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October 20, 2024

The Management

Sahal Microfinance Institution Share Company 

Addis Ababa

Dear Sir,

Accounts, 30 JUNE 2024

During our normal audit of the accounts for the year ended 30 June 2024, we examined certain aspects of the organization’s system of internal control, and attach hereto a memorandum containing recommendations on possible ways in which the system could be improved to overcome weaknesses in internal control which came to our notice during the examination, together with other comments and observations.

It must be appreciated that the matters dealt with in this memorandum came to our notice during the conduct of our normal audit procedures.  We are frequently in a position to offer constructive suggestions for improvements in accounting and control procedures but our work in these areas is not designed for the purpose of expressing an opinion on the effectiveness of the various control systems and accordingly, will not extend into all areas in which improvements may be warranted.  Additionally, inasmuch as our examinations do not include a 100% detailed audit of transactions, these examinations would not necessarily disclose all defalcations or irregularities should any exist.  Therefore, our comments cannot be expected to include all possible defalcations and other irregularities which a more extensive special examination might develop and reveal.

We have discussed the contents of this memorandum with the Head of Finance at your office.

We are grateful to all members of the organization staff for the courtesy and assistance rendered to our representatives during the conduct of the audit, and we should be pleased to assist you with the implementation of any of the recommendations.

Yours faithfully,

Samson Worku Certified audit Firm

Addis Ababa Ethiopia

BANK and CASH BALANCE

1. FINDING: During our audit, we identified several discrepancies related to cash and bank transactions that require immediate attention. Specifically, we noted deposits and withdrawals totaling Birr 12,330,046 that are reflected on the bank statements but have not been recorded in the ledgers. This discrepancy indicates a potential oversight in the accounting records, which could lead to misstatements in the financial reports.Additionally, we observed that year-end cash counts from some branches, amounting to Birr  15,752,982.00, were not presented for our audit review. The absence of these cash counts raises concerns about the accuracy and completeness of cash holdings across the organization. Furthermore, the year-end bank statement for an amount of Birr 2,335,715 has not been provided, further complicating our ability to verify cash balances.The details are as follows:
	Branch Name
	Bank Name
	Ledger Balance
	 Statment Balance 
	Difference
	Reason 

	Head Office
	CBE Sulul
	 981,796.12 
	 913,352.12 
	 68,444.00 
	

	Head Office
	ABSSYNIA BANK 
	 970,500.00 
	 970,220.00 
	 280.00 
	

	Head Office
	WASH BANK
	 82,812.00 
	 82,297.00 
	 515.00 
	

	Head Office
	HIJRA Bank
	 4,216,901.00 
	 6,803,551.93 
	 (2,586,650.93)
	

	Head Office
	DASHEN BANK 
	 75,510.00 
	 72,425.00 
	 3,085.00 
	

	Head Office
	HIJRA BANK
	 30,001,225.00 
	 31,000,925.00 
	 (999,700.00)
	

	Head Office
	 SHABELE Bank
	 1,193,270.00 
	 1,192,970.00 
	 300.00 
	

	Hassen Wali
	Hijra Bank
	 1,113,850.00 
	 9,921,568.57 
	 (8,807,718.57)
	Birr 9,000,000 deposit and 192,281.43 expense is not recorded

	Hassen Wali
	ABYSSINIA
	 31,103.86 
	39603.86
	 (8,500.00)
	

	Hassen Wali
	OROMIA 
	 44,991.74 
	 45,091.74 
	 (100.00)
	

	
	Total
	 38,711,959.72 
	 51,042,005.22 
	 (12,330,045.50)
	


	Bank

	Branch
	Bank
	Finding

	Mulla Sub Branch
	 262,000.00 
	Year end statement is not found

	Mama Qaali Branch
	 427,474.00 
	Only CBE Mama qali found for birr 77,474

	RAASO Branch
	 1,723,715.00 
	Year end statement is not found

	
	
	

	Cash Count

	Branch
	Count
	Finding

	GARBO   Branch
	 3,078,894.00 
	Year end Cash count not found

	SAGAG SUB  Branch
	 577,870.00 
	Year end Cash count not found

	HUDET SUB  Branch
	 1,192,743.00 
	Year end Cash count not found

	DANOOD SUB  Branch
	 1,846,897.00 
	Year end Cash count not found

	RAASO Branch
	1,065,289.00
	Year end Cash count not found

	AFDEMSUB BRANCH Branc
	 910,214.00 
	Year end Cash count not found

	Mulli S,BRANCH
	 1,181,895.00 
	Year end Cash count not found

	HADHAGALE BRANCH Branch
	 1,260,435.00 
	Year end Cash count not found

	DHOOBAWAYN SUB BRANCH Branch
	 221,515.00 
	Year end Cash count not found

	SUUF SUB BRANCH Branch
	 297,740.00 
	Year end Cash count not found

	DIG  SUB BRANCH Branch
	 605,885.00 
	Year end Cash count not found

	YOCALE SUB BRANCH Branch
	 687,730.00 
	Year end Cash count not found

	QUBI S, Branch
	 1,983,075.00 
	Year end Cash count not found

	MAYU MULUQO S, RANCH Branch
	 842,800.00 
	Year end Cash count not found

	
	 15,752,982.00 
	


RECOMMENDATION: Review and strengthen internal controls related to cash handling and bank reconciliations. This may include regular training for staff on proper recording procedures and reconciliation processes.

TAXES PAYABLES

2. FINDING: Taxes payable include long outstanding of pension and has not yet paid to the respective tax authority until the issuance date of these financial statements. 

