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UNITED STATES 0F AMERICA
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September 29, 1988

MEMORANDUM FOR D/USAID/EGYPT, Marshall D. Brown

FROM : RIG/A/Cairo, F. A. Kalhammg:)<pdx£%£‘4A~A~¢«___.

SUBJECT: Audit of Salary Supplements under
Control of Diarrheal Diseases
Project No. 263-0137

The Office of the Regional Inspector General for Audit/Cairo has
completed its audit of Salary Supplements under the USAID/Egypt
Control of Diarrheal Diseases Project No. 263-0137. Ten copies
of the audit report are enclosed for your action.

The draft audit report was submitted to you for comment and your
comments are attached to the report. The report contains six
recommendations. Recommendation Nos. 1 {a), 1 (b) and 5 are
considered closed and require no further action. The remaining
Recommendations are resolved and will not be c¢losed until
completion of planned or promised actions. Please advise me
within 30 days of any additional actions taken to implement
Recommendation Nos. 1 (c¢), 2, 3, 4 and 6.

I appreciate the cooperation and courtesy extended to my staff
during the audit.

Attachments as stated

.5, Maiting Address: Z 106, Kaar El-Eini St. Tel. Count~y Codn ('0211)
Pt Lo, RIGZAZG Cairo Center Building Na., 354-821 |
SO Mew Yok 04952750008 Garden City, Cairo, Egypt Exts. 33457671



Executive Summary

USAID/Egypt paid salary supplements (or incentives) to host
country employees for vyears under several A.I.D. projects.
Although such payments had been subject to Mission policy since
1978, Agencywide policy guidance was lacking until June 1987. The
$36-million Control of Diarrheal Diseases project was a typical

health services project employing financial incentives. It was
selected for audit because of the large amount of incentive
payments financed from dollar-appropriated project funds. The
incentives paid to Ministry of Health ."OH) employees were to
ensure an effective outreach program by making rehydration

services and materials widaly available.

By September 30, 1987, 2.362,000 had bheen budgeted for
incentives by A.I.D. and about $1,100,000 had been disbursed. The
Government of Egypt (GOE) had contributed an additional $180, 000
for the same purrose. In addition, $157,000 in A.I.D. funds had
beer: paid out for incentives but the GORE implementing unit had
miscnarged  these costs to  another budget line-item. Since
October 1, 1987, incentives were being paid from local currency
produced by the sale of AlID-financed rehydration materials and
deposited in a project special account.

The objectives »f this economy and cfficiency audit were to
determine whether: the use of salary supplements was clearly
justified; the GOE had contributed its share to the program; and
management controls were adequate -0  encsure  that Incentive pay-
merts were properly authorized, accounted for, promptly paid and
reported,

The audit showed that management controls had  not  been adequate
to ensure  that salary supplement payments were proper, justified
and shared with the Government of Eqgypt. The National Control of
Diarrheal Diseases Project (NCDDP) , thao GOE  coordinating
organization, hadl wostablished procedures to authorize and pay
incentives, and an  audit  trail adedquate to  trace  the use of
A.1.D. funds: however, the system hal not prevented unanthorized
payments, overpayments, errors, mispostings, misuse of budget or
delayed payments.

Delays of up to 1 year and more had ocourred in paying incentives

to MO field  personnel  and  some  incentives were no o | onger
scheduled to be paid because of the time  lapse. The  incentives
were intended  to motivate doctors, nurses  and  other health
workers to better achieve project objectives. A complex and

cumbersome  GOE  system of approvals was causing the problem. As a
result, incentives were paid  late to recipients or remained



unpaid, thereby reducing or negating intended benefits.
Moreover, the small amounts paid to many individuals spread over
so long a period raised a question about the effectiveness of
using such payments as an important motivating factor. We
recommended that USAID/Egypt determine if monetary incentives
should e coatinued or 1if nonmonetary incentives would better

serve prcject needs; ensure that the personnel due unpaid
incentives ar: properly compensated; and, if continued, work
towar- a re efficlent method of distributing payments.

mn
USAID/Egypt has agreed to provide assistance +<o NCDPP in re-
solving the inpaid  incentives issue. Some system revisions had
been undertake by NCDDP and USAID/Egypt planned to review these.

USAID/Egypt f:nanced salary supplements to GOE employees in
amounts that exceeded the percentage of base salary authorized by
Fgyptian decrees. 1SATD/Egypt's quidelines require that A.I.D.
funds not be spent fcr  purposes inconsistent with GOE policy.
These supplemerts were para  from A.T1.D. funis advanced to the

project. The NCDDP  Director had approved the maximum rates to
which the recipients were entitled plus  bonuses to certain
employees. 5OT contro's  were not  in place to prevent such

overpayments and A project  manager  was  not  aware that sup-
plements exceeded  the authorized rates. As a result, funds were
lnappropriately spent inring a Jd-year period in which bcnuses
wer2  pald  at a cost to ALL.D. of about 360,000 (LE59,520). We
recommended that USAID/ Egypt  reccver these payments and  ensure
that controls are put  in place to prevent further unauthorized
payments. USAID 'Eqgynt planned to recover overpaid bonuses and  to
establ izt contro s to prevent fatare overpayments.

The groant tniiaget Proviiedad more  ALT.D. funds  for project
incentives  than needed  for  several reasons. Joint planned
contrituticons  we e significantly  more  than  needed  to fund the
lncensive program, HSATD/Egypt ana the  MOH had mutually agreed

not  to spend  any more  ALT.D. funds {or incentives, but to use
project ivocome instead.  As oa result, ALI.D.'s  financial plan of
$2,3672, 000 Wi qreater than t-he amonnt 1t spent, about
$1, 260,000, We o yvecommended  that  USAID/Egypt deobligate about
$1.1 mitlion anneeded funds for  incentives. USAID/Egypt planned
to make an  internal  evalution of the project in September 1988
and to address the issue.



