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review of cash systems and transactions.

We visited the first District and met the District Commissioner and all staff involved as
highlighted in the Annexes. We documented system notes and the authorisation procedures
in place at MoF, MolFA and CBS.

During our District visits, we verified expenditures and checked compliance to the financial
policies used in in the management of project funds. We carried out substantive audit tests on
expenditure sampled on the requisition stage, payment stage and during the actual
accounting and recording of the entries. We checked approval procedures in place,
segregation of duties, eligibility testing to support documents and project purposes.

We have carried out physical verfication of assets procured from the project funds. We
checked the existence and accuracy of fixed asset registers, condition of the assets and
whether the assets were tagged or not.

We have verified 100% of the payments made to the consulants by reviewing the contracts,
proof of payments and aslo had face to face meetings to ensure that payments were made to
individuals contracted.

We had a closing meeting at the end of the visit to share the observations noted and
recommendations.
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2.0 Detailed Findings
2.1 Federal Government Financial Management Procedure Observations

We have visited the Ministry of Interior and Federal Affairs (MolFA), the Accountant General Office
and the Budget Department of the Ministry of Finance (MoF)

Here is the summary of the financial management procedures in place:

e Fund Requests are done through the amendment of the letter of agreement between the
Ministry of Interior and Federal Affairs (MolFA) and UNDP. Budgets attached do not indicate
the national budget lines

e Funds from UNDP are sent directly to single treasury account. There is no designated
account in the single treasury for the PBF project. It is received in a pooled account used for
Government revenues.

e Accountant General ensures that the funds for PBF are not used for other purpose by
checking the balance available and amount held for PBF project before issuing cheques.

e The MolFA sends a request letter to the Ministry of Finance (MoF) to transfer the entire
amount received to MolFA Bank account in the Central Bank of Somalia (CBS).

e Director General of the MoF includes the amount requested in a General Warrant Expenditure
(F16) used for Government Services budget head. The PBF project does not include the
expenditure budget of FGS; there is no specific expenditure budget heads and specific
expenditure warrant for PBF.

e Director General of MoF, issues Payment voucher (F3) for the amount request and sends to
Accountant General office.

e The Accountant General approves the payment voucher (F3) and prepare payment
instructions and sends to the Central Bank

e Central Bank of Somalia deposits the funds to MolFA Bank Account in the Central Bank

e MolFA prepares a payment voucher and a pay list for consultants’ salaries and district
expenses including the bank account numbers and send to the Central Bank for processing
without involvement of MoF and the Accountant General or the Auditor General.

e CBS Deposits the Salaries of the consultants and District expenditures to their bank accounts
held at Dahabshiil Bank (Hawala Branches) and submits the proof of deposits to MolFA.

e MOIFA keeps the copy of proof of payment.

e MOIFA submit a financial report and the copy of the supporting documents to Accountant
General for review before requesting the transfer of next funds.

The observations noted are as follows:
2.1.1 Observations on Fund flow

2.1.1.1 Project budget does not indicate the national budget lines

The ToR states “Based on the Somalia UN MPTF operational arrangement for the fast track window,
the MPTF Office, as Administrative Agent (AA) of the UN MPTF, will transfer the funds to the Central
Bank, upon receipt of:

a) Approved fund transfer request, which will clearly note the national budget line(s) against
which this support is being directed”.

However, we have noted that the budgets attached in the fund requests sent to UNDP do not indicate
the national budget lines. We have been informed that the PBF project expenditure lines are not
incorporated in the national budget, but only the income has been included in FGS budget.

Recommendation

We recommend the PBF should have a unique expenditure head in the FGS budget and the entire
fund request should clearly note the FGS budget lines.
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2.1.1.2 Lack of use of Designated Account in the Single Treasury

In Article 2.1a of the ToR it states that we are required to “carry out review of all funds received from
the donor to the FGS, from the time the funds reach the specified Designated Account (DA) of the
Government’s Treasury Single Account (TSA) at the Central Bank of Somalia (CBS) to the time the
funds are disbursed to the authorized representative of the Ministry of Interior and Federalism (MolF)
or to beneficial recipients, as is expected to the case with individuals remunerated under activity 3.3”

However, we have noted that the PBF Project does not have a Designated Account in the
Government Single Treasury Account. Funds are received in the pooled account that the government
uses for the revenue collections. We have been informed that the Accountant General ensures that
funds received for this project are not used for any other purpose by checking the balance available
before issuing cheques and funds held for PBF project.

