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MEMORANDUM

TO: D/USAID/Haiti, David A. Cohen

FROM: RIG/A/T, Reginald Howard BL W

SUBJECT: Award Survey of the Capability of the Haitian Foundation for Private
Education to Manage USAID/Haiti's Incentives to Improve Basic
Education Project

This report presents the results of a non-Federal award survey of the capability
of the Haitian Foundation for Private Education (Foundation) to manage activities
of the Incentives to Improve Basic Education Project, USAID/Haiti Project No.
521-0190. The accounting firm of Klynveld Peat Marwick Goerdeler (KPMG)
prepared the report which is dated July 23, 1991. The audit was requested by
USAID/Haiti.

On July 27, 1989, USAID/Haiti signed a cooperative agreement with the
Foundation for $5.3 million to fund the Project. The purpose of the Project is to
assist the private sector of Haitian primary education to improve the quality of
instruction, administrative efficiency and equity of access in schools serving the
rural and disadvantaged segments of the Haitian population, and to organize itself
in a manner that will ensure the continuance of these efforts.

The purpose of the award survey was to report on the Foundation's: (1) financial
and managerial capability to administer activities of the Project, (2) internal
control structure with respect to the Project’s operations, (3) compliance with the
terms of the agreement and applicable laws and regulations, and (4) statement of
proposed direct and indirect costs.

KPMG concluded that the Foundation has sufficient management and financial
capability to manage the activities of the Project and for the items tested has the
capability to comply with laws, regulations, and agreement terms relevant to the
Project. The auditors also concluded that the internal control procedures
established at the Foundation are generally adequate for Project purposes except



for four material weaknesses relating to: (1) the basis used for proposed costs,
(2) control over school attendance reporting, (3) control over the resale of
textbooks and supplies, and (4) the procurement of materials and supplies.

The auditors were not provided either information in sufficient detail nor
appropriate documentation to support certain proposed costs. Accordingly,
KPMG was unable to express an opinion on the Foundation's statement of
proposed direct and indirect costs.

This report was discussed with the Foundation’s management who expressed
general agreement with the report.

We are including the following recommendations in the Office of the Inspector
General’s audit recommendation follow-up system:

Recommendation No. 1

We recommend that USAID/Haiti require that the Haitian Foundation for Private
Education provide documentation which adequately supports its proposed direct
and indirect costs for implementing the Incentives to Improve Basis Education

Project.

Recommendation No. 2

We recommend that USAID/Haiti require the Haitian Foundation for Private
Education to establish procedures which address the problems identified in the
KPMG report in the following areas: (1) control over school attendance reporting,
(2) control over the resale of textbooks and supplies, and (3) the procurement of
Project materials and supplies.

Please advise this office within 30 days of actions planned or taken to resolve and
close the recommendations.
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o Undertake all necessary planning and administrative tasks associa-
ted with the above activities, such as personnel administration,
financial management, financial and progress reporting, formative
evaluation, etc.

FONHEP was also the recipient of a $2,350,000 grant for the PROBED
project under an agreement signed on January 17, 1988 with the
management office of the PL-480 Title III program which was effective
for a one-year period ended in January 1990.

Survey obijectives and scope

The objectives of our award survey were to study and evaluate the
Haitian Foundation for Private Education (FONHEP) to determine whether:

1. The cstimated direct and indirect proposed costs are based on the
most current, complete and accurate data available, and reflect
only those costs which are allowable, reasonable and necessary to
accomplish the work.

2. FONHEP has sufficient management capability and span of control
to administer the project, considering its current and forecasted
project workload, staffing level and past performance.

3. FONHEP is financially capable of performing the proposed work.

4, FONHEP’s accounting system contains sufficient capacity to accu-
rately capture accounting data under the agreement and the inter-
nal accounting controls are adequate for project purposes.

5. FOKHEP is in compliance with applicable laws and regulaticns.

gur study and evaluation was performed in acccrdance with Generally
hccepted Auditing Standards and with the U.S. Comptroller General’s
"Government Auditing Stendards" (1988 Fevision).

The scepe of our work consisted of:

1. A study and evaluation of the statement of proposed costs for the
project to determine if the estimsted direct and indirect costs
are based on the most current, ccmplete and accurate pricing data
available &nd whether they zre alloweble, reascnable and necessa-
ry for the procject.

2. A review of FONHEP's administrative structure considering the cur-
rent and proposed levels of project activity and past pzriormance
in administering cimilar wrojects
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3. An analysis of FONHEP'’s financial capability for performing the
proposed work, considering its assets on hand and line of credit,
until USAID/Haiti makes periodic reimbursements.