USAID/Egypt had paid incentives since 1978 without showing an
exceptional or overwhelming necessity for salary supplements, as
required by USAID and subsequent Agencywide guidelines. Project
management had leniently interpreted earlier Mission gquidelines
and had not adequately addressed current A.I.D. requirements.
USAID/Egypt officials were not able to demonstrate that all

incentives were essential, that important factors had been
considered in paying incentives, and that project funds totaling
about $1.4 million had heen appropriately spent. We recommended

that USAID/Egypt's Office of Health submit a complete statement
by individual or by category of incentives, 1in accordance with
A.I.D. and Mission guidelines. (Subsequent to the audit, the
Mission Direc*or approved the con:inuation of salary supplement
payments using project special account funds, on the basis that
dlscontinuation of 1ncentives wouldd jeopariize project
objectives.)

Improvements were necded in accounting and reporting to properly
monitor the incentive program in accordance with management's
responsibility o establish addequate Internal controls and
revised Agencywide guidelines and criteria.

Although audit trails were in place for payments to recipients,
the review disclosed orrors, mispostings, misuse of budget,
delayed payments, overpayments to  certain individuals, and an
accounting system that was not geared to producing management
reports. NCDDP reported total incentive costs incorrectly and
d1d  not report the details as to how the money was spent. USAID/
Egypt and NCDDP did not require  this  information and the NCDDP
accounting »ffice had not initiated management reports. As a
result, USAID/Egypt did not know of the errors and misuse of

funds, W recmmmnndvd that USAID/Egypt's Office of Financial
Management assist NCDLP to fuaprove its budgeting, accounting and
management reporrlng system, recover overpayments  to  NCDDP
project officials, aad correct mispostings. USAID/Egypt planned

to meet with NCDDP  on these issues and to provide assistance to
them in improving NCDDP controls.

Managzment Conments: "We appreciate  the  opportunity to comment
on your draft auadit report entitled Audit of Salary Sunplements,
Control of Diarrheal Disecases, Project  No. 263-137 dated August

10, 1988. (Wle agree  in principle with the findings and
recommendations provided in  the Jdraft  report. we  are 1onoking
into the problems cited 1in thw andirt report and we will advise
you of any corrective action we will undortake to resolve them."
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AUDIT OF
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PROJECT NO. 263-0137

PART I - INTRODUCTION

A. Background

The paymenc of salary supplements to foreign government employees
is a scnsitive issue and a matter of Congressional and Agency
concern because of the potential this practice creates for
abuse. As is the case with many other A.I.D. Missions around the
world, USAID/Egypt had paid salary supolements for years under
various projects. Although subject to Mission policy, the
payments lacked overall Agency policy guidance to control these
expenditures.

Salary supplements are payments that augment an employee's base
salary or premiums, overtime, extra payments, incentives and
allowances. The employee qualifies under host government rules or
practices by performing his regular duties or for work performed
during normal working hours.

Mission policy covering this practice was eastablished 1in
guidelines for the use of A.I.D. funds to meet Egyptian costs,
dated Decerver 14, 1978. The qguidelines set forth the rule for

not paying employees or officials of cooperating Egyptian
entities except in casa2s of overwhelming necessity in activities
of high priority to the U.S. Government. The policy S

rewritten in  June 1987 to incorporate new Agencywide policy
criteria for the payment of salary supplements to host country
employees. Agencywide policy was further clarified and restated
in April 1988. The new guidance applies to the use of A.I.D.
dollar resources, as well as to U.S.-owned local currency and
host-country-owned local currency jointly programmed by A.I.D.
and the host count y.

The Control of Diarrheal Diseases Project Was a typical
USAID/Egypt health project incorporating financial incentives and
was selected  for  audit  because of  the amount of incentives

budgeted and paid from dollar-appropriated project funds. The
project’'s purpose  was  to  reduce child suffering and mortality
from diarrheal diseases by making rehydration services and

materials widely available through a national program. The use
of incentives was to ensure that an effective outreach program
was sustained.






The audit objectives were to determine if: {1) the use of salary
supplements was clearly Jjustified; 2) the GOE contributed its
share to the program; and (3) management controls were adequate
to ensure that incentive payments were properly authorized,

accouated for, promptly paid and reported.

i
(

The aulit included visits to  USAID/Eqgypt project offices. MOH,
NCDDP, andd at the Local  level to seven general hospitals, five
health units, two medical cen'~rs and three naternal child health
center:  in four of the twenty-six governorates (provinces). At
locations wvisited, di1scussions were held with cognizant offi-
~ials, records  were  reviewed, and  procedures were tested on a
Juldgmental basis for payments made  during  the period  of April,
Mav o oamd Jone 19827,

The review »f compliance and internal controls was limited to the
findings in this report. The audit work was done between August
1987 and o May 1988 and  was  carried out in  ac-ordance with
Jenerally accepted government auditing standards.
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SALARY SUPPLEMENTS UNDER USAID/EGYPT
CONTROL OF DIARRHEAL DISEASES
PROJECT NO. 263--0137

PART II - RESULTS OF AUDIT

The audit showed that management controls had not been adequate
to ensure that salary supplement payments were proper, justified
and shared with the Government of Egypt.

The NTDDP thad established procedures to authorize and pay
incentives using A.7.D. funds and an adequate audit trail to
identify the recipients who were paid. However, the audit showed
that the system nad not prevented unauthorized payments,
overpayments, errcrs, mispostings, misuse of budget, and delayed
payments from occurring. Some field personnel had not received
payments due them after 1 year, and ponuses to office staff
exceeded amounts authorized by Egyptian ‘decrees.

Although the incentives had been paitd since April 1982, the husc
government nad contributed only a small portion of 1its planned
share. USAID/Eqgypt  and  the host government agreed to stop using
A.T.D. funds in 1987, and to use project-generated funds instead.
As a result, grant fuands »f about $1.1 million were nct spent.