Recommendation

We recommend a Designated Account (DA) has to be created in the single treasury account to
comply with the requirement of project agreement and to avoid the risk of project funds being mixed
the other government revenues.
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2.1.2 Observation on Payment Process
Section 3 of Peace Building Fund (PBF) Financial Procedures states:

3.1 Financial management guidelines for Salaries & Expenses

The budget and payment process for salaries and expenses will be based on the established system
in the Ministry of Finance and aligned to the SFF procedures, which is as follows:

Step 1: Ministry/Agency submits proposed payroll and expenses to the Director of Budget;
Step 2: The Director of Budget cross-checks to budget before authorizing the payment;

Step 3: Ministry/Agency submits an expenditure warrant to the Accountant General, requesting
payment against the authorized pay list;

Step 4: The Accountant General submits the expenditure warrant to Auditor General for verification
before approving the warrant;

Step 5: Ministry/Agency submits a payment voucher to the Accountant General against the approved
warrant and pay list. There are two signatories to the payment voucher at the
Ministry/Agency level: the Director General and the Director of Administration & Finance;

Step 6: Accountant General signs against the payment voucher, authorizes payment.

3.2 & 3.3 Payment system for Salaries and district administration expense ($5,000)

Step 1: Ministry of Finance submits approved payment voucher to CBS for processing;

Step 2: CBS Director of Accounting reviews payment voucher and authorizes funds to be transferred
from the Single Treasury Account to the Ministry of Interior account.

We have noted the following observations in the payment procedures
2.1.2.1 Ministry of Finance not involved in the payment process.

Once funds are received the whole amount is transferred to the MolFA Bank account in the Central
Bank and all payments are made through payment vouchers prepared by MolFA and submitted to the
Central Bank directly without involvement of Ministry of Finance. Therefore, the steps in the above
articles are not in practice.

The project manager has informed us it is practically impossible for the Ministry of Finance to get
involved in each payment process and the project board of management are aware, however no
written justification were provided.

Recommendation

We recommend the financial procedures should be applied. If there is practical difficulty in the
application of these procedures there should be written justifications or the procedures to be revised.

2.1.2.2 Expenditure warranting process not verified

As required in step 3 and 4 above, every payment in the government system is required to be
approved by the Auditor General and Accountant General through Expenditure warrants (F16).
However we were not able to verify the warranting process because PBF project expenditures are not
included in the FGS expenditure budget, (the expenditure related to this project are recorded in the
General Government Services budget head) and we have been informed that a general warrant is
used for authorizing the transfer of PBF funds from Single treasury account to MOIFA bank account.
The amounts related to PBF cannot be traced in the warrants approved by the Accountant General
and Auditor General and was not attached in the payment voucher availed for verification.

Recommendation

We recommend every payment voucher for this project has to be supported by an expenditure
warrant and to make this possible the PBF project should have unique expenditure heads in the
budget as with other projects in the government budget.
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2.2 Warsheikh District Expenditure Verification Observations

2.2.1 Expenditures not in the activities budgeted for the project

Description

The project guideline contains the categories of activities that can be used for incurring expenditure

However, we noted that a number of items of expenditure claimed are not in the activities list as
detailed in the table below:

Date Ref Description Amount USD
23/12/2015 | 6016 Mettle sheets for covering the stage of the District Playground 385
23/12/2015 | 6016 Wood 54
23/12/2015 | 6016 Wood 63
23/12/2015 | 6016 Plastic tubes for covering the stage of the District Playground 51
N/A N/A Musician team(Mogadishu Band) 600
15/01/2016 | 002 Media (SNTV) 250

Recommendations

We recommend that only expenditure types included in the annex IV of Peace Building Fund (PBF)
Financial Procedures are charged to the project.
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2.2.2 Inadequate supporting documentation
Description

Key requirements in ensuring an accurate and complete set of financial files are effective financial
control policies and procedures. An important financial control is ensuring all payments are supported
by adequate documents such as invoice, receipts, agreements, delivery notes etc.