4, A study of FONHEP’S system of management and internal control for
accounting, record keeping and financial management, including uti-
lization of separate bank acounts for each fund; procurement proce-
dures; obtaining of counterpart funds; preparation of reimbursement
requests; and planning procedures.

5. A review of compliance by FONHEP with applicable agreement provi-
sions and with the laws and regulations to which it is subject.

6. A review of policies and procedures used in connection with finan-
cial management, the procurement system, the planning process, pro-
curement of counterpart funds, and preparation of the proposed cost
budget.

Results of survey

Statement of pronosed costs

We were unable to satisfy ourselves as to the adequacy of -he statement
of propcsed cc3ts because, as eyplained in detzils in ncte 1 of the
related report:

o The line items of school support and operating c-=penses in the
statement of propesed costs may be overstated in relation to
the basis es~catlished in the proje:ts’ docum:r~zation. The ex-
tent cf overste emeat cannot be determined due to inherent li-
mitations in the data available for evaluating - hose line

items.

o There was insufficient documentation in support of some line
items of cther operating expenses for the Central Office, the
Institutional Development Program Funds, and equipment.

o The statement of proposed costs’ line item of school construc-
tion was understated. The extent of understatement could not
be determined due to limitations in the data available for
this line item.

Management _carpehility

BPased on our survey, we believe that FONHEP has the management
cepability to provide sufficient administration and span of control in
relatien to proZect no. 521-0190.
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INCENTIVES TO IMPROVE BASIC EDUCATION PROJECT

MANAGED BY THE HAITIAMN FOUNDATION

FOR_PRIVATE EDUCATION

USAID/HAITI PROJECT NO. 521-0190

Statement of Proposed Costs

Independent Auditor’s Report

We were engaged to conduct an award survey of the statement of proposed
costs of the Haitian Foundation for Private Education (FONHEP) for the
Incentives to Improve Basic Education Project, USAID/Haiti Project no.
521-0190.

The purpose of our survey was to determine whether the above mentioned
statement of proposed costs complied with the followirg general
guidelines:

1. direct and indirect costs are based on the most current, com-
plete and accurate pricing data available;

2. all costs are allowable, reasonable and necessary to complete
the work in accordance with OMB-Circular no. A-122; and

3. proposed employee salary and wage escalation factors and
benefit plans are reasonable.

We were unable to satisfy ourselves as to the adequacy of the statement
of preoposed costs for US 83,230,430 out of a total budget of UsS
$%,303,314, because, as further e¥plained in note 1 to the statement of
proposed costs: the budget line items of school support and operating
expenses may be overstated; there was insufficient documentation in
support of operating expenses for the Central Office, the Institutional
Development Frogram Funds, and equipment; and the line item of school

construction was understated.

The budget for school support was prepared on the basis of the number of
children enrolled in and attending the schools, based on the criteria
established by the project document. Based on the current environment
of the rural education system, which is still in a devel~nment phase,
certain factors, such as school attendance, and absern:...:m and its
specific causes, do not lend themselves to rigorous me..urement and
identification methods. Consequently, the basis used for establishing
the school support budget could not be determined with accuracy.

Membet Firm ot
Kiynveld Peat Merwick Goerdeler
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Because FONHEPF did not provide us with suffisient detail or appropriate
documentation to support several line items of the st tement of preposed
costs and we were not zable to determine their reasonablenasss and the
scope of our work was not sufficient to enable us to erxpress, and we do
Ot express, an opinion on the rezsonableness of the acccapanying
statement of proposed costs in regard to the quidelines mentioned in the
second paragraph.

This report is intended solely for the use of FONHEP and the U.S. Agency
for International Development. This restricticn is not intended to
limit the distribution of this report which, upon acceptai.ce by the
Office of the Inspector General, is a matter of public record.

f{ﬂﬁ/@ : 7LV&M7Y— pwﬁ-ﬁ—c - Gyzé—ﬂw/‘ a/’c’:';‘yi&z/é'— &%/oé&,«

May 31, 1991
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Period budget: 7/27/89 - 7/26/92

Item/year
Operating expenses:
a. Salaries and fringe benefits
b. Other operating expenses -
Central Office
Total operating expenses

School support

Institutional Development Program
Funds

Training - Central Office
Equipment
Construction and Office Renovation

Audit

Total grant costs

n

INCENTIVES TO IMPROVE BASIC EDUCATION PROJECT

MANAGED BY THE HAITIAN FOUNDATION FOR YRIVATE EDUCATION

USAID/HAITI _PROJECT NO. 521 -0190

STATEMENT OF PROPUSED CUSTS

USAID PROVIDED GRANT FUNDS

EXPRESSED IN U.S. DOLLARS (1)

