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Dear Sirs

STCU - Financial Audit for the Year Ended 31 December 1999
Management Letter - Executive Summary
I. Introduction

We have now completed our audit of the financial statements of the Science and Technology Center in Ukraine (STCU), based in Kiev, Ukraine, for the year ended 31 December 1999.

Our audit was performed in accordance with internationally recognised Auditing Standards. In planning and performing our audit we have considered the STCU's internal control structure in order to assess the level and nature of auditing procedures for the purpose of expressing an opinion on the financial statements.

In conjunction with our own review of internal controls in place for the financial year  ended 31 December 1999, we have also reviewed the report on Internal Control Weaknesses prepared by the USDCAA, for the year ended 31 December 1998, to ascertain whether the weaknesses identified in 1998 still exist in 1999. As far as we are aware this report was never formally finalised.

In general we have noted that improvements have been made by the STCU in the internal control and recording of transactions, however a number of weaknesses still exist where controls and procedures can be improved.

Please find below a summary of the observations, full details of which are set out in section II of the report. These observations were discussed with Curtis “B.J.” Bjelajac prior to written comments being obtained, which are incorporated in this report.

II. Observations Summary

1. The use of two software packages, ACCPAC (a dedicated accounting package) and ACCESS (a database package tailored for STCU’s needs) to record financial transactions, means that a large reconciliation exercise is needed to agree the bank position at the year end. However, if this reconciliation does not agree, it would be very difficult to trace where the difference comes from. Project payments are only posted onto ACCPAC on a quarterly basis, and this results in the bank balance being overstated at any given point in the year. Consequently, an accurate trial balance cannot be produced at any time during the year. (See Observation No.1).

2. As ACCPAC is not closed down until the accounts are finalised, the staff cannot post the current years financial information, meaning that no up to date financial statements can be generated for management purposes. (See Observation No.2).

3. The funding percentages used for the write off to costs for project in progress were incorrect, as they are calculated on a cash basis, and take no account of any monies due from funders. Accordingly, some of the project write-offs posted to the designated capital accounts of the respective funding parties were incorrect. (See Observation No.3).

4. At the year end there was a balance on ACCPAC of unrecognized project costs of amounting to $10,875.41. When amounts were transferred from account 114110 (unrecognised project costs) to account 150110 (costs of projects), they were being rounded to the nearest whole figure, leaving this residual balance. This balance has no significance and should not appear, and there is no need for the transfer to occur at all. (See Observation No.4).

5. The STCU does not close down projects on ACCPAC once they are completed. The result of this is that any unspent funds remain on designated capital accounts, when in fact the unspent balance should be de-committed and transferred to the undesignated capital accounts of the funding parties. (See Observation No.5).

6. There was no formal purchase order system in 1999. This lack of control means that items may be bought for the STCU which are not required, or they may not be the most cost efficient. (See Observation no.6).

7. In certain respects, the storage of project information was poorly organised, with timecards being stored in no specific order. Bank grant letters were also difficult to obtain, because there was no standardised method of filing them between project accountants. (See Observation No.7).

8. The current contents insurance cover is insufficient as it has an excess of $1,000 per item. In addition we noted that there was no bonding insurance for the transportation of large amounts of cash from the First Ukrainian International Bank to the Center. (See Observation No.8).

9. Approximately $30,000 was kept in the safe of the CFO at various points throughout the year, however these funds were not counted by an independent person at any point during the last year. (See Observation No.9).

10. During the course of our review we noted that the fixed asset register had not been updated for any transactions that occurred during 1999. This fact increases the risk of unnecessary new equipment being purchased, with insufficient control over existing equipment. (See Observation No.10).

11. The description of items purchased from the petty cash is not included on the petty cash expenditure spreadsheet created by Darina Stavnichna. As a result, there is a lack of a control to ensure that the voucher for the expense is posted to the correct nominal ledger code. (See Observation No.11).

12. During the course of our work we noted an amount of $12,591 was advanced and held by the Academy of Sciences of Uzbekistan. It is not in the best interests of the STCU to hold monies at an institute, where they may have little control. (See Observation No.12).

13. The majority of contracts concluded with the project beneficiaries were not dated by the signatories of the contract. (See Observation No.13).

14. No accounts payable ledger was maintained in the year for administrative expenses. The failure to record such transactions does not allow for a timely reconstruction of amounts due to suppliers. (See Observation No.14).

15. We noted, during testing grant accruals, that they were not being completely calculated by the project accountants. This resulted in errors arising on the calculation of accruals. (See Observation No.15).

16. During the course of our review we noted that certain scientists and support personnel had claimed grants in excess of the amount that they were eligible to receive. In certain instances scientists had claimed grants for 370 days in one year, whereas the maximum allowable was 220 days. We would point out that certain of these problems had been noted by the STCU, however there did not appear to a system that was consistently and regularly applied to detect such problems. (See Observation No.16).