Article 3.4.4 states that delivery notes and purchase orders are to be filed against procurements
conducted.

However, we noted that none of the assets purchased in this project have delivery notes and
purchase orders.

Date Ref Description Amount Budget Line Missing Documents
usD

7/10/2015 377 | Hp printers 96 | Office Equipment | Delivery note and
purchase order

7/10/2015 377 | Big printer(All 110 | Office Equipment | Delivery note and
in one) purchase order

7/10/2015 377 | Samsung 300 | Office Equipment | Delivery note and
mobile purchase order

20/11/2015 | 086 | Office table 150 | Office Equipment | Delivery note and
purchase order

20/11/2015 | 086 | Office chairs 204 | Office Equipment | Delivery note and
purchase order

20/11/2015 | 086 | Small meeting 150 | Office Equipment | Delivery note and
tables purchase order

385 | White board 130 | Office Equipment | Delivery note and

purchase order

Recommendations

The management should ensure that adequate supporting documents are maintained to support all
costs declared in the expenditure list. Supporting documentation should be properly filed and securely
kept. The documentation should form the basis for effecting payments and recording costs in the
accounting system. It would be useful to develop mechanisms to assist officers obtain all necessary
supporting documentation required for various transactions.
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2.2.3 Lack of segregation of duties
Description

Key requirements in ensuring an accurate and complete set of financial files are effective financial
control policies and procedures. An important financial control is effective segregation of duties to
ensure that individuals responsible for authorizing or approving expenditure are not also directly
involved in payments.

Article 3.4.1 of the Project Guideline requires that the level of authorities and signatories approving
the expenditure and issuing checks to vendors have been identified.

We were not able to verify the individual and the level of authority of those approving the payments
because no payment vouchers were used initially. However, after the start of using a payment
voucher in January 2016, the payment voucher lacks the preparer, reviewer and approver section that
is supposed to document the segregation of duties.

Recommendations

In order to ensure that adequate control is exercised over expenditures, the District management
should segregate duties in preparing, reviewing and approving payments. It could do this by the use
of a payment process which the secretariat prepares and submits to the Deputy District Commissioner
for review and then submits to the District Commissioner for approval. Payment vouchers should be
signed by each staff involved in the process as evidence of segregation of duties applied. The
payment vouchers should be serialized for ease of identification.
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2.2.4 Lack of Cashbooks and Bank Reconciliations
Description

Key requirements in ensuring an accurate and complete set of financial files are effective financial
control policies and procedures. An important financial control is carrying out regular reconciliations
between bank statements and cashbooks to highlight any errors or discrepancies as well as reducing
the risk of fraud. However, we have identified that there is no cashbook and no bank reconciliations
prepared on a monthly basis.

Recommendations:

In order to ensure that adequate control is exercised over expenditures, the District management
should ensure separate cashbooks are prepared for each bank account and monthly bank
reconciliations are carried out by reconciling the bank account balances to the cashbooks.
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2.2.5 Weaknesses noted in asset management:
Description

An important control procedure in the custody and maintenance of fixed assets is to ensure that the
identification numbers on the assets are accurately recorded in the fixed asset register. This makes it
easier to track the assets from the physical location to the assets register and vice versa.

However, we noted that the assets are not tagged and the asset register lacks important information
such as tag number, location of the assets, supplier/invoice details.

Recommendations:

The District management should ensure that the fixed assets register is properly prepared and
maintained. At minimum, the details in such a register would include, among other details, the asset
category and description, location, identification number, date of acquisition/disposal, supplier/invoice
details and serial number.

We also recommend that assets should be clearly tagged with donor and fixed assets registers
regularly updated and an annual physical verification should be carried out.
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2.2.6 Excessive use of cash payments
Description

An effective measure in achieving an accurate set of financial files is reducing the reliance on cash
payments wherever possible. This is because cash is associated with a higher degree of risk and
error compared to other payment methods. These risks include fraudulent activities and the potential
for individuals to misappropriate funds.