Project year

Project year

_1989-1990 _ 19%0-1991
$ 323,026 526,715
122,818 216,162
445,844 742,877
386,122 1,232,438
153,159 299,734
3,264 23,823
13,459 9,729
13,333 5,000
20,000 15,000
$ l, 22;1 1 2,328,601

e = Wmrerer IR R

The exchange rate used was Haltian Gourdes 6 = US § 1.00

Project year

_1991-1992

560,537
230,590
791,127

784,000

312,950
23,823
10,132

2,500

Page 7

Project total

__1989-1992

1,410,278
569,570
1,979,848

2,402,560

765,843
50,910
33,320

20,8133

\\
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INCENTIVES TO IMPROVE BASIC EDUCATION PRGCJECT

MANAGED BY THE HAITIAN FOUNDATION

FOR _PRIVATE EDUCATION

USAID/HAITI PROJECT NO. 521-0190

Statement of Proposed Costs

Note 1. Questionable proposed costs

Qur study and evaluation of the proposed costs revealed that several
line items of the costs proposed by FONHEP for USAID/Haiti grant funding
were not adequately estimated and documented and that other line items
may be over or understated. Those costs are presented in annex no. 1
and our related comments about the inadequacy of documentation and
reasonableness are as follow:

1. b.* Other operating expenses
—Central Office: US $569,570 Comments

b.1l Consultants: US $35,050 This represents professioral fees
of the personnel needed for re-
search and data <collection on
schools. There was no evidence of
the basis used to determine the
number of days needed to conduct
this work and the rate used.

b.2 Temporary assistants: This represents secretaries and
US § 14,084 computer operators engaged on a
temporary basis at peak time when
preparing schools’ orders and se-
minars. There was no evidence of
the basis used to determine the
salary rates and the number of
personnel needed.

b.3 Travel and transporta- This includes international and
tion: US $ 283,959 lo=al travel and vehicle fuel and

maintenance, as described further.

* References are the same presented in annex no. 1



1. b. Other operazing expenses:

(continued)

Intern

Local

Fuel anz maintenance:

zzional travel::

-=zvel:

b.4 Materials and sup-

plies:

3 $32,907

Page

Comments

The costs for international travel
were determined based on FONHEP’s
previous year experience. How~
ever, there was no evidence that
costs were based on projected spe-
cific trips to allow us to con-
clude on their reasonableness.

To fulfill the proposed objectives
and goals, the project foresees
travels by profesional and support
personnel across the country. To
arrive at this amount, we did not
obtain the number of trips to be
made by personnel, by area. Thus
it was not possible to assess the
the reasonableness of this item.

FONHEP estimated uniform monthly

amounts based on the number of au-

tomobiles, trucks and motorcycles

This method did not consider cir-

cumstances specific to each vehi-

cle such as, for fuel expenses:

estimated mileage per gallon and

numbers of trips anticipated across
the country, and for maintenance

expenses: percentages of each ve-

hicle acquisition cost. It was not
therefore possible to evaluate the
reasonableness of this item.

FONHEP management indicated that
this amount represents only a small
portion of the total budget for

materials and supplies, and that

the largest portion is provided by
FSU. The total amount was not es-
timated and the documentation
evidencing FSU’s contribution was

not available. As a result, we

could not determine the reasona-

bleness of the amount shown under
this line item.



1. b. Cther operating expenses:
(continued)

b.5 Other costs:
Us $203,570

Equipment maintenance,
property and casualty
insurance: US $11,164

Mail, communication
and utilities:
Us $73,374

Printing, photocopies,
office maintenance:
Us $ 52,576

School suppor:u:
Us $ 2,402,5¢€0

Page 10

Comments

We could not determine the reasona-
bleness of several line items and
our evaluation indicated that other
line items may be over or understa-
ted as explained below:

Bases for estimating those costs
were not provided.

Explanatory notes to the budget
indicate that amounts estimated
are based on the project’s recent
experience as reflected 1in the
project’s books. However, our
projections wusing the amounts of
the accounting records at the dates
stated in the explanatory notes
presented by FONHFP indicate that
the amounts may be overstated.

Explanatory notes to the budget
indicate that amounts estimated
are based on the project’s recent
experience as reflected in the
project’s books. However, our tes-
tiny and projections using the
amounts of the accounting records at
the dates stated in the explanatory
notes presented by FONHEP indicate
that the amounts may be understated.

School support includes funding to
support school operations and to
repair school buildings.

FONHEP signs contracts with each
school and the amount of the sup-
port is determined by the number of
pupils attending the school based
on attendance log books.




2. School support:
UsS $ 2,402,560 (continued)

3. Institutional Development:
US $765,843

3.b. Travel and transpor-
tation: US 568,280
3.c. to 3.f. Materials and

supplies, equipment,
training and other
costs: US $217,323

5. Eguipment: US $33,320

Page 11

However, FONHEP school monitors eva-
luated school attendance and in the
majority of the cases found that
actual attendances are lower than
the numbers recorded in the atten-
dance log books (see finding no. 1
in the internal control structure
section of this report).