USAID/Eqgynt did not have a «lear Jjustification for paying
incentives, A jJustification statement prepared  in September
1987, during the audit, was incomplete in  that it did not
address: individual, or each tategory of, recipients; valid
recasons  why the GOE  could not provide funds from its own
resources,  specifv needs in terms of project objectives, or
adequately  address  the deficiencies nnted later in the audit.
Notwithstanding expressed audit reservations regarding the
continuation of these payments,  the Mission Director again
approved incentive payments  under  the project in  August 1988,
which was within his authority to do.

The report recommends  that  USAID/Eqgypt  examine the issue of
delayed  cash  supplements  ensurinag  that past  deficiencies are
corrected; recover bonuses and  other overpayments, and see that
controls are in place; deobligate unneeded grant funds; submit a
complete Justirfication statement for payments, if continued; and
seek to improve NCDDP's budgeting and accountiag controls and its
reporting to USAID/Egypt.



A. Findings And Recommendations

1. Field Personnel Had Not Received Incentives after 1 Year

Delays of up to 1l year and more had occurred in paying incentives
to MOH field personnel and some incentives were not scheduled to
be paid becausc of the time lag. The incentives were intended to
motivate doctors, nurses and other health workers to Dbettel
achieve project objectives. A complex and cumbersome GOE system
of approvals was causing the problem. As a result, most of the
$1.4 million 1in incentives were paid late to recipients or
remained unpaid, thereby reducing or negating intended bhenefits.
Moreover, the small amounts paid to many individuals spread over
so long a period raises a question as to the effectiveness of
using these payments Aas an important motivating factor under the
project.

Recommendation No. |

we recomment that USAID/Eqypt:

(a) determine if salary supplement payments to field personnel
are desirable or should be Jdiscontinued;

(b) determine 1if the use of nonmonetary incentives would better
serve project needs rather than relying on a cumbersome
system of felaved payment rewards; and

fc) easure that MOH field employees who were due  incentives, but
did not  receive  them because of delays in the payment
process, are appropriately compensated.

Recommendation No. 2

We recommend that 1f salary supplements are continued, the
USAID/Eqgypt Office of Financial Management, in conjunction with
the Project Office, consult with the Government of Egypt 1in order
to devise a more efficient method of distributing payments.

Discussion

NCDDP did not distribute incentives promptly to MOH field
personnrel  anc time lags had increased. For example, as of
January 31, 1986, the Gharbia Governorate had not vyet received
funds to pay incentives for the 4-month period (October 1985
through January 1986) and Sharkia Governorate had not received
funds to pay incentives for 2 months (December 1985 through
January 1986). At the end of June 30, 1987, these time lags had
increased to 9 months for Gharbia and 12 months for Sharkia.






to be cancelled. At the time, USAID/Egypt and the MOH had agreed
not to use A.I.L. direct funds to pay any 1incentives after
September 30, 1987, and NCDDP had not received authority from MOH
to use the special account funds {local currencies generated by
the sale of AID-financed commodities) to pay incentives for work
periods prior to October 1, 1987,

The audit disclosed that incentive payments were wmade to  about
1,584 people associated with the proiect, including doctors,
nurses and workers assigned to ORT field units. Based on rates
paid, generally, dJdoctors received less  than 1L,E180 ($180) and
nurses less  than LE120  ($120) for a year. These payments were
often delayed for a year or more. While the possible svmbolic
importance  of  any  reward  amount cannot be discounted, the small
amount of iacentives pail o many project support personnel
spread over so long a period appears questionable in terms  of  an

ltmportant motivating factor for achieving project objectives.

Salary supplements  wore  supposed  to enhance project support. In
rotal, $1.436 million was channeled from ALD  and  GOR funds for
this purpose. USALID/Egypt  needed o  roconsider whether sup-
plements  were desirable and should be continued, or whether other
types of 1ncentives would be nore offective.

In the latter scages  of  the  audit,  the USAID/Egypt Office of
Health submitt.? an action memorandum to the Mission Director for
approval to finance salary supplements  from the project Special
Account  (See  Exnibit  3).  Although the  memorandum did not spe-
cifically address the deficiencies noted in the audit, the action
was  Aanproved, In the Judgment of the Mission Directcr, dis-
continuing the salary supplements now being paid  would  jaopardize
project objectives. The Director has the authority to grant such
approvals dander ongoing projects.

Notwithstanding our reservations about  the effectiveness of
continuing  these  payments,  Recommendation No. 1 (a) and (b) are
considered closed upon issuance of chis  audit  report. Regarding
Recommendat ion No. 1 (c¢), USAID/Egypt's Office of Financial
Management has agreed to provide assistance to NCDDP  in  resolving
the unpaid incentives issue. The recommendation is considered

resolved and can  be  oclosed when  the funding is  provided and
payments are boeing made.

Regariding Recommendation No. 2, NCDLP has undertaken certain
system revisions, USAID/Egypt plans to review the revised
incentive system and  to  advise of corrrective accions. The
recommendation is considered resolved and can be closed when
those actions are completed.
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mentioned was to be collected and used to finance research to be
specified by the GOE agency concerned.

NCDDP was paying operational costs from AID funds advanced to the
Project. 1In addition to incentives, the NCDDP was paying bonuses
every 3 months (bimonthly before February 1987) to all of its
enployees seconded from the MOH and MOF, even though these
employees were already receiving the maximum rate authorized for
salary supplements. NCDDP paid a total of about $60,000
(LE59,520) in bonuses during the period from September 1, 1983,
through August 31, 1987. The overpayment was discovered in our
audit test of the 1incentive <costs charged to A.I.D. for the
months of April, May, and June 1987. For the period tested we
found that 30 employees seconded from the MOH and MOF received

bonuses totaling about $4,067. The overpayments were chaiged to
A.I.D. under the Certified Fiscal Report 1line 1item captioned
"incentives." USAID/Eqypt did not specifically authorize bonuses

to be paid and current USAID/Egypt project management was not
aware that these costs were being funded by A.I.D.