17. The General Conditions which form an integral part of the project agreements concluded between the STCU and the recipient institutions, state that grant costs for a specific period of time may not be claimed by the recipient institute, if they are receiving reimbursement from other funding sources for the same period of time. During the course of our site visits and review of the STCU's own records we were unable to confirm that the projects were not receiving funding from other sources. (See Observation No.17).

18. The current chart of accounts includes accounts for which the narrative is ambiguous. This could result in a lack of consistency in posting to the nominal ledger. (See Observation No.18).

19. The headings on table 13 of the quarterly reports were sometimes incorrectly labeled. Quarter end dates were also not recorded on the schedule of expenses incurred. (See Observation No.19).

20. The bank statements relating to STCU bank accounts were addressed to individuals no longer working at the STCU. (See Observation No.20).

This report has been prepared for the sole use of the Board of Governors and the Management of the Science and Technology Center in Ukraine and must not be shown to third parties without prior consent. No responsibilities are accepted by Lubbock Fine towards any party acting or refraining from action as a result of this report.
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I. Audit Findings Summary
AUDIT FINDINGS SUMMARY


Item No.

Title
STCU Comments

(i.e. Agreed or Not Agreed)

1.
The use of two software packages for the maintenance of financial information
Partially Agree

2.
Closing down of ACCPAC at the year end
Partially Agree 

3.
Errors in the calculation of the projects in progress write off
Agree 

4.
Project in progress rounding account
Agree 

5.
Close down of projects
Agree

6.
Purchase orders
Partially Agree

7.
Filing of project information
Agree 

8.
Lack of adequate insurance cover
Agree 

9.
Petty cash counts
Agree 

10.
Preparation of fixed asset registers
Agree 

11.
Recording of petty cash
Agree 

12.
Advances to Uzbekistan
Agree 

13.
Contracts not dated
Partially Agree

14.
Accounts payable ledger for administrative vendors
Agree

15.
Calculation of grant accruals
Agree 

16.
Monitoring of grant payments
Partially Agree

17.
Funding of Projects from other sources
(i) Agree

(ii) Agree

(iii)Disagree

(iv)Disagree

18.
Current chart of accounts
Agree

19.
Headings on quarterly reports.
Agree

20.
Names on Bank Statements
Agree

II. Auditors’ Review

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 01






Title:
The use of two software packages for the maintenance of financial information.



Description:
Currently the STCU uses two different, and independent, software packages for the preparation and monitoring of financial information. The principal package used for the preparation of the financial statements is ACCPAC, a recognised, off the shelf, accounting package. The second package, ACCESS, is a database that has been tailored to the needs of the STCU, primarily for the monitoring of project activity.

As a general rule, the ACCESS package is used for the day to day entry of transactions relating to the projects. Specifically, the payments relating to project expenditure are all recorded in ACCESS on a daily basis. The entries for project payments are only entered on to ACCPAC on a quarterly basis, posted directly from the quarterly reports submitted by the projects.

Due to the fact that ACCESS is not an accounting package, but is instead a package used for monitoring, there are certain drawbacks and limitations in the financial information that can be prepared for management purposes.

i) At any point in the year, the STCU can not check that bank balances have been accurately posted onto ACCPAC. This means that at the year end, total reliance is placed on one global reconciliation. If the bank account does not reconcile immediately considerable extra work has to be performed tracing differences which may not be reconcilable due to exchange rate differences.

ii) An accurate trial balance can not be generated from ACCPAC at any time during the year. This means that the STCU can not easily generate a set of financial statements at any given point, which will allow it to assess its financial position.

iii) The reconciliation performed by the staff at the year end between ACCESS and ACCPAC is a time consuming process that diverts them from their usual accounting duties.



Recommendation:
It is understood that the primary reason for the reliance of using ACCESS for the posting of day to day payments was the dissatisfaction of using the job cost module on ACCPAC.

Whilst we accept that there are advantages for using ACCESS for project management, we still stress that there is a need for payments to be posted on to ACCPAC as they are incurred so that the bank position is up to date and accurate financial statements can be prepared at any time.

We realise that this will to an extent result in a duplication of work as payments will be posted on both ACCESS and ACCPAC. However, as ACCPAC is the main accounting platform, it is imperative that all payments are posted here on a timely basis.



STCU Comment:
The STCU would like to explain the issue by breaking it down into two parts:  (1) lack of integration between Computer Associate’s ACCPAC (ACCPAC) and Microsoft-ACCESS (ACCESS), and (2) inherent weakness of the current project reporting procedure.

Lack of Integration between ACCPAC and ACCESS

As mentioned by Lubbock Fine, ACCPAC is the ultimate reporting vehicle from which the financial statements are generated.  All the functions associated with generating financial statements (general ledger, accounts payable, accounts receivable, etc.) are incorporated within this vehicle.  Unfortunately, as Lubbock Fine mentions, the project management component of ACCPAC (Job Cost Module) is inadequate for the data collection, analyzing, and reporting needs of STCU projects. Thus, ACCESS project management sub-ledger was developed to fulfil these needs.