Schools may choose as an option of
their contracts with FONHEP to un-
dertake renovations, but not full
constructions, of their school pxe-
mises. Our review disclosed that
the school support line item in-
cluded amounts for several com-
plete constructions, for which a
separate line item is provided in
the budget under the caption "School
construction and cffice renovation".

We cannot determine the reasonable-
ness of several components of this
section of FONHEP’s budget as ex-
plained below:
This includes fuel and maintenance
and per diem expenses. As with the
travel and transportation budget
included as part of the Other Ope-
rating Expenses at (l1.b.3.) above,
rates are not based on factors
specific to the vehicles, and number
of travel days are not determined
based on projected trips by area.

Explanatory notes provided by FONHEP
in support of these line items in-
clude differences between the summa-
ry and the details of the budget,
but do not explain the nature and
basis for estimating those amounts.

Explanatory notes to the budget re-
fer to proforma invoices and a list
of equipment to be acquired. We ob-
tained the documentation on the mo-
torcycles and ge..eration, but the
documents relative to office equip-
ment were not made available to us.
We cannot therefore determine their
reasonableness.



6.

School construction and

office renovation:

Us $20,833

Page 12

Based on detailed estimates provided
by FONHEP’s engineer and the number
of schools to be built, the school
construction budget is understated.
Part of the understatement is due to
reclassifications of the school cons-~
truction costs budget into the school
support budget.



l.

(n

Uperating Expenses
a. Salaries fringe benefits

b. Other operating expenses -

Central Office
b.] Consultants
b.2 Temporay assistants

b.3 Travel and transportion

b.4 Materials & supplies
b.5 Other costs
School support

Institutional Development
Program Funds

4. Salaries and fringe benefits
b. Travel and transportation

¢. Materials and supplies
d. Equipment

e, Training

f. Other costs

Training - Central Office

Equipment

School construction and
office renovation

Audit

Total grant costs

Arnex no.l

THE INCENTIVES TO_IMPROVE BASIC EDUCATION PRO.JECT

MANAGED BY THE HAITIAN FOUNDATION FOR PRIVATE EDUCATION

USALD/HAITI PROJECT NO. 521-0190

STATEMENT OF PROPUSED CUSTS

EXPRESSED IN U:§:~EQEEA§§_S!Z

) Amounts Amounts
Project total Compliance with Insufficient that may be that may be
(1989-1992 _ guldelines — documentation _ overstated ~ _understated
$ 1,410,278 1,410,278 T T —
35,050 - 35,050 - -
14,084 - 14,084 - -
283,959 - 283,959 - -
32,907 - 32,907 - -
203,570 66,456 11,164 13,374 52,576
569,570 ~ 766,456 377,184 AT YL 32,576
2,402,560 - - 2,402,560 -
480,240 480,240 - - -
68,280 - 68,280 - -
23,150 - 23,150 - -
19,171 15,000 4,171 - -
93,403 - 93,403 - -
81,599 - 81,599 - -
78583 TA95,70 11— S
50,910 50,910 - - -
33,320 - 33,320 - -
20,833 - - - 20,833
50,000 50,000 o e T
$ 5,303,314 2,072,884 681,087 2,475,934 73,409

The exchange rate used was Haitian Gourdes 6 = US § 1.00
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INCENTIVES TO IMPPOVE EASIC EDUCATION PROJECT

MANAGED BY THE HAITIAN FOUNDATION

FOR_PRIVATE EDUCATION

USAID/HAITI PROJECT NO. 521-0190

Management Capability

Independent Auditor‘’s Report

We have performed an award survey of the statement of proposed costs of
the Haitian Foundation for Private Education (FONHEP) for the activities
assigned to it under the Incentives to Improve Basic Education Project,
USAID/Haiti Project no. 521-0190, and have issued our report dated May
31, 1991, in which we disclaim an opinion due to scope limitations.

As part of the award survey, we have performed an evaluation of the
FONHEP’s management capability to manage the activities assigned to it
under the above mentioned project. Our evaluation included the
following areas we consider relevant to the criteria established by
USAID/Haiti as set for in its statement of work for the award survey.

1. Adeguacy of staffing levels in regard to current and proposed
levels of proZlect activity.

2. Past performance in administering similar projects.

3. Accuracy and timeliness of submission of reports and other
project documentation.

4. Past performarce in financial management and accuracy of fi-
nancial projections in relation to project needs.

Based on our study and understanding of the criteria included in the
statement of work referred to in the preceding paragraph, we believe
that FONHEP has the management capability to provide sufficient
administration and span of control in relation to project no. 521-0190.