Article 3.4.2(d) of the project guideline states that payments will be made by cheques to reduce the
reliance on cash transactions. During our monitoring visit we noted that all transactions are made in
the form of cash.

Recommendation

We recommend that the district starts to issue payments through cheques, at least, for the larger
amounts to mitigate the risk of using cash
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2.2.7 Weaknesses noted in petty cash management
Description

Article 3.4.4 of the project guideline states that a fixed amount of $500 is to be used for the monthly
petty cash and a ledger is to be maintained to track the petty cash spending. It also further states that
a safe box is to be in place to have the petty cash in a secure place.

We noted that neither a safe box for petty cash nor a ledger to track the movement of the petty cash,
is maintained.

Recommendation

We recommend that a safe box is urgently put in place to mitigate the risk of theft and loss. A ledger
should also be maintained to record petty cash movement.
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2.2.8 Lack of monthly expenditure reporting
Description

Article 3.4.2(g) of the project guideline states that a monthly expenditure report, in line with the
budget, is to be submitted.

However, we have noted that only the original supporting documents and a list of the expenditure are
submitted to the Ministry of Interior and Federal Affairs at the end of every month. A report in line with
the budget is not submitted

Recommendations:

We recommend that detailed monthly expenditure reports are submitted to the Ministry to ensure that
the District implemented the activities as per the budget.
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ANNEXES
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Annex1: List of people met during the visit to the Federal Government Ministries

No. Name Designation Ministry/Organization
1 Sagal Mumin Project Manager MolFA

2 Jamal Yusuf Finance Offier MolFA

3 Ahmed Mumin Accountant General Accountant General Office
4 Mohamed Hussein Director of Treasury Department Accountant General Office
5 Ahmed Adan Director of Budget MoF

6 Abdikarim M Hussein Deputy Director of Budget MoF
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Annex 2: List of People met in Warsheikh District Expenditure Verification Visit

No. Name Designation Organization

1 Ahmed Hussein District Commissioner Warsheikh District

2 Abukar Abdirahman | Deputy District Commissioner/Admin and Finance | Warsheikh District

3 Mohamed Ali Secretariat Warsheikh District
4 Fatima Abdullahi Consultant Warsheikh District
5 Abdullahi Omar Consultant Warsheikh District

20
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Report of Factual Findings
6 June 2016

UNDP Somalia

United Nations Office at Nairobi (UNON) Complex
UN Avenue

Gigiri

Prefab Block D5

PO Box 28832

00200 Nairobi, Kenya

Dear Sir / Madam,

Following our inception report and monthly reports for February and March, we present our third report.
In accordance with the terms of reference agreed upon, our report is based on factual findings, with
respect to the expenditure verification of Bule-Burte District.

Summary of findings

No. Description Reference no.
1 Inadequate supporting documentation 3.1
2 Lack of segregation of duties 3.2
3 Lack of Cashbook, Bank statements and Bank reconciliation 3.3
4 Weaknesses in asset management 3.4
5 Excessive use of cash Payments 35
6 Weaknesses noted in petty cash management 3.6
7 Lack of monthly expenditure reporting 3.7
8 Weaknesses noted in budget Utilization/Prioritization 3.8
9 Failure to Stamp Support Documents with “PAID” 3.9

Funds Received:

Date Description Amount USD
Nov-2015 First running cost covering Nov — Dec 2015 5,000
Dec-2015 Second running cost covering Dec 2015 — Jan 2016 5,000
Jan-2016 Third running cost covering Jan — Feb 2016 5,000
March-2016 Fourth Running cost covering March — April 2016 5,000
Total 20,000

Bule-Burte District has received 4 months of running costs during the period. However, we were unable
to verify if the District had received these funds in their bank account as we were not provided with the
bank statements despite various requests during our fieldwork. Therefore, we were not able to ascertain
if the Central Bank deposits the money to the District's bank account and how the District withdraws
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these funds for use in their activities. We have verified the first three (3) running costs given. The fourth
running cost had not been liquidated and reported to MOIFA during our visit.