Over the years, ACCESS has developed into a critical time saving tool for the finance department.  The following is a short list of functions performed by ACCESS: time reporting, generation of electronic payment orders, project accounting, and so on.  None of these functions could be performed in a satisfactory manner by ACCPAC.

In short, the STCU has an excellent financial accounting system that lacks the project management capability, as well as an excellent project management system that lacks the financial accounting capability.  Neither one is more important than the other.  They simply do not communicate with each other.

The reason they cannot communicate with each other (integrate) is due to their system architectures.  Both ACCPAC and ACCESS are proprietary databases.  Meaning only the ACCPAC program can read and write to ACCPAC files, and the same for the ACCESS database.  Furthermore, ACCPAC is a DOS-based system that utilizes a COBOL file structure which is by today’s standards out of date.  Without getting too technical, it is very difficult and clumsy to get the two databases to talk to each other.  If they were able to talk to each other, and exchange information electronically, then the two could be integrated.  Integration would eliminate the need to perform “double-entry” of data into both systems.  The effort and consumption of resources required by this “double-entry” is one of the reasons (the second is discussed in point (ii)) that the STCU is unable to generate a trial balance at any time during the year, as well as verify that the bank balance reconciles to the project activity.  Thus, once a year for the audit, the STCU performs a reconciliation to verify that the project activity ties to the bank balances.

One way to solve the integration problem would be to upgrade ACCPAC from its current COBOL file structure, to the ACCPAC for Windows Corporate Series which is based on the SQL file structures, and integrate the operations performed within ACCESS to ACCPAC.  ACCPAC currently offers two versions of the SQL file structure Pervasive-SQL and Microsoft-SQL.  The price to upgrade to each is $20,520 and $50,420, respectively.  This price includes the cost of the software upgrade, support, and the annual maintenance agreement.  It is not known at this time the cost in dollars and man-hours required to integrate the two databases after the upgrade of ACCPAC.

Furthermore, the STCU would like to point out, that although there is no way to timely tie project activity to the bank balances, the STCU does have the following alternative measures in place to manage the balances in the bank and control project expenditures:

· All bank transfers from Bankers Trust to the First Ukrainian International Bank are performed by the CFO, and monthly bank reconciliations are performed on the Bankers Trust accounts by the General Accountant.

· Monthly bank reconciliations are performed on all First Ukrainian International Bank accounts.

· All projects are individually controlled on a quarterly basis.  In other words, all grant payments, equipment purchases, and overhead payments are reconciled to the project agreement on a quarterly basis.

Thus, the STCU would like to make clear that each individual part of the trial balance (bank accounts and control of individual projects) is controlled and monitored on a monthly (bank accounts) and quarterly basis (individual projects), it is just that the STCU is not able to view the whole of all the projects and bank accounts together (trial balance).  Thus, the STCU would like to point this out in order to properly define the control risk.

Inherent Weakness of the Current Project Reporting Procedure

The STCU, as mentioned by Lubbock Fine, requires projects to submit project activity reports on a quarterly basis.  This is significant in relation to the grant payments.  Because the scientists submit their project activity reports on a quarterly basis, the STCU will, more than likely, always have to perform an estimated grant accrual calculation outside of any financial accounting and project management system.

STCU Comments and Plan of Action

With the aforementioned discussion in mind, the STCU would like to make the following comments:

· The STCU agrees with Lubbock Fine that the generation of a timely and accurate trial balance is valuable for the management team.

· As discussed above, their will be costs associated with either of the two approaches, whether it is decided to upgrade ACCPAC and then program the integration, or require the double-entry of data into ACCPAC on a timelier basis.

· Thus, the solution of the problem will require an analysis of the cost vs. benefits of the different approaches.  STCU management proposes to perform a detailed analysis of the costs, resource requirements, and time required to upgrade ACCPAC and then integrate the two databases.  Furthermore, because ISTC in Moscow is facing the same issue, during this time the STCU may also examine alternative financial accounting packages other than ACCPAC (i.e. SCALA, SUN Systems, etc.) which may be able to satisfy both the financial accounting and project management requirements in one integrated package.  Once this analysis is performed, the STCU will present its findings to Governing Board XI in December 2000, and determine the approach the Board desires to pursue.

· Furthermore, in management’s opinion, because the reconciliation is an extremely resource intensive endeavor, and to date is the reason why a trial balance is only generated once a year.   To  perform this reconciliation manually more than once per year would, in our view, place an economically unjustifiable commitment on the Center’s resources.



Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 02






Title:
Closing down of ACCPAC at the year-end.