The bonus payments exceeded the monthly financial rewards
authorized to be paid. The bonuses added an additional 1incentive
payment to about 30 employees every 3 months, who already were
receiving monthly incentives. For example, a full-time employee
with a monthly base salary of LE165, received a total of LE660
for the months that bonuses were paid, broken down as follows:
incentives LE330 and bonus LE330; thus, increasing rewards to 400
percent (instead of 200 percent) of the base salary. The
practice of paying bonuses had bheen started by NCDDP before the
current NCDDP Director's assignment. The payment of bonuses was
brought to the attention of the USAID Project Officer during the
audit (September 1987) and payment of bonuses using A.I.D.. funds
was discontinued. :

USAID/Egypt Mission Order 3-10, dated December 14, 1978,
required, in part, that local <cost financing should rnrot be
inconsistent with the administrative and personnel policies of
the GOE. This concept was further defined in A.I.D. policy on
June 7, 1987 (State 173326), which required that A.I.D. project
funds be wused for salary supplements only if the &the pavments are
permitted under host country law and regulations.

GOE controls were not adequate to prevent the overpayments. The
NCDDP Director claimed that the decrees did not apply to bonuses
paid as special awards in recognition of services performed. No
documentation was provided to support this position. The NCDDP
Director has the authority to approve wages, Iincentives, and
rewards for extraordinary efforts, but only within the limits of



his authority. The Director exceeded his authority 1in paying
amounts that were not specifically authorized by A.I.D., the
decrees, and the appropriate GOE ministries.

Following notification to the USAID/Egypt Project Officer during
the audit, USAID 1nformed the MOH that incentives would not be
paid from grant funds after August 1987. Based on the review, we
concluded that bonuses totaling about $60,000 were charged to
A.I.D. funds and should be recovered,

Regarding Recommendation 3, USAID's Office of Financial
Management plans to review the alleged overpayments and 1ssue a
Bill for Collection, 1if appropriate. USAID also plans to ensure
that controls are established to prevent the recurrence of
overpayments. The recommendation 1is considered resolved and can
be closed when the contemplated actions have been taken.



3. AID Provideda More Funds than Needed for Salary Supplements

The grant budget provided more A.1.D. funds for project
incentives than needed due to program changes, payment delays,
and the reduced value of the Egyptian pound. Although A.I1.D.
continued to fund annual incentive payment requirements, the GOE
had not contributed 1ts share toward incentive costs according to
the understanding set forth in the project paper. The annual
percentage contributions stated in the project paper were not
restated in the grant agreement, which was part of the reason the
GOE did not participate. In addition, due to devaluation of the
Egyptian pound, the planned contributions of both parties were
significantly more than needed to  fund the incentive program.
Moreover, USAID/Fgypt and  the MOH mutually agreed not to spend
A.T.D. funids for incentives after September 30, 1987, and  started

to  use project  1ncome  instead. As a result, A.1.D.’'s project
budget  for  incentives, $2,362,000, Was qreater than the
cumulative amount 1 had spent, about $1,260,000. We  con-

sequently estimated  that  $1.1 million set aside for A.I.D.'s
lncentives will not be needed and should be deobligated.

Fecommendasion No. 4

We recomnmnend that USAID/Egypt deobligate an estimated $1.1
million 1n unneeded funds from the operaticnal cost budget for

incennives.

Disc-uss

i’/.ifl

Accorling to the original project paper, dated August 1981,
A.I.D. was  to commit funds for the project with the understanding
that the GOE  would increase its  year-by-year share of the
operational  cost  budget. A.L.D.'s share, starting at 100 percent
the first year, was  to  be  reduced 20 percent  each  subsequent
year, anl the GOE share was to increase covrespondingly.  During
the fifth or final year, the GOE would pay 80 percent  and  A.T.D.
20 Dercent., In no oecvent were AJILD.  contributions to  be
disburced in excess of the agreed upon  percentages.  The  intended
outputs  of  the incentive program were the training of personnel
to  promote  the oral  rehydration  therapy and  salts outreach
campaiqgn.

The GOE did not contribute its share to incentive costs as called
for in the project paper. Due to a 6-month delay in  starcving the
outreach campaiqgn, A.I.D. funds advanced for the first year's
incentives, which started in April 1982, were more  than  adequate
to pay for programmed  costs., For the second vyear, the NCDDP
continued to pay incentives with ALL.D. funds and A.T.D.  advances






USAID/Eqgypt's actions thus far have been responsive toward
resolving A.I.D.'s overcontribution of funds for incentives.
However, the grant agreement has an  accumulated budget of
$2,363,000 in A.I.D. funds for incentives and only about
$1,260,000 (LE1,256,157) had been spent. Since the MOH agreed to
provide funds Eor Incentives from other sources, an  unneoeded
A.T.D. budget  of about $1.1 million was available for other
project purposes or Jdeobligation.

Regariding Recommenlation Moo 4, USAID/Eqgypt  planned an  internal
evaluation of  the project in September 1988 which was to address
the 1ssue  of reprogramming excess project  fands. The recom-
mendation 1s  consitdered resolved and can be  alosed when the
evaluation is completed anad corrective actions are taken.
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Current project officials were not aware of any other project
documentation that set forth an explicit Justification for the
various categories of salary supplements  that had been raid by
the project (see Hxhibit L). A small number of  full-time head
office  employees, about 15, ranging  from liaborer to the NCDDP
Director, receilved larger amounts of incentives  and  bonuses  than
others, VO T lng LELY3 & LE440  per  aonth. In contrast,
handreds o0 ~liaible MOH doctors, nurses, and workers  assigaoed  to
ORT anits  1n the Dreld received fixed amounts of only LE1IS, LELO

and LES, respectivelyo Sinee there  was  no o sliding scale,  the
payments  were constlered o ro be regalar benefits by some employees
and, to thls extent, personnel  cwvaluirtions served ono meaningful
DUT PO, [n  our pinion.  maximam  or firxed amoants paid to oall
field  personnel  diminishedl  the  incentives  {or caployees to

increase rheir of forts under the proje -t

USAID  ant GOE officials  stopped asing ALT1.D. dollar sdvances to
pay incentives and started to ase projest special aqccount funds
Jenerated  from the  sales  of 0 ORS tnanced by ALT.DL 1nstead.
Effective October 1, 1987, the GOF and A.l.t. matiually  agreed ko
consilder this project  income a5 part of the SOE contribution to
the project and to use these funds o pay  1ncent ives mnd other
proiject rOsStS ., However, the use of special acoount fands Hid not
obviate the neel to properly justify the ase Hf incentives. This
is In  keeping with the Apri. 17, 1988 A.1.D. policy aquidance
which applies not only to the use of AL1.D. dallar esources,  bhut
Lo U.S.~-owned Inecal surrency and  host-country-owneld l1ocal
currency 4s o well,  when  the  proposed  uses  inclade  payment  of
salary suapploments.,

