of tile tlUe for 
I Dkll no 17 lllllmlll no 07·1 . 

290,000 There ara no tftle doe1.men1B 
lor 1hll bUlldlng. 

60,000 The borrower collected the log 
book for lhe vehlde on 
04/0711>6 lor reglltnl1lDn tM 
has not retumed ii !O dale, 

634,-426 BfBl'dl only has pholocopllll 
ol Oflglnat plan and cerOOcate 
1rom Mlrmlnl of A~. 

2,800,000 The CNClll file only c:ontalns a 
«Jf1f of cef1lftcala no 
3050201-003886 for this 
build Ina. 
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Shortage of staff and oversight by loan officers. 

Effect 

In the absence of proper title documents, it may be difficult to liquidate and realize the securities in 
case of default. 

Recommendation 

Management should ensure that original title documents are maintained for all collateral. 

Management comments 

It is the dally practice of the bank to keep original documents of the collateral. In some cases when 
the collateral is held on zm degree basis the original collateral document Is kept with the bank or 
branch of the first claimant. In this regard, the management of the bank will inform branches to check 
their files and make the necessary collection of original documents of the collateral. 

Agency-contracle cloee-oul audit of USAID 
l'860lWCell managed !JV the CSER and REU 



4 Independent Auditor's Report on Compliance 

The Rural Enterprise Investment Partnership (REIP) Board of Advisors 

C/O Commercial Bank of Eritrea 
P. 0. Box 219 Asmara- Eritrea 

We have audited the Fund Accountability Statement of the USAID resources managed by 
REU and CBER for the period from January 1, 2004 to December 31, 2005, and have issued 
our report on it dated August 30, 2006. We also reviewed the separate cost-sharing schedule. 

2 Except for not having a fully satisfactory continuing education program and not conducting an 
external quality control review by unaffiliated audit organization (as described in our report on 
the fund accountability statement), we conducted our audit in accordance with U.S. 
Government Auditing Standards issued by the Comptroller General of the United States. 
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 resulting from 
violations of agreement tenns and laws and regulations that have a direct and material effect 
on the determination of the fund accountability statement amounts. 

3 Compliance with agreement terms and laws and regulations applicable to REU and CBER is 
the responsibility of REU and CBER management. As part of obtaining reasonable assurance 
about whether the fund accountability statement is free of material misstatement, we 
performed tests of REU and CBER compliance with certain provisions of agreement terms and 
laws and regulations. However, our objective was not to provide an opinion on overall 
compliance with such provisions. Accordingly, we do not express such an opinion. We also 
performed tests of REU and CBER's compliance with certain provisions of agreement tenns 
and laws and regulations applicable to the provision of cost-sharing contributions. 

4 Material instances of non-compliance are failures to follow requirements or violations of 
agreement terms and 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 and the cost-sharing schedule. The results of our compliance tests disclosed the 
following material instances of non-compliance. 

• The annual financial audit of the REIP Program for the year 2004 was carried out in 
April 2006, more than one year after close of the fiscal year (December 31, 2004). 
This is contrary to the provisions of the Agreement which require that each audit be 
completed no later than one year after the close of the GSE's fiscal year (see 4.2.1 ). 

• The results of our tests disclosed material questioned costs, as detailed in the Fund 
Accountability Statement, of USS 176,980 that are explicitly questioned because 
they are in excess of the budget and therefore ineligible in the budgetary terms of 
the Agreement (see 3.3.7); USS 537 that is ineligible because of the personal nature 
of the expense (see item 3.3.5) and USS 108,922 that is not supported by adequate 
documentation (see items 3.3.2 and 3.3.3). 

5 We considered these material instances of non-compliance in forming our opinion on whether 
CBER/REU December 31, 2005 Fund Accountability Statement is presented falrfy, In all material 
respects, in accordance with the terms c:A the agreement and in conformity with the basis of 
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accounting described In Note 2.2.2 to the Fund Accountability Statement, and this report does not 
affect our report on the Fund Accountability Statement dated August 30, 2006. 

6 We noted one immaterial instance of non-compliance that we have reported to the management 
Qf REIP Programme in a separate letter dated August 30, 2006. 

7 This report is intended for the information of CBER/REU and USAID. However, upon release 
by USAID, this report Is a matter of public record and its distribution Is not limited. 