This report is intended solely for the use of FONHEP and the U.S. Agency
for International Development. This restriction is not intended to
limit the distribution of this report which, upon acceptance by the
office of the Inspector General, is a matter _f public record.

KM G - Adsiiove Glenie - (ebtck o Erfents - (e tadln

May 31, 1991

Membser Firm of
Kiynveld Pest Marwick Goerdeter
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For all of the internal control structure categories listed acove, we
obtained an urderstanding of the design of relevant policies and
procedures and whether they have been placed in operation.

We noted the following matters described as firdings 1 to 3 in the
following pages involving the internal control structure and its
operation that we consider Lo be repcrtable conditions under ctandards
established by the American Institute of Certified Public Zcccuntants.
Reportable conditions involve matters coming to our attention relating
to significant deficiencies in the design or operation of the internal
control structure that, in our judgment, couid adversely affect the
entity’s ability to record, process, summarize, and repcrt finarncial
data.

A material weakness is a reportable condition in which the design or
operation of the specific internal control stri_.ture elements does not
reduce to a relatively low level the risk that errors or irregularities
in amourts that would be material in relation to the project may occur
and not be detected within a timelv period by ermployees in tiae nermal
course of performing their assigned functions.

Our consideration of the internal control structure would not
necessarily disclose all matters in the internal control structure that
might be reportable conditions and, accordingly, would not necessarily
disclcse all reportable conditions that are also considered to be
material weaknesses as defined above. We believe that the reportable
conditions included in findings 1 to 5 described in the following pages
are material weaknesses.

This report is intended solely for the use of FONHEP and the U.S. Agency
for International Develcpment. This restriction is not intended to
limit the distribution of this report which, upon acceptance by the

imi
Cffice cf the Inspector General, is a matter of public record.

[

o
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AWARD SURVEY OF THE

INCENTIVES TO IMPROVE BASIC EDUCATION PROJECT

MANAGED BY THE HAITIAN FOUNDATION

FOR PRIVATE EDUCATION

USAID/HAITI PROJECT NO. 521-0190

Internal Control Structure

Findings

1. Some proposed costs are not based on the most current, complete

and _accurate data available

Condition:

As detailed in the report on proposed costs, several line items of the
cost proposed by FONHEP for USAID/Haiti grant funding were not
adequately estimated and documented and other line items may be over or
understated.

Criteria:

According to A.I.D. policy, FONHEP should realistically project expenses
in respect to planned staffing levels, and present and planned
activities.

Cause:
FONHEP thought that providing general estimates was sufficient to

establish the budget. FONHEP did not think it was necessary to prepare
detailed schedules to support the cost components of each line item.

Effect:

Some projected expenses may be under or overstated and may not agree
with planned activities.

Recommendation:

FONHEP should provide USAID/Haiti with a revised cost proposal for the
line items that are insufficiently documented or that may be over or
understated, as detailed in the report on proposed costs.
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2. Need to strengthen the control of school attendance and its reporting

Condition:

FONHEP’s contracts with the schools participating in the school support
program were based on the numbers of pupils attending the schoois.
FONHEP’'s inspectors measure actual attendance during their visits to the
schools, and at our request, they prepared schedules comparing declared
to actual attendance for the year 1989-1990. Our review of those
schedules indicated the following:

0 Attendances measured by FONHEP’s inspectors are lower than
numbers recorded in the attendance log books, in the majority
of cases. Inspection reports may indicate attendance numbers
lower than reported numbers by a range of 5% to 95%.

o In our review of 16 inspection reports indicating attendance
numbers lower by 30% to 77 % than the numbers provided in the
contracts, reasons for the differences are not documented in
11 cases reviewed.

Criteria:

Because the amounts of contracts with the schools are based on the
number of pupils attending the schools, the attendance numbers to be
used should be independently verified.

Amounts of contracts with the schools should reflect actual school
needs, based on the criteria defined by the project.

Cause:

The majority of schools participating in the project are located in
rural and poor areas. Independent evaluation reports demonstrate that
pupil attendance in rural and poor areas are lower than the pupil
registrations. This situation is inherent to the logistical and
economic conditions of the rural and poor environment. Following are
the causes identified for those differences:

o On work days, older children stay home to attend to younger
ones in the parents’ absences.

o During the rainy season, overflowing rivers may prevent access
to the schools.

o At crop time, children are required to work in the field.

o Parents do not have money for sending their children to
school.
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o Pupils whose paren*s cannot pay the tuition are sent home by
the school directors.

Effect:

Amounts of contracts with the schools may be higher than the established
basis. Because inspections were not carried out in the same period and
statistical conditions for their measurement were not defined, the
amounts of possible overstatements of contracts cannot be determined.