Description:
In the management letter prepared by the USDCAA for the year ended 31 December 1998, they noted that at the time of their audit ACCPAC had not been closed down for the year then ended.

In relation to the year ended 31 December 1999, a similar problem existed, in that the STCU did not closedown ACCPAC until April 2000. We would therefore reiterate and expand on the comments made in last years management letter and note that the failure to closedown ACCPAC on a timely basis may result in a number of problems:

(i) The fact that four months transactions have to be input at the same time places significant pressure on the accounting staff to input the backlog of transactions. Such pressures may well lead to input errors being made by the accounting staff, which will in turn take time to rectify.

(ii) In the absence of any postings on to ACCPAC, the STCU is unable to generate a current trial balance or set of financial statements for the new financial year. The absence of meaningful financial information, prevents management assessments of the financial position of the STCU and of the projects.



Recommendation:
We recommend that ACCPAC is closed down within one month of the year end to allow the current years financial information to be posted. Any adjustments that the STCU or the auditors’ wish to put through can be done by means of an opening balance adjustment once the audit has been completed.

If there are difficulties in closing down ACCPAC, we recommend that you consult your software supplier to ensure a more efficient close down procedure for the year end 31 December 2000.



STCU Comment:
The STCU concurs with the audit findings and recommendations and will attempt to close down ACCPAC by February 28th of next year.  This is approximately one working month after the Ukrainian holidays which fall during the first weeks of January.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 03






Title:
Errors in the calculation of the projects in progress write off.



Description:
During our audit testing we scrutinised the costs of  projects in progress that were written off in the year to the designated capital accounts of the funding parties.

It came to our attention that for a small sample of projects the funding percentages used for the write off of costs were incorrect. We later discovered that this was due to the fact that the funding percentages were calculated on ACCESS using amounts of capital paid, and this did not consider any accounts receivable. 

Failure to consider the accounts receivable due, will mean that the write off will be distorted in favour of the funder who has already paid his capital.

Whilst the incidence of error was low, due to the relatively low amounts of account receivables, this could become an issue of more significance next year when the EU funds a larger amount of projects.



Recommendation:
We recommend that the funding write off is based on the level of funding agreed between the Parties for each project.

This error has a risen due to the reliance of calculating funding percentages on ACCESS, which has been designed on a cash payments basis.

We recommend that either the ACCESS database is updated to take this in to account or consideration be given to calculating funding percentages purely through ACCPAC, as this is the primary accounts vehicle.



STCU Comment:
As of April 27, 2000, the ACCESS database was updated to utilize the level of funding agreed to between the Parties for each project.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 4




Title:
Project in progress rounding account



Description:
It came to our attention on the audit that there was a balance in ACCPAC of unrecognised project costs of $10,875.41. Upon further examination we identified that this was derived from amounts being automatically transferred from account 114110 (unrecognised project costs) to code 150110 (cost of projects), but being rounded up or down to the nearest whole figure, hence leaving a residual balance in the transfer account.

There can be no justification for this transfer, as the residual figure left in account 114110 has no meaning.



Recommendation:
We recommend that amounts from the quarterly statements are posted directly to account code 150110, hence negating the need for the rounding difference to occur.

Care should be taken so that by doing this there is no effect on the job cost module. This should be clarified with your software supplier.



STCU Comment:
The STCU concurs with the audit findings and recommendations and has begun corrective action.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 05






Title:
Close down of projects



Description:
During the course of our audit we noted that the STCU did not have any formal policy or procedure for the closing of projects, in its accounting records, that have completed their activities. We noted that no projects had been formally closed down in the year ended 31 December 1999, nor in the previous years.  

Currently the STCU has no means of closing down projects on ACCPAC. Not only does this mean that the split between designated and undesignated is likely to be incorrect, but also the backlog of closed projects on ACCPAC takes up unnecessary space on the computer system.

Accordingly, we had to undertake a calculation to determine the number of projects that had been closed in the year, as well as the previous years, which had underspent their budget. The extent to which these projects underspent their budget had to be classified as undesignated, as there was no longer any project to designate these monies against.



Recommendation:
We concur with the CFO that in the past there has been no need for a closedown procedure as most projects were open. However, it is clear that a procedure for closed projects must commence, as the number of projects which will finish this year will be even greater.

We would further agree with the CFO that it is a sensible step is to contact the ISTC in Moscow for their closedown procedure, which they already operate.

The CFO should then evaluate their closedown procedure and tailor it to the STCUs needs.

If the reconciliation of ACCPAC and ACCESS continues next year, we recommend also that for all projects closed pre 2000 that the total sum of their expenditure per ACCPAC is included as one figure on the reconciliation to prevent any unnecessary work. 