Prlcewatemousecoopers Agency-con1nlcte cloae-out audit of USAID 
resoun:ea managed by the CSER and REU 

Auaust 30, 2006 
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4.1 Work performed 
Our audit of the contract agreement included obtaining assurances that REU and CBER 
management complied with the contract agreement provisions. Procedures perfonned to test such 
compliance included the following: 

• a review of the contract agreement (including subsequent amendments), implementation 
letters and related regulations to identify those provisions and regulations, which could have 
a material effect on the Fund Accountability Statement. 

• audit procedures including detailed testing to confirm REU and CBER managemenrs 
compliance with these provisions and regulations. 

4.2 Findings and recommendations 
4.2.1 Timing of the 2004 flnanclal audit 

Criteria 

Under the Standard Provisions contained in Annex 2 of the Investment Partnership Agreement, 
Section 8.5 (C,2), it is stated that an audit of the funds provided under the Agreement shall be 
conducted for each fiscal year of the GSE. The audit shall determine whether the receipts and 
expenditure of the funds provided under the Agreement are presented in accordance with generally 
accepted accounting principles agreed to and whether the GSE has complied with the tenns of the 
Agreement. Each audit shall be completed no later than one year after the close of the GSE's fiscal 
year. 

Condition 

The annual audit for the year 2004 was carried out In April 2006, more than one year after close of 
the fiscal year (December 31, 2004). 

Ceu• 

Management explained tha1 it was generally understood that raquMts for audits were to be mado by 
USAID/Eritrea. 

Effect 

Non-compliance with tenns of the Agreement. However, this has no material effect on the Fund 
Accountability Statement. 

Recommendation 

Parties to the Agreement should comply with all its provisions. 

Management commenta 
It is generally understood that requests for audits were to be made by USAID/Eritrea. 

PrlcewaterhoulleCoope111 Agency-contracted clole-out audit ol USAID 
resources managed by the CBER and AEU 
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5 Report on the Cost Sharing Schedule 

The Rural Enterprise Investment Partnership (REIP) Board of Advisors 

C/O Commercial Bank of Eritrea 
P. 0. Box 219 Asmara - Eritrea 

1. We have reviewed the accompanying cost-sharing schedule of CBER/REU for the period 
January 1, 2004 to December 31, 2005. Our review was conducted in acconlance with 
standards established by the American Institute of Certified Public Accot-'1tants (AICPA). The 
purpose of our review was to determine if the cost-sharing schedule Is fairly presented in 
accordance with the basis of accounting described in the notes to the cost-sharing schedule. 
We also considered Internal control related to the provision of and accounting for cost-sharing 
contributions. 

2. A review consists principally of inquiries of recipient personnel and analytical procedures applied 
to financial data. It is substantially more limited In scope than an examination, the objective of 
which Is to express an opinion on the cost-sharing schedule. Accordingly, we do not express 
such an opinion. 

3. Based on our review, nothing came to our attention that caused us to believe that CBER/REU 
did not fairly present the cost-sharing schedule, in all material respects, In accordance with the 
basis of 8CCOl.l'lting used to prepare the cost-sharing schedule. Fur1hennore, nothing cane to 
our attention that caused us to believe that the recipient has not provided and accounted for 
cost-sharing contributions, in ail material respects, In acoordance with the terms of the 
agreement. 

4. This report is Intended for the Information of CBER/REU and USAID. However, upon 
release by USAID, this report is a matter of public record and Its distribution Is not limited. 

Auguet 3Q, 2006 

Agency-contracted cloee-out audit at USAID 
resources managed by Ille CSER and REU 
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5.1 Coat sharing schedule for the period January 1, 2004 to December 31, 2005 
5.1.1 Introduction 

As per the agreement entered into between the United States of America and the Government of the 
State of Eritrea on 30 September 1997(Section 3.2), the total estimated planned contribution of the 
Government of the State of Eritrea (GSE) towards Rural Enterprise Investment Partnership is not 
less than US$ 3,881,000. The GSE's contribution includes allocation of part of the Commercial Bank 
of Eritrea's (CBER) liquidity in excess of its loan portfolio requirements and in-kind contributions, 
subject to availability of funds to the GSE for this purpose. Alternatively, PL-480, Title Ill, local 
currency proceeds transferred to the Ministry of Construction for the purpose of rehabilitating 
secondary rural roads can be included in GSE's contribution. 