1¢
i
P
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In  Septenber 17987, USAID/Egypt's Office of Health prepared a

statement aecant  to  address the new  Agencywide  criteria for
payment  of salary  supplements and  honoraria  to host  country
employees. However, we  noted that the Office of Health 1id not:
(1) address  individuals  or  cateqgories of recipient s (2)

lemonstrate  why the host country coall not make payments fron its
own resources: or (3) show why the supplencnts were  ossontial for
the specific objectives  of  the  projece. Moreover, the Health
Nffice was not  aware  of  oxisting  conditions  in preparing  the
mstification statoement, s tndieatael by the deficiencies noted

In other sections of the roport (Seo Exhaibis ),

Prudent ase  of  the $1.436 million 10 project faunds,  whether
A.L.D. or GOE-provided, or f{rom  the project spralal o account,
would Jdictate that all be properly  Justified, HSATD/Egynt needs
to  oensure that jastification  to  pay 1ncentives  be carefully
stated  for  oach cateqgory or individual receiving payment and that
the incentives  being  paid  are  essential to attaining  project
nhjectives,
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In the latter stages of the audit, the Uffice of Health submitted
an action memorandum to the Mission Director to finance salary
supplements from the project special account (see Exhibit 3). The
memorandum did not adidress the specific deficiencies noted in
this audit regarding preparation of an adequate justification.

Nevertheless,  the  action  was approved by the Mission Director on
the basis that discontinuation of  the salary supplements  would
jeoparlize nroject obhjectives,

In onr Ve, 4 convincling  case was  not  made  to  continue
supplement s, However,  the  Mission Director has judgmental
authority  for  such approvials under ongoing projects. Under these

—

circumstances, Recommendition No. 6 is  considered closed upon
1ssuance of this report.



5. Improvements Were Needed to Properly Monitor the Incentive

Program

Improvements were needed 1in accounting and reporting to properly
monitor the ilncentive program in line with managerial respon-
sibilities for internal «controls, and 'n accordance with new
Agencywide guidelines and criteria. Although audit trails were
in place for payments to recipients, the review disclosed errors,
mispostings, misuse of budget, delayed payments, overpayments to
certain iandividuals, and an accounting system that was not geared
to producing management reports. NCDDP  reported total incentive
costs 1ncorrectly and did not report the details of how the moaey
was spent.  USALD/Egypt and  NCDHDP  did  not require this infor-
mation andl  the NCDDP  accounting office had not initiated mana-
gement reports.  As oo oresult,  USAID/Egypt did not know of the
errors and misnse of fuands.,

Recommendation MNo. 6

We recommend that the USAID/Eqgypt Office of Financial Management:

(a) assist NChDP to improve 1ts Dbudgeting, accounting and
management  reporting  system to ensure that USAID/Egypt
receive adequate information to properly monitor the

incentive: program;
(b) issue Bills for Collection to recover overpayments to NCDDP
project officials or offset same against future disburse-

ments; and

(c) ensure that mispostings of incentive costs are corrected.

Discussion

Federal Government Standards define internal control as the plan
of organization and methods and procedures adopted by management
to ensure that resource use is consistent with laws, regulations,
and policies;  that resources are safequarded against waste, loss,
and misuse; and that reliable data are  obtained, maintained, and
fairly ‘disclosed in reports.

A.T.Do qguidelines  and criteria for payment of salary supplements,
affective Juane 7, 1987,  ftuarther require 1in part, that "...a
mechanism  exiats  for  providing  the  supplements  which prevents
potential abuse in the Jdetermination of recipients and  amounts  to
be  provided;  onsares financial inteqgrity in the payment system;
and establishes adeguate monittoring andd reporting.” This  policy
guidance  applies  to  ALT. D fands as well ag host-conntry-owned
local currency jointly programmed for the project.
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Although audit trails were 1in place for 1identifying 1incentive
payments to particular recipients, the audit disclosed examples
of errors, mispostings, misuse of budget, delayed payments,
overpayments anad  poor accounting in  the 3 months tested (April
through June 1987). For example, errors or differences were found
in the «calculation of incentives paild to the NCDDP Director and
the NCDDP  Controller. In the case of the Director, monthly
lncentives were calculated on v base salary (LE165) that differed
from the base  pay (LELS6) reported by the MOH to the project. We
estimated that the small difference resulted in an  overpayment of
LE324  during o  year's time . In the case of the Controller, a

1
part—time employee, incentives were calceculated at  a [ixed amount
of  LELS0  per  month  approved by the Director, instead of the 30

percent rate of base salary aathorized by the  MOF.  This  resulted
in  an  estinated overpayment of LE 3,448 during a d-year period of
assignment to e project

A misposting  of  about  H4, 800 (LE4,782) was found in the
accounting  records  for the  3-month  period tested. Media costs
were charagsl as lnoentives, thus sisstating the totals for these
line iten vosrs reported it NCDDP's  monthly Certified Fiscal

Reports to USATD 'BEgupt

Al thoagh NCDDLE was specifically  authorized to  charge incentives
to only one line-item  budget  category: "incentives," salary
supplements  of  about $157,000 paid to pharmacists wer: charged to
ORS production and  Jdistribution instead, without USAID/Egypt's
authorization.  The misuse of budget was reported in RiG/A/C Audit

of Income Senarating Prajects, Report  No.o 06-263-88-4, dated May
19, 173873,

HBonuses toraling  about $50,000  wore averpail t>  about 30 MOH
officials 3 —*con«ied o the project. They  occupied positions
ranging fro the director to the cashier. These payments exceeded
legal limits F(ﬁ)r incentives set by the MOH, as  explained  ocarlier

in this report.