STCU Comment:
The STCU concurs with the audit findings and recommendations and will work closely with the ISTC to examine their system and tailor it to fit the needs of the STCU.  Furthermore, the STCU will include all closed pre 2000 projects as one figure on the reconciliation.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 06






Title:
Purchase orders



Description:
In detailing the system for the purchase of administrative and project expenses, we noted that there was a large degree of informality over the ordering of goods and supplies, as currently, there is no purchase order form. The basis for the system is that the CAO has to authorise all payments, therefore any purchases will not get signed and therefore not paid.

The lack of a purchase order system increases the risk that  items will be bought for the STCU which are not required. Equally there exists the risk that items which are bought may not be the most cost effective.



Recommendation:
From our discussions with the CFO and CAO, it became apparent that this was an area which they were currently addressing, and for which a draft procurement policy had already prepared.

In conjunction with this policy, we would highlight the need for all purchases to be accompanied with a purchase order, authorised by the CAO or an appointed official for items lower than $2,500.

Equally, it should be noted that the extent to which items should not go through the required tendering processes should be extremely limited, and only after full approval of both the CFO and CEO.

We recommend that the draft procurement policy becomes finalised as soon as possible, and is countersigned by both the CAO and the ED.



STCU Comment:
The STCU concurs with Lubbock Fine’s recommendation to implement a purchase order system for administrative purchases.

However, the STCU does not require the use of purchase orders for project goods and services since their approval and cost estimates are contained in the project agreements.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 07






Title:
The storing of project information



Description:
During our testing, we found that the storage of source records was poorly organised in two specific cases. The effect of this was to prevent the timely retrieval of records for our purposes, but would also result in time inefficiencies, if a query was to arise on a particular project. This also increases the risk that information could get lost if poorly filed.

Specifically, we noted that there was no system for the filing of timecards, and that in most cases they were stored in drawers in no specific order.

Secondly, we noted that there was no consistent system for the storage of bank grant letters between project accountants. This meant that in periods of absence for a particular member of staff, the requested letters were unable to be obtained easily. This could become a more important issue, should a member of staff cease working at the STCU.

 

Recommendation:
For the storage of timecards, we recommend that they should be stored in numerical order, in terms of project number. Each project’s timecards should be stored in order of the scientists on the grant schedule list, contained in the quarterly report. All the timecards for the quarter for each scientist should be held together, rather than for each month, to ease any search should it be necessary. We also recommend that timecards should not be cellotaped together, as this increases the risk of the timecards being ripped, when being reopened.

For the storage of bank grant letters, we recommend that in all cases, they are filed at the back of the project file, in order of the names as stated in the quarterly report.



STCU Comment:
The STCU concurs with the audit findings and recommendations and will buy additional filing cabinets.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 08






Title:
Lack of adequate insurance cover



Description:
During our examination of insurance costs, it was found that the current insurance cover of the STCU is insufficient to safeguard its assets in two key respects.

i) The contents insurance policy of the STCU has an excess of $1,000 for each item on any claim made. This is considered insufficient cover as the portfolio of assets held at the Center comprises a number of items that individually may be less than $1,000 and would be excluded, if damaged, by the high excess.

ii) We also noted that there was no bonding insurance for the transportation of cash from the First Ukrainian International Bank to the Center. Given that local grants are paid in cash and that these amount to on average $34,000 per month, this represents far too high a risk for insurance cover not to be in place.



Recommendation:
Whilst we acknowledge that the issue of insurance cover is problematic and expensive in the Ukraine, we would recommend that some investigation of the various types of insurance cover is carried out.

In respect of the contents insurance, we recommend that alternative cover is arranged. The excess should be set to a lower level and be inclusive of all items when a claim is made. 

In respect of the lack of bonding insurance, we recommend that a number of quotes are attained from reputable insurance companies. From these quotes, the most suitable form of insurance should be chosen, ensuring that there are no punitive excess charges.



STCU Comment:
In April of 2000, the Administrative Department put the contents insurance contract for the STCU out to bid.  As a result of this tender, the contents insurance policy now covers all assets of the STCU regardless of its value.

The STCU concurs with Lubbock Fine’s (ii) recommendation as well, and has begun corrective action. 

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 9






Title:
Petty cash counts



Description:
In the management letter for the year ended 31 December 1998, it was noted that the STCU accounting staff did not perform regular, independent counts of the petty cash. This year we noted that duties in the petty cash function had been segregated between Alyona Khort and Darina Stavnichna meaning that the balance within the petty cash box was effectively monitored. 

However, we noted this year that there was a balance within the safe of the CFO totalling $30,000 which we understand was not counted at any point during the year, or at the year end. 



Recommendation:
We recommend that every month, the CFO counts the cash in his safe with either, the CAO or CEO in attendance to confirm the existence of the cash held at that date.

The balance at the count should be recorded and both the CFO and the other person in attendance should sign to confirm the amount held.

If there is a need for expenditure to be incurred from the monies held in the safe, then either the CAO or CFO should authorise the expenditure made.