Because major components of the individual school support budgets, such
as instructors training seminars, school equipment and furniture and
school building renovation, consist of items of a long-term investment
nature, amounts allocated to the schools may be adequate if evaluatad on
the basis of a range rather than a specific number of students. In view
of the difficulties faced in the accurate measurement of school
attendance due to the current environment of the rural education system,
as stated in the report section of the statement of proposed costs, a
budget basis by range of students instead of by specific numbers would
be more readily controllable and therefore reliable.

Recommendations:

o FONHEP should amend contracts with the schools based on pupil
attendances measured by FONHEP school inspectors. The bases
to the contracts could be defined as a range of students ins-
tead of a specific number of students. A tolerable ab-
senteeism rate in relation to registration numbers used for
calculating contract amounts should be established. The to-
lerable rate to be used could come from the various evalua-
tion reports on pupils’ absenteeism in rural and poor areas.

© FONHEP should establish a systematic school inspection time-
table to ensure that attendance is measured at expected days
of maximum attendance, based on weather conditions, times
other than crop periods, and other circumstances specific to
the areas visited.

© FONHEP should establish a follow-up inspection plan “o remea-
sure attendance of schools showing numbers lower than prede-
termined acceptable levels. Inspectors should search for rea-
sonable explanations of wide differences, including those of
deliberate overstatements by school directors. To ensure ob-
jectivity and continued independence of inspectors, follow-
up inspections should be carried out by inspectors other
than those who made the first visits. Likewise, random follow-
up visits of schools whose attendance levels were measured to
be lower than the acceptable levels by first school inspec-
tors should be carried out by second inspectors.
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3. Control over resale of textbooks and supplies by the schools need

to be strenghtened

Condition:

One option of the contracts with the schools in the school support
program provides for the delivery of textbooks and supplies to the
schools and for the resale of those items to the pupils at a fraction of
their costs. The contract provides for the use of the proceeds in
partially financing the school’s activities under the school support
programs. We reviewed controls over the resale program and noted the
following weaknesses:

o FONHEP did not record deliveries to the schools in its ac-
counting books as accounts receivable from the schools. Reve-
nues are recorded at time of receipt of the sale proceeds by
the schools.

o A timetable for remittance of sales and stock reports by the
schools has not been established.

o There were no summary reports to provide information about to-
tal deliveries to schools at resale prices, amounts sold by
schools, amounts received by FONHEP, and values inventories
kept at the schools. The reports were prepared at our request
including the following information on resale prices for the
period 1988-1990:

Number of schools by sector
ceec(?) Fepy(2) 1ndependent

Total number of schools covered 97 112 49

Schools that did not submit
sales reports 19 23 15

Inventories on hand and sales
reported by the schools are
lower than supplies deli-
vered by FONHEP 49 * 18

Inventories on hand and sales
reported by the schools are
higher than supplies deli-

vered by FONHEP 31 * 18
No amounts of sales reported 10 26 7
No amounts of stocks reported le 112 7

Proceeds remitted to FONHEP as
a percent of reported sales 92% kk 62%

Proceeds remitted to FONHEP as
a percent of supplies deli-
vered by FONHEP 46% 19% 26%
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Number of schools by sector
ceec{1l) FePH(2) Independent

Inventories on hand as a per-
cent of supplies delivered
by FONHEP 41% * 52%

(1) commission Episcopale des Ecoles Catholiques
(2) pedération des Ecoles Protestantes d’Haiti

* Cannot be determined for this sector. Inventories on hand were
not provided

** Cannot be determined for this sector because of the high number
of incomplete or not submitted reports

The following conclusions may be reached from the information provided
by:

0 Schools whose total inventories and sales reported add up to less
than total supplies received from FONHEP may have either under-
stated their sales or understated their inventories.

© Schools whose total inventories and sales reported add up to more
than total supplies received from FONHEP may have sold the items
at prices higher than those authorized by FONHEP.

o The relatively high percentage of inventories on hand may indicate
either that schools may have received more supplies than actually
needed, highlighting the issue presented in finding no. 2 about
actual attendances lower than recorded attendances, or that resa-
le prices used by the schools may be too high for the pupils’ fi-
nancial means.

o The relatively high number of schools which submitted no reports
or whose reports were incomplete, and the fact that remittances
are lower than decilared sales, particulary in the cases of the
FEPH and independant sectors, suggest that FONHEP’s monitoring of
those schools is insufficient.

o Revenue projections frcm the resale program based on present and
future contracts for the current and following year were not pre-
pared.

o Inventories on hand declared by the schools were not wvarified
by FONHEP.