Delayed payments  of incentives to field personnel of up to a year
or more resulted  from  a  cumbersome  system  of  evaluating  and
approving  the di hnrmmuntf as explained in another section of
this report.

An effective accounting and  reporting  system  shonld nrovide
meaningfinl information toy management to o monitor  activities,
NCDDRP  accounted  for  funds  advanced by  USAID/Eqypt, but r)nly
reported  how  much  was  spoent by budget lhine=-item cateqgories
astablished  for  the project. Total incoentives were  reported
monthly a5 single line-item amount in Certified ["i:;c;al Reports

During the period  reviewsd, NCDDP  issued  only one  management



information report on incentive payments to USAID/Egypt. A
report in 1985, which purportedly analyzed incentive charges, had
not been totaled or reconciled ta the accounting records.

Par . of the problem was that the NCDDP accounting ledger was set
up to report only line-item ‘totals, without reporting any
subline-item information. As a4 result, NCDDP accounting and

reporting was not conducive to providing meaningful information
to manage incentive costs. Errors, mispostings and misuse of
budget were not apparent  in total costs and USAID/Egypt did noc
know how each category of incentives was  functioning 1in  relation
to  budget. Also, the nuambers and types of personnel and amounts

paid to each governorate were unot  recapped  and  reported  for
comparison so  that Jdelays  in paying  fleld  personnel would be
discernable o manageme2nt . Lacking adequate information,
USAID/Egypt iid not  xnow of the errors, mispostings, delays and

misuse of “amnis.

The deficiencies noted above  s2latel to  the period in  which
A.L.D. hirectly  funded  the  incentive program. The correction of
overpayments,  orrors,  mispostings  and  misuse  of  funds  should
address rthat period. iflowever, onc2  ALL.D. 15 no  longer funding

incentives directly, improvenents needed in budgeting, accounting

and  reporting incentives shonld  address  the  use of Special
Account funds, HSATDEgypt s office  of  Financial  Management
needs to roevaluate an carlier  financial  assessment  of  NCDDBP's
accounting pDroceditre:s aned Assist nenbpe In  iaproving 1ts

accounting an! roeporting syston,

Regariing Recommentarion o o, USAID/ Fgypt's Office  of  Financial

Management  olanned Lo meot  with (CRDP officials to Jdiscuss the
budgering, acoounting,  and  management  reporting system;  review
overpayments  of  ancentives;  and provide assistance in oimproving

controls. The recommoendation 1s considerad resolved  and can be
closed after the corrective actions have been taken.



B. Compliance And Internal Controls

Compliance

Justification statements had not been prepared to show the
overwhelming or exceptional necessity for paying supplements to
GOE  employees  and officials 1n accordance with A.T.D. and Mission
requirements. The COBE hadl not contributed its share of incentive
costs  as oset forth  in the grant budget. Salary supplements had
been paid  to  diodividuals  in excess of  rates authorized by
Egyptian decreos,

Internal ©ontrols

The andit  disclosed some major weaknesses in management controls.
A cumbersome  system by the GOE  was delaying payments of
incentives to  field personnel, and improvements were needed in
accounting for and reporting of salary supplements to properly
monitor the incentive program.

The review of compliance and internal controls was limited to the
finding areas in this report.
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Control of Diarrheal Diseases Project

Summary of Incentives Paid during

the Months of April, May and June 1987

Categorx

(1) Personnel Assigned to NCDDP
Headquarters on a Full- or Part-Time Basis

NCDDP head office personnel seconded from
the MOH and MOF included the director,
assistant director, training coordinator,
assistant training coordinator, assistant
evaluation coordinator, statistician,
controller computer technician, cashier,
social worker, 2 storekecepers, librarian,
driver, laborer, anil a clerk.

Personnel located at the MOH included the
undersecretary for security affairs,
undersecretary for pharmacies, mass media
manager, 2 mass media personnel, 4 members
of wobile team, 2 nurse supervisors,
storekeeper, engineer, and a clerk.

Sub Total

(2) Governorate,

Personnel

Regional and District

MOH employces involved in the
administration of the program in the
Governorates included the under-
-secretary for Cairc, governoratce general
directors, coordinators, district health
directors, hospital directors,
.medical inspectors, clerks, drivers,
maintenance and cleaning personnetl.

(3) Other MOH Field Personnel

assigned to
in health

Doctors, nurses and workers
oral rehydration therapy units
centers and hospitals,

Sub Total of Categories (2) and (3)

pharmacists,

Amount Per-
No. of Paid centage
Personnel for 3 Months of Total
16 LE 11,701 20
14 4,686 8
30 LE 16,387 28%
* *
* *
1,552 41,957 71%

Wﬁ



Categorx

(4) Steering Committee

No monthly meetings were held and no
" payments were made.

(5) Bonuses Paid to University
Personnel

Consultant for research and evaluation

coordinator located at Cairo University.

Total of categories 1 through 5

* No breakout was available in NCDDP records
to show numbers of individuals or amounts

paid for these categories.

EXHIBIT 1

Page 2 of 2
Amount Per-
No. of Paid centage
Personnel for 3 Months to total
0 0
2 816 1
1,584 LE 59,160

[T
"o
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EXHIBIT 2
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Control of Diarrheal Diseases Project

Review of Salary Supplements Justification Statement
Dated September 13, 1987

Deficiencies Justification
Noted In Statement Did
A.I1.D. Criteria for Payment of Supplements 1/ Audit 2/ Not Address 3/
(1) The payments are permitted under host Unauthorized
country law and requlations. Bonuses A, B
(2) The cooperating entity has demonstrated
that it cannot make these payments from its
own resources for valid reasons such as the
inability of the entity to provide the
financing within the time required to meet
the needs of the activity. C
(3) The supplements are judged essential to the Delayed
achievement of project or program objectives. payments A, D, B

(4) Employees do not receive duplicate
payments by receiving supplements from
another source for the same activity.