We note that the Districts have a similar Financial Management, Monitoring and Controls system which
has led to similar weaknesses arising given that the source of their Financial guidance is coming from
the MolFA. We also believe that the Ministry needs to understand the weaknesses we have highlighted
in this report so that they can provide additional guidance and support to the Districts going forward.
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1.0 Scope of Work
The scope of work is defined across the following work streams:
a) Monitoring of Flow of Funds and FGS Payment Processing

i) Carry out a review of all funds received from the Donor by the FGS and ultimately to the
final recipients.

i) Carry out review of controls related to the flow of funds.

iii) Carry out review of documentation providing evidence of funds received by authorized
representative of District Administration.

iv) Review and provide recommendations on the adequacy of the existing Financial Systems
and Procedures (workflow and document flow) and compare to best practice.

b) Verification of Payments to Consultants and Experts

i) Examine contracts for four consultants and experts to determine if payments made are
consistent with the contract with respect to period of time, payee and amount.

ii) Perform enquiries and procedures to assess whether payments were made to individuals
contracted.

c) Verification in the Field: Site Visits to Districts
i) Carry out six site visits to selected Districts over a six month period.

i) Perform enquiries and procedures to assess whether cumulative expenditures made
against running costs are consistent with the appropriate budget for each line item.

iii) Perform enquiries and procedures to assess how expenditures are documented and
authorized.

iv) Perform procedures for verification of expenditure incurred and existence of assets.

v) Examine supporting documentation for payments to MolFA and Community Liaison’s as
well as procedures to determine if payments made are consistent with the contract with
respect to period of time, payee and amount.

vi) Additional deliverables will be intended to allow the fiduciary agent to review the application
of the Financial Management guidelines for salaries and expenses to be conducted in
month 1 and month 6

1.1 Our Approach

Our approach to the Peace Building Fund of the United Nations (PBF) Monitoring Agent assignment
offers a range of techniques such as review of control systems in place, expenditure and physical
verifications, announced on site visits, data interrogation and analytical review. This allows us to
develop an approach which focuses on addressing specific risks that we perceive as being present in
the Peace Building Fund of the United Nations (PBF).

Our approach has been positive and constructive aimed at building capacity in Somalia and cognisant
of the aim to assist the government to raise its financial process system. The main features are:

e We visited the third District namely Bule-Burte and met the District Commissioner and all staff
involved as highlighted in the Annexes. We documented system notes and the authorization
procedures in place at MoF, MolFA and CBS.

e During our visit to Bule-Burte District, we verified expenditures and checked compliance to the
financial policies used in the management of project funds. We carried out substantive audit
tests on expenditure sampled on the requisition stage, payment stage and during the actual
accounting and recording of the entries. We checked approval procedures in place, segregation
of duties, eligibility testing to support documents and project purposes.

e We have carried out physical verification of assets procured from the project funds. We
checked the existence and accuracy of fixed asset registers, condition of the assets and
whether the assets were tagged or not.

e We have verified 100% of the payments made to the consultants by reviewing the contracts



MONITORING AGENT REPORT ON GOVERNMENT EXECUTED UN PEACE BUILDING FUNDS SUPPORTING ACTIVITIES
RELATED TO STABILIZATION IN SOMALIA FOR THE PERIOD 18 JANUARY- 18 JULY 2016 (MONTH 3)

and proof of payments during our visit to MolFA. We also had a face-to-face meeting with one
consultant during the visit to the District. This was to ensure that payments were made to the
individual contracted. Further details can be found in section 4.

We held a closing meeting at the end of the visit to share our observations noted and
recommendations with the District Administration. Further details can be found in section 5.
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2.0 Background of Bule-Burte District

Bule-Burte is a District in the Hiran Region of Somalia. The region is made up of five Districts:
Beletweyne, Bule Burte, Jalalagsi, Mahas and Mataban.

Bule-Burte has been nominated as the capital city of the expected Hiran and Lower Shebelle Federal
State by the President of Somalia. The District lies approximately 220 km North of Mogadishu. It is
bordered in the East by Mahas District of Hiran, in the North by Beletweyne the capital of Hiran region,
in the West by Tiyiglow District of Bakol region, and on the South by Jalalagsi District of Hiran region.