At the time of the count a schedule of movements should be presented to the CAO or CFO to confirm those movements made.



STCU Comment:
The STCU concurs with the audit findings and recommendations and will implement independent cash counts on a monthly basis with either the CEO or CAO.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 10






Title:
Preparation of fixed asset registers



Description:
The fixed asset register is an important tool to ensure that the assets of the STCU are documented in writing, and thus detailing their location and ultimately their existence.

When carrying out our testing on fixed assets, we noted that the fixed asset register had not been formally updated for 1999 until our arrival.

The failure to regularly update the fixed asset register increases the risk that insufficient safeguards exist to monitor the purchase of new equipment (in the case of over ordering) and also implies that the existence of current equipment is insufficiently monitored.



Recommendation:
Darina Stavnichna should prepare the fixed asset register monthly to update for new additions and any disposals that could have occurred.

Disposals should only be entered after the approval of the CAO for their deletion off the fixed asset list.

The fixed asset register should be reviewed by Eugene Pashkovsky for its accuracy, and he should provide evidence of review.

Periodically checks should be made to ensure that the fixed asset register is up to date by physically verifying a sample to the equipment held. This procedure should be done by a member of the accounting staff, but not by Darina Stavnichna.



STCU Comment:
The STCU concurs with the audit findings and recommendations and has begun corrective action.  Furthermore, the STCU will perform a full inventory of all the STCU’s fixed assets before the end of the year.

Audit of the Science and Technology Center in Ukraine
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Title:
The  recording of petty cash



Description:
Petty cash expenditure is summarised by Darina Stavnichna on an Excel spreadsheet every time the petty cash tin is replenished. Currently the analysis states for each item, the voucher number and the amount paid under the appropriate nominal ledger code.

This means that on the summary spreadsheet, there is no immediate indication as to the description of the goods bought. This causes a deficiency, in that the lack of description means that Alyona Khort has no means of verifying that the voucher has been posted to the correct nominal ledger code. 



Recommendation:
It is recommended that on the Excel summary spreadsheet prepared by Darina Stavnichna the description of the goods bought are detailed next to the appropriate voucher number.

The summary spreadsheet should then be reviewed by Alyona Khort to ensure that the items are correctly analysed for posting to the nominal ledger.



STCU Comment:
The STCU concurs with the audit findings and recommendations and has begun corrective action.
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Title:
Advances to Uzbekistan



Description:
During the course of our audit work on accounts receivable, it was noted that an amount of $12,591 was transferred to the Academy of Sciences of Uzbekistan. In relation to this advance of funds, it would appear that this amount was unused for the period from May 1999 to 31 December 1999.

The fact that such a large sum of money was advanced to this institute appears to be inconsistent with the STCU's normal procedure of advancing only $200-$300 to institutes to cover small non-direct costs. Such a large advance neither safeguards the assets of the STCU nor maximises interest yield, by holding monies at an institute over which the STCU has limited control. This is particularly the case when it appears that the money at the institute is for no particular purpose, as defined by the project accountant.



Recommendation:
In no circumstances, should this amount of money be held at an institute which is not directly under the control of the STCU. Apart from a float of $200 to $300 for small non-direct expenses, we would expect all other funds to be centrally managed.

The CFO should enact proceedings to recover the money held by the Academy of Sciences in Uzbekistan. 



STCU Comment:
In July, 2000 the STCU recovered the $12,591 from the Academy of Sciences of Uzbekistan.  The STCU concurs with the audit findings and recommendations and will no longer advance money to institutes other than for small non-direct costs.

Audit of the Science and Technology Center in Ukraine

For the Year Ended 31 December 1999

Management Letter


Observation No. 13






Title:
Contracts not dated.



Description:
During the course of our audit it was noted that the majority of contracts, concluded with the project beneficiaries, were not dated by those who had signed the contracts.

As well as not being in accordance with standard business practice, this creates a further difficulty with respect to capital accounts. The accounting policy of the STCU states that a project becomes designated when the contracts are signed. If the contract is not dated by all participants, then the accounting policy becomes harder to implement, and increases the risk that capital may be wrongly credited to either designated or undesignated project capital.



Recommendation:
All contracts must be dated by all those who sign the contract.

The project accountant must check that the contract is signed by all parties, before releasing any monies to the institute under the contract.



STCU Comment:
At the Seventh Board of Governors meeting in December 1998, the model project agreement was changed to include a date next to the Executive Director’s signature which meant the operative commencement date for the project automatically became the first day of the month after the date the ED signed the project.  Prior to this, the operative commencement date was written into the project agreement, and most signatures associated with the agreement, including more than likely those of the STCU, were without dates.