(5) The rates and fees paid are in accordance

with local standards and are limited to amounts

reasonable in relation to an employec's pay, GOE contribution A, B
and for continuing programs, in amounts which

the host country entity could be expected to

meet from its own resources within a

reasonable time. D, R

(6) The proposed recipients would be carrying
out technical, managerial or administrative
support rather than broad policy functions.

(7) A mechanism exists for providing the Unauthorized bonuses A
. supplements which prevents potential abuse in Overpayments

the determination of recipients and amounts Misuse of budget

to he provided:; ensures financial integrity Errors, mispostings

in the payment system; and establishes adequate Delayed payments

monitoring and reporting. No management reports

-
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Agencywide criteria for payment of salary supplements was set
forth in State cable 173326, dated June 7, 1987 and State
cable 119780, dated April 17, 1988. The latter cable, which
superseded the earlier cable, stated that the policy guidance
applies to U.S.-owned local currency and to host country-owned
local currency, as well jointly programmed.

USAID/Egypt wias not aware of these deficiencies when 1its
justification statement was prepared.

USAID/Egypt's Justification statement Jdid not address:

A = The deficiencies noted in the audit.

B = All individuals or cateqgories of recipients.

C = The demonstrated wvalid reasons for GOE not providing
funds from own resources.

D = The relationship of 1incentives to specific objectives of

the project.
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%@Jr UNITED STATES AGENCY for INTERNATIONAL DEVELOPMZNT

CAIRO, EGYPT

ACTION MEMORANDUM FOR THE DIRECTOR

DATE: - August 2, 19568
n &
THRU: Constance L. Collins, A/OD/HRDC/H
THRU: Lawrence J. Erviie, {A/AD/HRDC
C s
FROM: Charles J. Man-ione, HRDC/H
SUBJECT: Approval to Finance Salary Supplements from .he

Project Special Account for the Control of
Diarrheal Disecases Project Mo, 263-0137.

Problem: vYour determination is required that, under the subject
project, discontinuation of salary supplements now being paid
Would jeopardize project objectives,

Backaround: Project funding for talary supplements (incentive,
fonorariums) to GOE employees is currently being drawn from the
Project Special Account. The initial development of the project
included a subsidy for local production and distribution of Oral
Renydravion Salts (ORS).  The Chemical Industries Development
Company (CID), a GOE-owned pharmaceutical company, manufactures
the ORS used by the project. The project agreed to purchase 60%
Of such production at a price which is about 6% higher than CID's
Manuracturing costs.  The remaining 40% of CID's production of
ORS 15 distrituted to MOH health facilities without cost to the
project.,  The project sells the ORS on consignment to the Middle
Bast Pharmaceutical Co., (MEPC) at 80% of project cost for
distributlon to private pharmacies. Subsequently HEPC continues
o pay back to the project an amount equal to approximately 80%
of the production cost originally paid by the project to CID.

AS of February 1988, the project had contracted with CID to
produce 1988 ORS requirements (valued at 1.2 million LE)
utilizing funds from the Project Special Account. By this
arrangement, AID's subsidy for the production of ORS is
effectively ended. It is the proceeds of sales to MEPC which
have been and still are being deposited in a Speclal Account in
the name of HNCDDP/ORS Sales PRevenue which are currently funding









J) Adequate administrative procndures have been established by
the project to ensure that GOE lplU”nu' do not receive
duplicate pavyments for tihe same activi vy For oexample, lists
ot personnel gualitied to rooelve fncentive payments are
complled by the Directors of Mol wedical tacilities at rhe

re ,

DLstzlb, leveles and forwarded ©o MOH and MOF officials at tne
vernoracve levels, They 1o “urn confirm and cortily to the

—

~ The e ~b e Vo N . - » o “ .- o . - 4 N
J]V [R5 S i Calrlw PR B o ';d:«'xu‘:nt-il a2 afuer,

1) Project enployees receiving salary 1ncentives are engaged 1n
Glrect irnplelentation act:ivities 1n support of the project., HNo
enployee TeCelvindg a sacarly supplement 1s 1nvolved 1n
policy-making doecisiong.,
[ v N N ,. F O T -1 - N H - . v 1. S .
5) The rproject nas estaclished a record syctem tor identifving
Lhe reclplent of salary supglerents and amount o patd,  These
L2CO0Us are readlly aveairlavle tor nonitoring ai.  suecral
dualLs, to ninumlZe tne potential for o abuse,  Tnhe project has
establisned 4 reportinag System o Wnlen reets the requiremnents of
Cne M1s010n urder on salarly supplements,
PeCommencation: That you authoraze tShe continded payment of

PR <y . ~ - pv (SN 4 .o - A y by -4 3
calary ocupplemenes from tne Project Special Account by signing
uleW. 8y 5G doing, you would we approving our Judgnment that

[l
O
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[

O

e
[

e

9}

[

-~ n

3
™

“conblrﬂn sald payments "would jeopardize project

1%

Approveéﬁyb@wVLvL4 7SAOw\

Disapproved

g, 1a X

Date: }Qwﬁ
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Attachments:

TAB A -

20
20, Amendment 1
te 173326

TAB B State 119780
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drafted by: HRDC/H:CMql}?yhe, aa 8/1/88 doc. no. 1039H
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

ot 1

CAIRO, LGYI'T

b o
-

) 1988

.
=
=1
—
=

ORANDUM

70: Frederick ¥alhammer, A/RIG/A/Cairo
"ROM: Marshail D. Brown, Director, USAID/Byypt

SUBJECT: Draft Audit hFeport: Audit of Salary Supplements, Control of
Diarrheal Diseases Project, Preject b, 263-0137

“We appreciate the opportunity to comment on your draft audit report
entitled "Audit of Calary Supplements, Control of Diarrheal Diseases,
Projece the 203-137" dated dagust 10, 1984.