Bule-Burte District has an estimated population of 14,000 according to unofficial counts conducted.
Most of its residents have migrated to Mogadishu and Beletweyne. The District is surrounded by a
number of villages where people come to the District for work and shopping.

Bule-Burte District has two air airstrips of which one is functional at present. There are commercial
flights at least five days a week and army cargo planes for AMISOM and Somali Army Forces as well.

2.1 Security Situation

The District is under the full control of Somali National Army with the help of Djiboutian Army which is
part of AMISOM. The District is divided into five sections namely: Bag Abeeso, Indhaceel, Hanti-
wadaag, October and Wadajir.

Al Shabab militants were liberated from the District in March 2014 and ever since then; the District is
fairly stable and recovering from the Al-Shabab rule.

2.2 Good practices

e The District authority meets every Tuesday with the heads of the sections and has a brief about
the security of the entire District.

e There are intermittent meetings with youth, women and sport groups.

e There is information sharing between community groups and the District Administration on
regular basis and this has enhanced the security of the District. There was an instance where
Al-Shabab had hidden explosives on the main road to the airport. However, the nearby
community group shared this information with the relevant authorities who safely removed the
threat before any harm was caused.

e The expenditure claimed, as shown in Annex’s 2 to 4 of this report, was in accordance with the
budget and supported by invoices, except for the findings noted in section 3 of the report.

2.3 Challenges

e  The District is under blockade from Al-Shabab and therefore does not have road access to other
Districts in the Hiran region. Al-Shabab controls areas which are within 15 km from the District
therefore, the District can only be accessed safely by air travel.

e There is a lack of proper social services including healthcare, education and sanitation. There is
only one hospital which is not performing adequately to serve the District. However, there is several
number of schools open however, the majority of the Districts’ youth chose move to other regions
/ cities in Somalia in order to improve their life chances.

. Before the Al-Shabab blockade, the District used to be a business hub as it lies next to the Shabelle
River. However, given the current situation, the business sector has suffered.

e  We noted a lack of appropriate training in administration and financial management of key District
staff.
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District Administration staff do not get their salaries from the Government and the District does not
impose taxes and other fees on the population given that the District is under blockade and
businesses are unable to generate sufficient income as a result.

There is scarce financial resources available to development in the region as there is no other
donor funding supporting the Districts except for UNDP S2S project.
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3.0 Bule-Burte District Expenditure Verification Observations

Set out below are the weaknesses noted through the substantive procedures undertaken during our
fieldwork. It is important to highlight the main cause of the weaknesses observed were due to a lack of
appropriate Financial Management training to District Administration staff.

3.1 Inadequate supporting documentation
Description

Key requirements in ensuring an accurate and complete set of financial files are effective financial
control policies and procedures. An important financial control is to ensure that all payments are
supported by adequate documents such as invoice, receipts, contracts, delivery notes etc.

Article 3.4.4 states that purchase orders and delivery notes are to be filed with all other procurement
documentation However, we noted that for all purchases related to this project, no delivery notes or
purchase orders had been attached to the relevant supporting documentation.

The table below details the purchases related to this finding.

Date Ref Description Amount USD Budget Line

8/11/2015 13702 2 HP laptops 600 | Office Equipment
8/11/2015 18534 Camera: Sony 82 | Office Equipment
14/12/2015 1461 HP laptop 300 | Office Equipment
26/12/2016 3 File cabinet(5pc*$60) 300 | Office Equipment
26/12/2015 3 Office Salon(DC office) 350 | Office Equipment
26/12/2015 3 Office Chair 100 | Office Equipment
23/01/2016 40 HP laptop(2pc*$400) 800 | Office Equipment
23/01/2016 40 Mobile (Samsung) 100 | Office Equipment
9/11/2015 401 2mobiles(Samsung) 240 | Office Equipment

Recommendation

Management should ensure that all adequate supporting documents are maintained to support all costs
declared in the expenditure list. Supporting documentation should be properly filed and securely kept.
The documentation should form the basis for effecting payments and recording of costs in the
accounting system. It would be useful to develop mechanisms to assist officers in order to obtain all
necessary supporting documentation required for various transactions.
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3.2 Lack of segregation of duties

Description

Key requirements in ensuring an accurate and complete set of financial files are effective financial
control policies and procedures. An important financial control is effective segregation of duties to
ensure that individuals responsible for authorizing / approving expenditure are not also directly involved
in payments.