5.1.2 The coat eharlng echedule 

COST SHARING SCHEDULE 
Item Budget Actual I Shortfall aue.ttoned C08te Notee 

(USO) (USD) (USD lnelfglble Uneupported 

PL-480, Title Ill, local I 
CUl'f8ncy proceeds 
from monetization 14,685,268 - - -
Commercial Bank of 
Eritrea's lending 40,800,098 - . -
Jn kind contributions 
by CSER to the REJP - - - -
Total 3,881,000 55,485,384 . 

Management availed to us a letter dated February 11, 2005 written by the USAID/Erltrea Mission 
Director to the Regional Inspector GeneraVPretoria explaining that the above costs were allowed as 
cost share from the Government of the State Of Eritrea. 

1. PL-480, Tltle HI local currency proceed• from monetization 

This represents the local currency contribution from monetized Title Ill wheat which was sold and the 
proceeds utilised for the rehabilitation of secondary rural roads. The local currency proceeds from 
PL-480 Title Ill were transferred to the Ministry of Construction for the purpose of rehabilitating the 
secondary rural roads and, by 2002 a total of 221 Kilometers of road had been rehabilitated with the 
Title Ill funds. 

PricewaterhouseCoopers Agency-contracted cloae-<M audl\ of \JSAID 
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2. CBER lendlng 

This represents CBER's lending in the REIP target areas (excluding EIF & ERCS loans) during the 
life of the REIP Programme. 

3. In-kind contrlbutlona by CBER to the REIP 

These include salaries of employees seconded to the project, office space, equipment, telephones, 
and covering of computing costs. We could not assign values to the contributions in-kind because 
the requisite financial analysis was not readily available from CBER. 

PrlcewatertlouleCooper Agenc:y.conlrlct cloe4HJUt audit of USAID 
resources managed by the CB.EH and AEU 

48 



6 Status of prior year audit recommendations 

We have tabulated the audit recommendations and !heir implementation status arising from the 
Agency-contracted audit of USAID resources managed by CBER and REU under project number 
661-0009 for the period September 30, 1997 to December 31, 2003. 

Recommendation Implementation Stlltull 
Rural Enterurtse Urnt: 
Review of bank reconclllatJon 
ataternenta: Bank reoonclllatlon Implemented. Subsequent to 
statements are a key cash the 2003 audit, monthly bank 
management tool and should be reconclliatlon statements are 
revtewed by an appropriate offk:lal of prepared by the Finance 
the organlZatlon who Is Independent of Manager and reviewed by the 
their preoaratlon. Proaramme Manager. 
Documentation of minutes of 
meetlnp: Minutes form a record of 
discussions held at staff meetings and 
should therefore be documented. Any 
milestones or action points agreed 
upon during these meetings should be 
documented for follow-up at 
subsequent meetings. Without such Implemented. Minutes of 
records, the trail of agreed action technical committee meetings 
oolnts mav be lost to the oarttcloants. now documented and llled. 
Tagging of ftxed ..... : The tagging 
should be done In a more permanent ' 

manner. For example, lndellglble Ink Implemented. Fixed assets now 
ma'!/ be used. marked with indeligible Ink. 
Commercial Bank of Eritrea: 
Monttortng of loan performance: 
The banks loan committee or a newly 
established credit committee, reporting 
directly to the Board of Directors, 
should be charged with the express 
reaponslbillty ol monitoring the bank's Not implemented. We did not 
credit risk after initial loan approvals see any documented evidence 
have been granted. Additionally, In of monitoring the loan 
carrying out its monitoring, the REU performance at the head 
should liaise with local CBER branches quarters level. Management 
to establish Individual loan movements explained that this was a role left 
in order to corroborate information to branch managers. See item 
obtained from the loan recipients. 3.3.8 of this report. 

Agency-contracted clos&oot audit of USAID 
resources managed by the CBER and REU 

Management 
Comments 

Matter closed. 

Matter closed. 

Matter closed. 

At the beginning of 
2005, the 
management at the 
bank decided to 
place two additional 
staff in the Credll 
Administration 
Division. They 
joined in March 
2005 and were bolh 
assigned wort< In 
monitoring and debt 
recovery functions. 