[‘3: agree in principle with the findings and recormendations
prooveaed In thee droalt regort. We are looking into the preblems cited in
e aun it rerort and we will advise you of any corrective action we will

1

ntr oy Lo resolve thaond

Porcrrendation Te 1

woo roconnend that USAID/Egypt (a) determine 1if salary supplement payments
to field persconnel are desirable or sheuld be discontinued; (b) determine
if the use of non-monetary incentives would better serve the jproject
noeds ratl er than relying on a aunbersome system of delayed payment
vewarde; and {¢) ensure that MOE (sic) field employees who were due
incentives, but did not receive thenm Lecguse of delays in the vayment

frocess, are appropr lately compencated by the (O or the Project.
Comneni Lo

i ostated In the subject draft report, Parts (a) and (b)) of abouve
recommendation have been addressed and considered closed upon issuance of
I . In regard to Part (<), Ix. hvgaty, (DR Project
Director for Imticnal Control of {aarrheal Discases Projoct (HahbP), has
acknoedledged that come employecs yocoryedl delayved incentive payments or
ALd not recoive their anceptave gt alls o Tais wan due to sane confusion
during the transition poriod when banding for jneentive payments wag

shifted from the grant Lo the Spearal account,

a\
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Dr. Migaty has promised to take necessary action to pay from the grant
any incentives that were due rior to October 1, 1987.

WAID/Egypt/Ottice of Financial Management (M) has arranged to meet with
Dr. th jpity in September, 1988, to discuss and provide assistance on the
follaw g sulary supplement fssues: (a) vipaid dncentives (e commendation

Mo . L (L) WubP's incentive payment s ystem (Becommendaition M. 2); (c)
allegoo cverpayment of 1E 59,920 1o bemuses an controls necessary to
frrevent recccirrence of overpaninents (Pecommendation M . 3) . and (d)
HCDDLE's budae g, acoount ing and mana gement reporting gystem and the

related contrels Pocoonmendation . 7).

Pecommendation th. 2

We recommend that {f salary supplements are continued, the USAID/Egypt
Office of Financial Management, in conjunction with the Project Office,
work with the ®vernment of Bgypt in implementing a more efficient method
cf distributing piyments. '

Comments

Dr. Magaty, (UE I'roject Lirector for NMDP, inforred USAID/HRIX/H that

the incentive payment system has been revised so that eligible employees
due incentives will be submitted to HLDP for approval and payment will
be on a menthly basis beginning faqust, L.  He belieres this improved
system will be more efficient. USAID/Eyypt /10 will meot with Ir. o gty

in Septenber, 1988, to review the reviced centive gystem,

e conmendacion e 3

We recommend that USAID/Egypt (a) recover the overpayment of bonuses
charged to h.I.D. funds, and issue a Bill for Collection to the
Gvernment of lyypt for the payments totaling LE 59,520; and (b) ensure
that centrols are adogquate to prevent further overmyments from occurring.

Commen ts;

USAID/Egypt/FM will review the alleged nverpayment of LE 59,520 during a
meeting with Dr. Magaty in September, 1038, If approjpriate FM will issue
a Bill for Collection. Also, controls preventing reoccurrence of
overpayment will be establ ithed at this meeting.
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Recommendation No. 4

( This recommendation was included in the draft report, but eliminated
from the final report, based on USAID/Lgypt's response. )

focompendation 1. § (4)
Wroroeccmrend that USALD/ /gy pt deobligate unneceded funds from the
cperaticnal cost budget '

jet, 1ncluding the element for incentives vhich is
overstated Ly an estirated f1.1 million.

N e

2ot commlittee will be holding an internal evaluation of the
project in September, 1988. e of the issues to be addressed will be
that of remogrammming of project funds.

L -
Lt E.A. QJ

s

Focommendation th. 6 (5)

Vi rocommand

that USAID/Dgypt OLfice of lHealth premre and submit a
complete statement for the Mission Director review incorporating an
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exceptional justification for each individual or category of incentives,
setting forth the specific needs, purposes and eriteria met, in
accordance with requirements set forth in  A.I.D. and Mission policy

cuidelines.
Comments

A5 stated in the subject draft report, above recommendation had been
addressed and considered closed upon issuance of the audit report.

e commendation the 7 (6)

We recommend that the USAID/Egy pt Office of Financial Minagenent (a)
assist HDEP to improve i4s budget ing, accounting ind mana grment
reporting system to ensure that USA ID/EGgypt receives adequate information
Lo properly meaitor the incentive progran; (b)) issue Bills for Collection
to recover overpayments o LOLDP prodect officials: and (¢) ensure that

mispostings of incentive costs are corrocted.

Commoents

USAID/Eqgypt/FM will meet with [r. Mhgity in September, 1988, to discuss
HCDDP's budyeting, accounting and management reporting system, review the
alleged overpayment of incentives and provide assistance in improving its

controls.
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Recommendation No. 4

We recommend  that USAID/Eaypt deobligate an
estimated $1.1 million in unneeded funds
from the operational cost budget for
incentives,

c

Recommendation Ho. 5

We recommend  that the USAID/Egypt Office of

Health prepare and submit a complete
statement for the Mission Director's
approval lncorporating a separate
Jjustification for each individual nr

category of incentives, setting forth the
specific needs, purposes and criteria  met,
in accordance  with  the  requirements  sget
forth in A.T.D. and Mission policy
guidelines.

Recommendation Ho. 6

We recommend  that the USAID/Eqypt Office of
Financial Management:

(a) assist NCDDP to  inmprove its budgeting,

1ccounting anid nanagemnent reporting
systen to ensure that USAID/Egypt
receive adequatn information t.o

properly monittor the incentive progran:

(b) issue flills for Collection to  recover
overpaynents  to  HCDDP project officials

or offget same aGAIngt future
dishurse- ments:  and
(c) ensure that migpostings nf

incentive costs are corrected,
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