Article 3.4.1 of the project Guideline requires that the level of authorities and signatories approving the
expenditure and issuing checks to vendors have been identified.

We were unable to verify the individual and the level of authority of those approving payments because
no form of payment vouchers was used by the project staff to register expenditure.

Recommendation

In order to ensure adequate controls are in place over expenditures, District Management should ensure
that appropriate segregation of duties are in place. This would include dividing responsibilities for the
preparing, reviewing and approving of all payments. It could do this by using a payment voucher which
would record the signature(s) of the District Secretary (Preparer) who would submit the voucher for
approval to the Deputy District Commissioner (Reviewer) and then finally to the the District
Commissioner (Approver) for final approval.

Payment vouchers should be signed by each staff member involved in the process as evidence that
appropriate segregation of duties has been applied. The payment vouchers should be serialized for
ease of identification.
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3.3 Lack of Cashbooks, Bank Statements and Bank Reconciliations

Description

Key requirements in ensuring an accurate and complete set of financial files are effective financial
control policies and procedures. An important financial control is carrying out regular reconciliations
between bank statements and cashbooks to highlight any errors or discrepancies as well as reducing
the risk of fraud.

However, we have identified that no cashbook is maintained, copies of bank statements are not kept
and (monthly) bank reconciliation are not prepared as a result.

We requested copies of the bank statements however this was not provided to us during the course of
our fieldwork. We were therefore unable to verify the cash balance in the bank account.

Recommendations

In order to ensure adequate control is exercised over expenditures, District Management should ensure
separate cashbooks are prepared for each bank account and monthly bank reconciliations are carried
out by reconciling the bank account balances to the cashbooks and investigating the reconciling items.

Also, monthly bank statements should be requested from the local bank and filled with bank
reconciliations to ensure that cash balances can be verified.

11
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3.4 Weakness in asset management:

Description

An important control procedure in the custody and maintenance of fixed assets is to ensure that the
identification numbers on the assets are accurately recorded in the fixed asset register. This makes it
easier to track the assets from the physical location to the assets register and vice versa.

A Fixed Asset Register is maintained by the District, however, we noted that the register is not updated
regularly as some of the recent asset purchases were not included. We also noted that these assets
were not permanently tagged with a unique identification number.

However, we physically verified the assets procured from the project funds although lack of asset tag
and no identification code of which project the asset is procured from, will cast doubt on whether the
assets we verified are actually procured from the project fund or not.

Recommendation

The District Management should ensure that the Fixed Asset Register is maintained and updated on a
regular basis i.e. monthly. At minimum, the Fixed Asset Register would include the following key
information: asset type/category, a description of the asset, its location in the District, a unique
identification number, dates of acquisition / disposal, supplier / invoice details, depreciation policy and
other relevant information.

We further recommend that all assets should be permanently tagged (with the unique identification
number referenced in the Fixed Asset Register) and that an annual physical verification should be
carried out.

12
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3.5 Excessive use of cash payments

Description

An effective measure in achieving an accurate set of financial files is reducing the reliance on cash
payments wherever possible. Excessive cash payments exposes the District to greater level of fraud
risk and human error compared to other payment methods. These risks include fraudulent activities and
the potential for individuals to misappropriate funds.

Article 3.4.2(d) of the project Guidelines states that wherever possible, payments should be made by
cheque in order to reduce the reliance on cash transactions.

During our monitoring visit, we noted that all payments are made in cash. Given that we have not been
provided with any evidence of current cash balance in the bank account (as we have not seen any bank
statements), we were unable to establish what the current cash balance was and whether all Project
funds could be accounted for.

Recommendation

Where possible, we recommend that the District should pay for all large expenditure items by cheque.
An appropriate threshold would be threshold of $ 100 - $ 500. A copy of the cheque should be kept and
attached with all other relevant supporting documentation associated with the expenditure item.