Therefore, any projects which utilized the model project agreement agreed to at the Seventh Board will be signed and dated by the Executive Director.  Thus, those projects will become designated on the date of the signature of the ED.  For those projects which utilize the old model project agreement, the operative commencement date will be the date that the project becomes designated.
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Title:
Accounts payable module for administrative expenses



Description:
During the course of our audit it was found that there was no accounts payable ledger maintained in the year for administrative expenses. Whilst we realise that most expenses are paid by cash and up in front, the lack of recording of  administrative creditors provides three problems:

i) The failure to record a liability presents the risk that additional expenditure will be committed, when a particular budget line has been fully used.

ii) The failure to record a liability, means that the available financial headroom for the STCU may not be correctly calculated.

iii) At the year end, a list of creditors has to be manually created from a review of unpaid invoices. This increases the risk that the liability may not be correctly stated.



Recommendation:
An accounts payable module should be set up for administrative vendors, so that at the year end the liability can be extracted from the accounts payable module easily and without further calculation necessary.

The aged listing of account payables should be regularly reviewed by Eugene Pashkovsky for its accuracy, and presented to the CFO for monitoring of any overdue liabilities outstanding.  



STCU Comment:
The STCU concurs with the audit findings and recommendations and has begun corrective action.
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Title:
Calculation of grant accruals



Description:
During the testing of grant accruals, we initially found that the accruals were not being adequately recorded. When performing the reconciliation between ACCESS and ACCPAC, the project accountants were required to enter the number of months for which a grant accrual was required, being either 0,1,2 or 3. 

However, as some projects had been completed, not all of the cells on the spreadsheet were fully entered, which meant there was no completeness check in place.

As a result of there being no check, some errors arose on the calculation of the accruals.



Recommendation:
As a result of the errors found, the audit staff devised a system for ensuring that all cells in the number of months column were completely filled in. This proved successful, and we would recommend a similar system to be used for next year.




Number
Description






0
Quarter end date December 31, therefore no accrual required


1
Quarter end date November 30, therefore 1 month accrual


2
Quarter end date October 31, therefore 2 months accrual


3
Quarter end date September 30, no report received and posted on to ACCPAC, 3 months accrual


8
Project not yet operative, therefore no accrual required


9
Project closed


In addition we recommend that the reconciliations are reviewed by Eugene Pashkovsky for their accuracy.



STCU Comment:
The STCU concurs with the audit findings and recommendations and will implement during next year’s grant accrual process.
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Title:
Monitoring of grant payments



Description:
As part of our review of the project costs incurred during the year we attempted to ascertain whether any of the scientists or support personnel receiving grants had claimed time on one or more projects for exactly the same period of time, or had claimed more than 220 days a year, which is deemed to be a normal working year.

We asked the STCU to look into this matter using their database of scientists and support personnel, which contains details of the number of days claimed by individuals, to ascertain whether any other instances existed where individuals had claimed grants on more than one project for the same dates. We were informed that is was only possible to ascertain whether an individual had worked more than the permitted 220 days per calendar year.

The results of this review indicated that some 12 scientists and support personnel had claimed more than the permitted 220 days. In two instances individuals had been paid grants for over 370 days.

We were informed by the STCU that they did carry some reviews such as those detailed above, however it would appear that these were not regularly and consistently carried out.



Recommendation:
In relation to the above matters we would make the following recommendations;

(i) In relation to the 12 scientists and support personnel already identified we would recommend that the STCU undertakes a thorough review of the grants claimed by these individuals. This will involve identifying all of the projects that they have worked on and then obtaining copies of their time sheets for these projects. The time sheets should then be compared and duplications identified.

Once the duplications have been identified, steps should be taken to recover the grants that the individuals were not entitled to.

(ii) In order to ensure that such duplications do not occur again in the future we would recommend that a review of the database similar to that detailed above is carried out on a quarterly basis. The number of days claimed in the quarter by the individuals should then be compared to one quarter of the working days permitted in a year. All exceptions noted should be investigated and explanations obtained and where necessary corrective action taken.

As a further measure the finance department should ask the senior project managers to report to them instances where they believe that certain individuals are claiming more grants than they are entitled to.



STCU Comment:
The STCU currently has a policy of monitoring the amount of days worked by scientists in a quarter.  The 12 scientists mentioned in Lubbock Fine’s are not 12 scientists, but 5 individual scientists (Makcimyak, Angelski, Shimanovski, Turkin, and Veremichenko) who show up a few times on the very same report, for a total of 12 lines.

Two of these scientists Makcimyak and Angelski worked on the very first partner project (3M) at the STCU.  At that point, the partner program was in its very infancy, and the procedures for handling them and their differences compared to normal projects were still in their infancy.  The STCU believes the novelty and newness of the partner program led to this mistake regarding too many days worked.

Mr. Shimanovski was caught by our project accountants back in the beginning of 2000, and disciplined accordingly.