I 
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Recommendation Implementation Statue 
Computerization of the bank'• 
•ymlem•: Banks need rellabte Partially Implemented. As part 
management infonnatlon on their of its computerization efforts, the 
financial performmwe. Large bank has installed computers at 
transaction volumes, the need for some of its branches (e.g. 
accuracy, the rapid development of Massawa, Edaga, Keren, and 
new products and the Integration of a Adi Keih}. There ls still need for 
wide range of services has created a computerizing the banking 
need for Increasingly sophisticated system and training the end 
computerized systems. CBER should users. This ls, however, a long 
consider investing In computer and term pro!ect. 
telecommunlcattons technology to 
support operations and provide timely 
Information. Alternatively, In the short-
run, the bank may, with the help of 
experts, dealgn simple databases or 
redeslgn the current electronic 
spreadsheets In order to produce 
appropriate credit management 
information lor monitoring and 
decision·makina. 
Minimization of collateral rlek: We 
recommend that the bank strictly follow Partially implemented. Collateral 
its pollc:y on valuation and Insurance of risk is, in many cases, still 
loan collateral. In particular - The considered at the point of 
Bank ot Eritrea Issued Directive No. lending. We noted instances 
3/2002, Paragraph 6 on Treatment of whereby the collateral pledged 
Collateral. Sub-paragraph 6.3 states, had not been inspected or 
"Collateral oan be valued with insured subsequent to the loan 
reference to aucfrted financial disbursements. See items 
statements Of the borrower or by using 3.3.11 and 3.3.12. 
approved valuation experts or through 
on-site inspection and appraisal by the 
bank concerned. Since provisioning 
requirement in respect of Non 
Perfonning Assets (NPAs) is 
assessed, taking inlc account the 
value of the collateral, duly discounted, 
it is necessary that the bank's 
management should give utmost 
Importance to the valuation of the 
collateral". 

Rating •nd categorization of loana: Partially implemented. 
The need to have loan ratings or The errors noted as at 31 
classifications for individual credits December 2003 were corrected. 
done accurately should be emphasized We, however, noted some new 
to the branch staff and regularly Instances of loan 
reviewed lor accuracy as senior misclasslflcations (see Item 
management at Head Office rely on 3.3.13). 
branch summaries for monitoring and 
decision-makina Durooses. 

PrlcewatertlouseCoopers Agancy-contracte cloae-out audit of USAID 
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Man•gement 
Comments 

· Computerization of 
the bank's systems 
needs a long time lo 
implement. For the 
time being, the 
management of the 
bank has started 

I 

Installing computers 
at the branOh leVel, 
which will be very 
Important In 
handling and 
monitoring of loan 
records. 

' 

The management of 
the bank considers 
collateral as a 
secondary source of 
loan repayments. 
Upon sanctioning of 
the loans, lending 
officers, In 
collaboratlon wfth 
the bank's engJ\eer, 
make conservative 
property estimations 
in order to minimize 
loan risk. 

As mentioned in the 
prior year's audit 
report. clasalficatlon 
and rating of loans 
are done at the 
branch level and the 
misclassiflcatlons 
made asat31 
December 2003 
were corrected. 

50 



Recommendation lnmlementatlon St.hie 

Requirement fof annual 1udlta: 
Parties to the Agreement should Partially Implemented. The 
comply with an Its provisions. The financial audtt for 2004 was not 
Investment Pat1nershlp Agreement peffonned within the time limits. 
requires an annual aualt If USS See Item 4.2.1. 
250,000 or more Is disbursed directly 
under the program. We were not 
presented with any written waivers of 
the condition. 
Co8t ehlring contribution: 
Before the end of the Agreement Implemented. Cost share 
period (Seplamber 30, 2005) the approved by USAID/Erftrea. 
GO\lemment of the State of Erilr8a 
through the RE1P Advlsoty Board 
should produce evidence that they 
have attained the coat ehare 
contribution and oresent this 10 USAID. 

Agency-contract~ audit d USAID 
181100tC81 managed by lhe CSER and REU 

MeNlgenMlnt I 

Commentll 
Further, with the 
establishment of the 
monitoring unit 
within the Credit 
Administration 
Division, the 
controlHng funotion 
ln this area wlll be 
strengthened. 

It Is genBf'Blly 
unders1ood that 
USAIO requests for 
the REIP audits. 