13
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3.6 Weaknesses noted in petty cash management
Description

Article 3.4.4 of the project Guideline states that a fixed amount of $500 is to be used for the monthly
petty cash and a ledger is to be maintained to track the petty cash spending. It further states that the
petty cash should be kept in a locked safe box in a secure part of the District offices.

We noted that no ledger is maintained in order to track the petty cash transactions. However, we did
note that the petty cash in kept in a locked safe box.

Recommendation

We recommend that a ledger is maintained to record all petty cash transactions. A monthly petty cash
reconciliation should be carried out which would reconcile the physical cash counted and the petty cash
ledger balance. These reconciliations should be clearly documented and signed by both the preparer
of the reconciliation and an appropriate review/approver.

14
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3.7 Lack of monthly expenditure reporting
Description

Article 3.4.2(g) of the project Guideline states that a monthly expenditure report, in line with budget, is
to be submitted.

However, we noted that only the original supporting documents and a list of the expenditure items are
submitted to the Ministry of Interior and Federal Affairs (MolFA) on a monthly basis. A report in line with
the budget is not submitted.

Recommendation

We recommend that the District submit a monthly expenditure report to the MolFA in order to ensure
compliance with PBF financial procedures. We also recommend that the MolFA provide/develop a
monthly expenditure report template in line with the budget which each District is required to complete
and submit to the MolFA on a monthly basis.
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3.8 Weaknesses noted in budget Utilization/Prioritization

We noted a lack of budgetary prioritization in regards to the best use of the resources received. We
noted significant procurement of assets such as computers and other office stationary which, even
though were in the budget, may have not been necessary to the implementation of the Project. The
reasons provided by the District for these computer purchases were that they were in the budget and
not because they were necessarily required/needed.

For the three month period we noted that five laptops and six printers were purchased as shown in the
below table.

Date Ref Description Budget line Amount in USD
8/11/2015 13702 2 HP laptops Office Equipment 600
14/12/2015 1461 HP laptop Office Equipment 300
23/01/2016 40 HP laptop(2pc*$400) Office Equipment 800
9/11/2015 401 2Hp printers Office Equipment 78
14/12/2015 1461 2HP Printer*$50 Office Equipment 100
23/01/2016 40 2Printers(2pc*$50) Office Equipment 100
Total 1,978

Therefore, we noted there is lack of understanding of making best use of the budget given that a small
District office in the three months one or two laptops would have been sufficient, rather than the five
bought.

Recommendation

We recommend that MolFA should develop specific Guidelines for budget monitoring and the level of
authorization required for transfers between the budget lines. For instance, any transfers below 10%
would not require the approval of the MolFA while any transfers above 10%, the District administration
should obtain prior approval. This ensures proper utilization of funds received by the Districts.
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3.9 Failure to Stamp Support Documents with “PAID”
Description

We noted instances wherein the District Administration had not distinguished invoices as being “paid”
by marking all paid documents with an appropriate stamp. Failure to indicate documentation as “PAID”
increases the likelihood of multiple payments being made on the same cost item.

Recommendation

We recommend that the District Administration ensures that all documents for which payment has been
made are stamped “PAID” to distinguish them from unpaid expenses.
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4.0 Verification of Payments to Consultants Observation

We carried out a verification of payments made to consultants during our visit to MolFA on 51" May. No
issues were noted.

5.0 The Feedback from District Administration on weaknesses noted

A closing meeting was held with the District Administration where we discussed the weakness noted
during our fieldwork. Below, we list the responses received from the District Administration:

e Lack of training in Financial Management is the main cause of the weaknesses noted.

e When we raised that issue of them having procured unnecessary items like five computers
when there was no need, the DC commented that they were following the budget 100%.

e They are not getting enough funding to hire competent staff and currently District administration
staff are not being paid.

e They are operating in a fragile environment which is under the Al-Shabab blockade and hence,
cannot or should not be compared with international best practices.

o Despite all these challenges, they are ready to implement the recommendations if they are
given proper training and resources.
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