Criteria:

FONHEP’s documentation about the resale program should provide for
readily available information about resale values of items delivered to
~he schools, amounts received and values of items remaining on stock at
the schools.
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Cause:;

Originally, the project did not provide for the resale of textbooks.
This idea came along after the beginning of the project. The textbook
and supplies resale program was in its development stage during the
period being evaluated, and FONHEP did not consider it necessary at this
stage to prepare revenue projections because present sources of
financing, including actual proceeds from textbook sales, are sufficient
o meet the current budget needs. On the basis of the experience
acquired, controls are being strengthened.

Effect:

In the absence of a close monitoring by FONHEP of the resale program,
sales may be underreported, proceeds are not remitted promptly, value of
stocks on hand at the schools and balances to be received from the
schools Dbased on total stocks delivered by FONHEP cannot be readily
determined.

Recommendations:

0 FONHEP should record textbooks and supplies at their resale
values at time of their deliveries to the schools. A control
account and individual school accounts should be used.

o FONHEP should establish a timetable for regular submission by
the schools of reports on items sold and related proceeds, and
items on hand. FONHEP should check schools detailed data
against its own records to ensure the acccuracy of the schools
records.

o FONHEP’s school inspectors should take physical counts of the
inventories on hand at the schools and reconcile them to the
schools’ reports. Discrepancies identified should be investi-
gated and explained.

o0 FONHEP schcol inspectors should determine whether items are
sold at prices fixed by FONHEP by inquiring with beneficiaries
the prices they paid for the items. Resale prices of text-
books and notebooks could be pre-marked before their shipments
to the schools.

o FONHEP should prepare revenue projections from the resale of
textbooks, based on current and anticipated contracts with the
schools.

At the date of this report, FONHEP management had issued instructions
for implementing recommendations similar to the ones described above.

4. FONHEP’s procurement practices do not always comply with A.I.D.
requlations nor with its own procedures manual

Condition:

OQur evaluation of FONHEP’s procurement practices revealed the following
situations of noncompliance with A.I.D. regulations and its own
procedures manual:
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o Though the procedures manual requires that purchase orders be
approved by the executive director, purchase orders for cons-
truction materials were approved by the engineer and the
storekeeper, and purchase orders for office supplies were ap-
proved by the administration department head.

o Receipts of materials and supplies are not aknowledged by the
storekeeper. Though he controls items received against ven-
dors’ delivery slips, he does not £ill out a receiving report
nor provides evidence of his review by signing the delivery
slips.

o FONHEP procedures manual requires that three proforma invoices
be obtained before placing an order for purchases higher than
$300. This procedure was not followed for the purchases we
reviewed.

Criteria:

o Purchase orders should be approved by the executive director,
as required by FONHEP’s administrative procedures manual, or
by authorized personnel other than the custodians or reci-
pients of the materials.

o The storekeeper should notify the accounting department of his
receipt of items ordered as a requirement to process related
payments.

o AID’s and FONHEP’s procedures require that three proforma in-
voices be obtained before making purchases higher than $300,
in order to ensure that purchases are made on a competitive
basis.

Cause:

o Management believes that the requirement of approval of all
purchase orders by the executive director is not cost effec-
tive, in view of the director’s heavy work load. In mana-~
gement’s view, purchases are reviewed for propriety when the
executive director approves the related payments.

o Because the storekeeper signs copies of the purchase orders
and sends them to the accounting department, FONHEP did not
consider it necessary to complete a separate receiving report.

o Management indicated that not all suppliers are willing to
provide the required proforma invoice. In other cases, some
suppliers are out of stock for the required items.



Effect:

o
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Lack of a well defined policy for approval of purchase orders
might result in inefficiencies or 1in irregularities due to
approvals by persons whose functions are in conflict with
purchase order authorizations. Controls by the executive di~
rector of disbursements related to the purchases may detect
irregularities but will not prevent them.

Items and quantities actually received might be different than
those ordered. Separately prepared receiving reports will
point out discrepancies for the accounting department’s review

Without documented evidence that puzchases are made on a com-
petitive basis, project funds may be used inefficiently.

Recommendations:

o

The procedures manual should specify all required approvals
for purchase orders by type and amount of purchase and take
into consideration situations of conflict.

Prenumbered receiving reports referenced to related purchase
orders should be completed for recording all warehouse en-
tries.