The remainder of the scientists worked more than the allowed 220 days; however, most only exceeded the limit by a few days (anywhere from 16 days as a high to as low as 1 or 2 days).  As mentioned in the STCU comments in Observation #1, unless the scientists input their time directly (real-time) into the STCU databases, there is a very little chance for the project accountants to control scientists who work a few (1 – 15 days) more than the 220 day limit.

Overall, the STCU agrees with the recommendation to closely monitor the days worked by the scientists, but feel that with only a handful of scientists working over the limit, out of a pool of 5,000 scientists, that the controls in place seem to be adequate.
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Title:
Funding of Projects from other sources



Description:
According to Article 8.1.3 of the general conditions, which form an integral part of the project agreements concluded between the STCU and the institutions receiving the funding, the institutions are not permitted to receive reimbursement from the STCU, if for the same period of time they are receiving funding from other sources.

During the course of the site visits carried out by ourselves and the USDCAA we were unable to prove that the projects funded by the STCU have not been funded by other organisations external to the STCU. The problem that arises is that the STCU may be paying for grants and expenses incurred in relation to the other funding sources, equally both the STCU and the other funding source may be paying for exactly the same work.

We were further unable to ascertain whether the STCU has adequate internal controls to identify projects receiving funding from other sources.



Recommendation:
In relation to the matters referred to above we would make the following recommendations;

(i) In relation to projects that are still in progress we would recommend that the STCU writes to all such projects and requests written confirmation that they are not receiving funding for the project from any other sources.

(ii) In relation to projects that have not yet been signed we would recommend that the STCU inserts an additional clause in the project agreement which states that the project is funded solely by the STCU and that any additional funding sources, subsequent to the signing of the agreement, will be notified as soon as they materialise.

(iii) In addition to the above measures we would recommend that senior management of the STCU liaise regularly with its senior project managers and scientific personnel of the collaborators to ascertain whether there are any matters that may indicate that projects are receiving funding from other sources. 

(iv) We would further recommend, that as an additional control, the STCU requests all projects to confirm in their quarterly financial reports that they are not receiving funding from alternative sources.



STCU Comment:
The STCU concurs with Lubbock Fine’s audit findings and will begin to implement recommendations (i) and (ii).

However, Lubbock Fine’s additional recommendations regarding (iii) senior management of the Center regularly ascertaining the possibility of other sources and (iv) including the certificate on the quarterly financial reports would, in our view, place an economically unjustifiable commitment on the Center’s resources.
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Title:
The chart of accounts



Description:
The current chart of accounts that is used in the financial statements includes category heads that are potentially ambiguous to the reader of the accounts.

This ambiguity also increases the risk that for the accounting staff there is no consistency in the posting of items to the nominal ledger between periods.

In particular, there appears to be some confusion as to what exactly ‘Representation’ defines, and what difference there is compared to ‘Public Affairs and Information’, and Business Meetings and Conferences’. It would appear plausible that there may be a case for posting a similar expense to either of these three accounts.



Recommendation:
It is recommended that an internal review is carried out of the current chart of accounts by the CFO, in conjunction with the CAO to determine a chart of accounts that would provide the greatest clarity to an external reader.

After a consultative decision is made, we recommend that these findings are presented to the board for their consideration.



STCU Comment:
The STCU agrees with audit findings and recommendations and will review the chart of accounts and make any changes necessary where appropriate.
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Title:
Headings on quarterly reports



Description:
It was found that the headings on table 13 of the quarterly reports (ie the lead schedule) were often incorrectly labelled. A common fault was that the total for the first four quarters was often labelled quarter five, meaning that quarter five was actually labelled quarter six.

It was also noted that the quarter end dates were not recorded on the lead schedule of expenses incurred (Table 13).

This causes difficulty when trying to ascertain what the quarter end date for the project is, particularly in cases when the project is delayed.

Accurate recording of the quarter end date is required to provide a check as to the completeness of any accruals required for grants.



Recommendation:
Each project accountant should ensure that the columns on the quarterly report are correctly labelled, with the quarter end date clearly stated above the column heading.



STCU Comment:
The template for preparing Table 13 was corrected approximately a year and a half ago.  However, some projects continue to utilize the old version of the table.  The STCU concurs with Lubbock Fine’s recommendations and the project accountants will ensure that the table 13’s are corrected as quarterly reports are submitted, and the project participants utilize the new corrected version of the table. 
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Title:
Names on Bank Statements



Description:
During the course of the audit, it became apparent that a number of the bank statements were addressed to either Bill Luke, Larissa Wood or John Murtha. These individuals are no longer employed for the STCU and it is inappropriate that their names remain on the bank statement.



Recommendation:
We recommend that the bank statements are changed to the name of the current CFO, Curtis Bjelajac.



STCU Comment:
The STCU concurs and requested that Bankers Trust and Generale Bank ensure that all information related to STCU bank accounts lists Leo Owsiacki, Executive Director, and Curt Bjelajac, Chief Financial Officer.  This change should come into effect with the August 2000 bank statements.