RECOMMENDATONS: - To avoid any penalty and to make smooth relationship with the government such duties have to paid on time. 

3. FINDING:During our audit, we observed that the company has not deducted the required 2% withholding tax on various purchases made throughout the fiscal year. As a profit-making entity, the company is obligated to comply with tax regulations, including the withholding tax requirements imposed by the government. The failure to deduct this tax not only contravenes tax laws but also exposes the company to potential penalties and interest charges from tax authorities.Additionally, we noted that the total purchase amounts are inclusive of Value Added Tax (VAT). However, this does not exempt the company from its responsibility to withhold and remit the applicable 2% tax on these purchases. The absence of this deduction raises concerns regarding the company's compliance with tax obligations and may affect its financial position.
RECOMMENDATONS: - Conduct a thorough review of all purchase agreements and contracts to identify items subject to withholding tax. Ensure that these agreements include clauses that address tax deductions.

PROPERTY & EQUIPMENT 

4. FINDING:Proper fixed assets register which includes descriptions, quantity and condition of assets has not been maintained; as a result we are unable to verify the physical existence of the non-current assets included on the attached financial statements. Moreover year end fixed assets count is not taken and reconciled with the record maintained by finance, as a result we are unable to verify if there are assets that need revaluation, damaged, lost or out of use assets that should have been removed from the accounts.
       RECOMMENDATONS: - 
EXPENDITURES

5. FINDING: - We have noted a 12% of Basic salary provident fund allowance is  reflected on company monthly payroll which is recognized as pension contribution by the company .Moreover, 2% of basic salary is deducted from employees and kept recorded as provident payable.

RECOMMENDATONS: - From Ethiopian tax law point of view provident fund was an employees benefit but now totally replaced by pension fund which is not an allowance but it an employees benefit which will be paid during retirement.

6. FINDING: - We have noted that allowances included under the company payroll are not taxed and paid to respective government Authority.( Allowances Like Hardship allowance, Telephone allowance, Housing allowances.

RECOMMENDATONS: - We recommended that the company has to comply with the countries tax law.

7. FINDING: - During our audit, we noted significant expenses related to vehicle spare parts and fuel recorded in the financial records prior to the acquisition of donated vehicles at the end of the financial year. This situation raises concerns as these expenses appear on the books without corresponding fixed asset entries for the vehicles.

RECOMMENDATONS: -The organization should review its accounting policies regarding the recognition of expenses related to fixed assets to ensure compliance with applicable accounting standards.

8. FINDING: -During our audit, we observed that the ownership titles for the donated vehicles have not yet been transferred to the company. This lack of formal ownership documentation raises concerns regarding the legal and financial implications of asset management.
           RECOMMENDATONS: - The absence of ownership documentation may lead to discrepancies in asset reporting, affecting the accuracy of the financial statements and potentially misleading stakeholders.

    GENERAL

9.  FINDING: Even though there are inter branch receivable and payable account on the    book of record but the net off balance is not with zero(0) balance rather there is a total difference of birr 1,876,420 is noted.
RECOMMENDATONS: - In order to ensure adequate control we recommend that the company has to maintain proper book of record for an inter branch receivable and payable accounts.

10.  FINDING: During our audit of the investment in shares paid to ET Inclusive Finance Technology, we noted that the investment certificate was not available for review. This absence raises concerns regarding the verification of the investment and its proper recording in the financial statements.
       RECOMMENDATONS: - Immediately request a copy of the investment certificate from ET Inclusive Finance Technology to confirm the existence and ownership of the shares. Furthermore,without the investment certificate, we cannot confirm the existence or ownership of the investment, which could lead to inaccuracies in the financial records.

11. FINDING: During our audit, we noted a discrepancy between the capital reported in the company's books and the amount stated on the business license. The company's records show a capital of 159,500,000 Birr following the sale of shares to shareholders; however, the business license indicates a capital of only 10,000,000 Birr.

         RECOMMENDATONS: - Operating with an unregistered capital amount may expose the company to legal challenges or penalties from regulatory authorities.

12. FINDING: During our audit, we identified discrepancies between the Trial Balance and the Detail Ledgers. Specifically, the following differences were noted:
Description                        TB Balance                Ledger Balance              Difference
Hasen Wali -Branch

Cash at Bank                           65,865,418.86               65,880,208.36                (14,781)   
RECOMMENDATONS: - These discrepancies can lead to inaccurate financial reporting, affecting stakeholders' trust and decision-making.
13. FINDING:  During our audit, we identified that supporting documentation for several transactions was missing or insufficient.
	Branch Name
	Reference
	Amount
	Account Name
	Finding

	HO
	PV032732/2023
	 28,000.00 
	63020 OFFICE FURNITURE
	no Invoice

	Head Office Payment
	PV032623/2023
	 125,000.00 
	61040 STATIONARY AND PRINTIGS
	no Invoice

	Head Office Payment
	CPV91504/2024
	 865,095.00 
	Pre-Paid Rent Expense
	No supporting document

	
	
	 1,018,095.00 
	
	


  CONCLUSION

The benefits of our audit work occur when the management takes meaningful and effective corrective actions in response to our findings and recommendations. The management is responsible to resolve findings and recommendation included in this report and for having a process to track them.

We would like to express our appreciation for the assistance and cooperation accorded to us by the management and staff members of the Organization in the courses of our audit. 

We shall be pleased to give you additional information and explanation that might be required in connection with this report. 
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