Matter ctoeed. 
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Appendix I - CBER Lending end Openitlone 

,I 

Income: 

USAIDgrant 
Total Income 

- ,._lture: 

CBER lending and 
ooeratlons 
Tobll n:Dllftdltl.n 

Overall Budaet Actual2004 
USO USD I 

4,904347 545,320 
4.904..347 64&.320 

4.904.347 545.320 
4.904,347 ' 646.320 

Agency-contractacl clole-out audit ol USAID 
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Actual 2006 ~otal 

USO USD 

I 

.204,123 749.443 
204.123 749,443 

455,971 1,1001.291 
465.971 I 1 ~001.291 I 

,1 



Appendix II - REU Program and Operatlone 

Overall Actual 
Program 

Budget Notes 
USD USD I 

Revenue: 
USAIO Grant 1,649000 285,606 
Gain on exchange rates . 148 1 
Total Revenue 1,849,000 285,754 

coma lncurrecl: 
REU - Program Management 

1,312,000 261,983 
Assistance to Enterprises 

337.000 6 82.9 2 
Total C0918 lncurrecl 1,849,000 268,812 

Out.tandlng Fund Balance 

- 1·8,942 
R~edby: 

Cash Account No. NTR n20 
. 705 

Cash Account No. 8386 - 18,028 
Petty cash (REU Asmara Office) 

- 108 
ZobaAnseba - 101 I 

Total - 18.942 

Notes 

1. The exchange gains (and losses) arise due to the fact that funds are transferred in US Dollar 
and received by REU in Naida. The reimbursement of monthly claims made by REU may be 
more or less depending on exchange rates on the date of making the claim and the 
exchange rates on the date of actual receipt of the reimbursement. REU also revalues its 
expenses at the end of the year and gains or losses may arise. 

2. These are grants which were given to Mlbrak Kahsay (Integrated Farming Project, Aligider, 
T esenei) and Small Scale Garment Manufacturing Enterprise (Asmara) through direct 
assistance from the Rural Enterprise Unit. US$ 3,556 and US$ 3,273 were advanced in 
2004 and 2005, respectively. 

Prlcewatel'houseCoopers Agency-<:a1itractad ~audit of USAID 
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Appendix Ill - Budget Ve Actual Anelyele 

oven.II Actualto I .Actual Budget Ve 
Program 2003 2004/2005 Actual 

Budget 

USD USD USD USO 
Revenue: 
USAID Grant 11,588,347 . 10,063,156 1,035,198 489,991 
Total Revenue 11,688,347 10,083,158 1,036,198 489,991 

Com Incurred: 
CBER lending and Operations (See 
Appendix I) 4,904,347 4,080,036 1,001,291 (176 980). 
AEU Program and Operations (See 
Appendix II) 1,849,000 987,385 288,812 392,803 
Program Modifier (See Appendix Ill) 5,035,000 4,999,863 . 35,137•• 
Total Coste Incurred 11,588,347 10,087,284 1,270,103 260,980 

Outstanding Fund Balance .. (4,128) (234,905) 239,031 

• Total excess of disbursements over budget is US$ 176,980. We understand from management that 
reimbursement claims amounting to US$ 251,848 have been submitted to USAID and are still 
pending. We, however, did not obtain any official communication on the pending claims. 

•• This budgetary allocation is considered by management to have been exhausted by CBER 
through the USAID Technical Assistance. It Is shown here as a budget surplus because the 
donations were made in-kind by USAID. 

PricewaterhouseCoopers Agency-contracted clo8e-out audit of USAID 
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Appendix IV - Summary of Loan Reflow• and Non•xpendable Aeeete H at December 31, 
2005 

a) Balances of loan reflows from EIF and ERCS held at CBER branches. 

Branch Prlnclnal Int.reel Prlnclnal 
Naida Nlikfa USO 

ERCS: 
Adi Keih 10,147,377 1.882,650 676,492 
AdiUari 403 698 139.933 26,913 
Aoordat 1 273.651 272,703 84,910 
Barentu 12,134,893 1,878988 808,993 
Edaaaberai 147,000 13906 9800 
Liberty 
Avenue 1,759 057 307,874 117,270 
Tessenel 14,950192 3,422,740 996,679 
Sub-total 40,815,888 7,811,794 2,721,058 
Elf: 
Adi Kelh 41,832 89668 2,789 
AdlUarf 1 687,701 986ns 112.513 
Agordat 693,608 383.102 46,241 
Barentu 1,223110 258,157 81.541 
Ed&aaberal 1,020,702 683.680 68,047 
Liberty 
Avenue 3,694.638 1,364,217 246,309 
Tessenei 517.205 340,824 34,480 
Afabet 142 215 39,885 9481 
Massawa 
Main 979,594 392,128 65,306 
Assab Main 348,018 74330 23201 
Dekemhare 16,447 2.873 1096 
Keren 4,094 961 1,103,252 272 997 
Sub-total 14,480,031 5,718,892 984,002 
Total 55275.889 13.837488 3.885080 

b) Non-expendable assets (USAID Technical Assistance) 

OescrtDtlon 

Grant for purch ... of eaulnment: 
REU - EQUIDment 
Sub-total 

Direct DUrchl• 
Continaencv - REU 
SUb-total 

Agency-oontracted close-out audit of USAID 
reeouroea maf\a1j8d by the CBER and REU 

lntentet 
USO 

125,510 
9.329 

18180 
125,266 

927 

20,525 
228,183 
527,920 

5,978 
65,785 
25,540 
17,210 
45579 

90948 
22;122 
2646 

26142 
4.955 

192 
73.550 

381,248 
909.188 

Colt 
USD 

17,488 
17,488 

20881 
20,881 



DMcriDtlon 
I 

REU Mtabllahment &: operation 
Eauloment 
Fumlture 
Sub-total 

DonatlOM by US.AID In kind 
REU - Vehicles 
AEU - Equipment 
REU - Furniture 
REU - Computers 
CSER - EaulDmenl 
Sub-total 
Total* 

• See Appendix V for a detailed analysis. 

Agency-contracted c:ICJM.oli audit of USAID 
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44655 
18,843 
84,379 

71,000 
14 704 
4814 
10610 

183.833 
284.1111 
381.828 



Appendix V - Detailed Llatlng of Non-expendable Aaaeta 

co.tin Costin 
Dac:rlDtlon Quantltv Nakfa USD 

Rural Enterprlae Unit 
Direct DUroMM under the REU contl . 
Toyota Double Cabin LN 166-0021952 
(Chassis Number), 384685126 
(Engine Number), ER-03-10444 (Plate 
Number) 1 147,529 20881 
Sub-total 147.529 20.881 
ln·ktnd donatlona by USAID • 
vehlclea: 
Toyota Double Cabin LN 1060133401 
(Chassis Number), 3L-.4084436 
(Engine Number), ER-oa-09782 (Plate 
Number) 1 136800 19000 
Toyota Double Cabin LN 1060134554 
(Chassis Number), 3L-4100369 
(Engine Number), EA-03-09783 (Plate 
Number) 1 136,800 19,000 
Toyota land Cruiser H 2580-0029391 
(Chassis Number), IH2-0193597 
(Engine Number), ER-03-0984 (Plate 
Number) 1 237,600 33,000 
Sub-total 511.200 71,000 
In-kind donaUona by USAID .. Furniture: 
Conference table chairs (12) and 
swivel chairs (41 
Conference table 
Desks wtth extension 
FUlna cabinets 
Sub-total 
In-kind donatJone by US.AID .. 
Computere: 
Dell Optllex GXI Pentium Ill CP 
(Barcode 639) 
Dell Optllex GXI Pentium Ill CP 
{Barcode 723} 
Dell Optllex GXI Pentium Ill CP 
fBarcode 743) 
Dell Optllex GXI Pentium Ill CP 
(Barcode 740) 
Dell Optllex GXI Pentium 111 CP 
(Barcode 877) 

Dall Optllex GXI Pentium Ill CP 
(Barcode 1046) 

PrlcewatefhouseCoopera 

16 . 1,452 
1 . 598 
4 .. 2,164 
3 .. 800 

4,814 

1 - 1455 

1 - 1455 

1 - 1.455 

1 . 1,455 

1 - 1,455 

1 - 1 455 

Agency-<X>ntracted cloee-out audit of USAID 
tetourcelJ managed by lhe CBEA and RElJ 

Location 

Massawa Branch of REU 

Barentu Branch of REU 

Keren .Branch of REU 

REU Head Offlee Asmara 

REU Head Office, Asmara 
REU Head Office. Asmara 
REU Head Office Asmara 
REU Head Office, Asmara 

Massawa Branch of REU 

REU Head Office. Asmara 

AEU Head Office, Asmara 

Keren Branch of REU 

Barentu 8rencl'I of REU 

REU Head Office, Asmara 



Coat In Costin 
Dncrlptlon Quantttv Naida USD 

Dell Monitor Model No. M780 (Barcode 
744) 1 - 320 
Dell Monitor Model No. M780 (Barcode 
827) 1 - 300 
Dell Monitor Model No. M780 (Barcode 
913) 1 - 300 
Dell Monitor Model No. M780 (Barcode 
1460) 1 - 320 
Dell Monitor Model No. M780 (Barcode 
1461) 1 - 320 
Dell Monitor Model No. M780 (Barcode 
1462) 1 - 320 
Sub-total 10.610 
REU eetabllehnwit a aperatlon: Furniture: 

Chairs 

Desks 

Tables 

Assorted furniture 

Assorted Furniture 

Assorted Furniture 

Assorted Furniture 
Sub-total 
REU EaulDment: 
Canon 6216 Copier 
Canon L-90 Fax Machine 

APC. Smart Back Up, UPS 650 VA 

Canon NP-6317 Desktop Copier. NP 
Toner, 10 
Canon NP-6035 Desktoo Cooier 
Components of NP-6035 
Oesktoo Pentium 4 
Server Pentium 4 
UPS 1000VA 
Vision Graohic 14 • 
HP Printer 
UPS 
Dell OotlDlex G x M 5133 
Dell Ootiolex GL 5133 

PricewaterhouseCoopers 

62 42,021 4,082 

5 30,250 2,938 

20 13 709 1,332 

21 28,005 2,720 

26 23,905 2,322 

56 26,256 2,550 

57 31,511 2,899 
195,857 18,843 

1 28,800 3,186 
1 9.800 1.084 

6 31,470 3,481 

1 - 3,257 
1 - 14,500 

24500 2,710 
4 176 600 19,755 
1 97000 10.729 
2 23000 2.544 
4 - 500 
1 - 500 
4 - 2,050 
5 - 8075 
1 - 1,129 

Agency-contracted close-out audit of USAID 
resource& managed by the CBEA and RfU 

Location 

Massawa Branch of REU 

Barentu Branch of REU 

Keren Branch ol REU 

REU Head Office Asmara 

REU Head Office Asmara 

REU Head Office, Asmara 

REU Head Office. Asmara 

REU Head Office Asmara 

REU Head Office Asmara 

REU Head Office, Asmara 

Massawa Office of REU. 

Keren Office of REU. 

Barentu Office of REU. 

Keren Branch of REU 
Massawa Branch of REU 
Asmara/Keren/Massawa/ 
Barentu 

Massawa Branch of REU 
REU Head Office, Asmara 
REU Head Office Asmara 

REU Head Office, Asmara 
REU Head Office. Asmara 
REU Head Office Asmara 
Asmara/Keren 
REU Head Office Asmara 
REU Head Office Asmara 
REU Head Office Asmara 
REU Head Office Asmara 



Deacrlptlan 
IBM G-70 Colour Monitor 
Toshiba Lao too 
Suboototal 
Total REU Auetll 

Commercial Bank of Eritrea: 
Office Equipment (Program 
ModHler): 
Note Counting Machines 
Adler Desk Too catculators 
Photocoov Machine - NB8020. 
Sub-to1111 
USAIO..ACDllVOCA Technlc.I 
Aaalltlince: 

Computers end Software 

Furniture and flttlnas 

Assorted Electronic Eauipment 
No1e Countlna Machines 
Sutt..total 
Total CBER A8Mt9 
GRAND TOTAL 

Costin Costin 
Quantltv Nakia USO 

1 6,275 694 
1 23,980 2652 

423,425 '78.847 
.202,SIH I 

18 409.500 30.221 
20 50,000 3.690 

1 41,600 3,070 
501,100 36,112 

Various 1,512,925 111 855 

VarioUs 137,550 10,151 

Various 160,397 11,837 
10 169780 13208 

148,861 
183.833 
388.828 

Agency-<XJnlract ctoee-out audll of USAID 
reeouroe1 m11111ged by 1he CBER and RE\J 

Location 
REU Head Office, Asmara I 

REU Head Office, Asmara 

I 

. 
CBER, Asmara 
CBER. Asmara 
CBER,Asmara 

Dispersed in Bii branches of I 
REU. Full 1181 of Individual 
items availed. 
D(spersed In all 'branches of 
REU. Full list of lndMdual 
Items availed. 
Dispersed In all 1branches of 
REU. FuU list of lodlvldual 

. items availed. 
CBER Asmara 



U.S. Agency for International Development 
Office of Inspector General 
1300 Pennsylvania Ave , NW 

Washington, DC 20523 
Tel: (202) 712-1150 
Fax: (202) 216-3047 
www .usaid.gov/oi g 