FONHEP should obtain a minimum of three proforma invoices for

purchases higher than $§300. If proforma invoices are not
available, price lists, updated at least annually, should be
obtained from competitive vendors. Reasons for buying from

other than the lowest bidder, such as stock outs, should be
documented by the purchaser and approved by management.
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Port-au-Prince, Haiti Port-au-Prince, Haiti Fax : 46-0625
INCENTIVES TO IMPROVE BASIC EDUCATION PROJECT

MANAGED BY THE HAITIAN FOUNDATION

FOR PRIVATE EDUCATION

USAID/HAITI PROJECT NO. 521-0190

Compliance with Acgreement Terms and
Applicable Laws and Regulations

Independent Auditor’s Report

We have performed an award survey of the statement of porposed costs of
the Haitian Foundation for Private Education (FONHEP) for the activities
assigned to it under the Incentives to Improve Basic Education Project,
USAID/Haiti Project no. 521-0190, and have issued our report dated May
31, 1991,

As part of the award survey, we have evaluated FONHEP’s compliance with
agreement terms and applicable laws and regulations. Except for the
limitation disclosed in our report on the statement of rroposed costs,
'+ conducted our survey in accerdance with generally accepted auditing
<. zndards and the U.S. Comptroller General’s "Government Auditing
=l :ndards" (1988 Kevision). Those standards require that we plan and
perform the survey to obtain :zeasonazble assurance about whether the
institution has complied, in all material respects, with agreement terms
and applicable laws and regulaticns.

FONHEP's management is responsihls £ cliznce with ezgreement terms
ana applicable laws and regul:itions. For purpcses of our study, we
reviewved and tested the matters rela he project as mentioned in

P a Hal dated July 27, 199
and applicable laws and r.gulaticns.

The results of our tests
te.ied, FONHEP corplied, in
r>w2rred to in the second p
iiems not tested, nothing
believe that FCUHEP had rnot
those provisions.

This report is intended solely fir the uvese of FINNTP znd to U.S. Agency
for Internaticnal Development. This :estriction is not internded to
limit the distribution of this rep-:: which, upen acceptance vy the
Office of the Inspector Generzl, is & mztter of public record. '

7£:Z:LQ/Zf- 2%%?2,471’~ ettt - C254f/¢1414 C;fokiz&ﬁ;Lig"43%4;7>f§$5421h//

May 31, 1991

Member Firm of
Klynveld Pest Marwick Goerdeler e I>\



INCENTIVES TO IMPROVE BASIC ERUCATION PROJECT

MANAGED BY THE HAITIAN FCOUNDATICH

FCR PRIVATE EDUCATION

USAID/HAITI PROJECT NO. £21-2190

LIST QF REFORT RECOMMENDATIONS

Recomrmendaticas on Internal Control Structure

1. FONHEP shculd provide USAID/Haiti with a revised cost
proposal <for the line items that are insufficiently
document or that may be over or understated, as de-
tailed in the report on proposed COSES....eeeeerionrntorossaans

2. FONHEP should amend contracts with the schools based on
pupil attendances measured by FONHEP school inspectors.
The bases to the contracts could be defined as a range
of students instead of a specific number of students.
A tolerable absenteeism rate in relation to registra-
tisn numbers used for calculating contract amounts
should be established. The tolerable rate to be used
could come from the various evaluation reports on pu-
pils’ abrenteeism in rural and PoOr ArEAS...eeeve e riaerasoncss

3. FONHEP shculd establish a systematic school inspection
time-table to ensure that attendance is measured at ex-
pected davs of maximum attendance, based on weather
conditions. times other than crop periods, and other
circumstances specific to the areas visited............ ..o,

4. FONEEP shculd establish a follow-up inspection plan to
remeasure attendance of schools showing numbers lower
than precdetermined acceptable levels. Inspectors should
search for reasonable explanations of wide differences,
including those of deliberate overstatements by school
directors. To ensure objectivity and centinued inde-
pendence of inspectors, fullew-up inspecticns should be
carried out by inspectors other than those who made the
first visits. Likewise, ranaom follow-up vizits of
schools whose attendance levels were measured to be
lower than the acceptable levels by first school inspec-
tors should be carried out by second inspectors................
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19

19
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10.

11.

12.
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LIST OF REPORT RECOMMENDATIONS (Continued)

FONHEP should record textbooks and supplies at their

resale values at time of their deliveries to the schools.

A control account and individual school accounts should

be used. . ...ttt ieer ittt earttenonnnas Creeseaes e 22

FONHEP should establish a timetable for regular submis-
sion by the schools of repcorts on items sold and rela-
ted proceeds, and items on hand. FONHEP should check
schools detailed data against its own records to ensure
the accuracy of the schools records.........iiiviiiiiiinnnnnn 22

FONHEP‘s school inspectors should take physical counts
of the inventories on hand at the schocls and reconcile
them to the schools’ reports. Discrepancies identified
should be investigated and explained........ciiiviiveinrnennnnn 22

FONHEP school inspectors should determine whether items
are sold at prices fixed by FONHEP by inquiring with be-
neficiaries the prices they paid for the items. Resale
prices of textbooks and notebooks could be pre-marked
before their shipments to the schools........... ..., 22

FONHEP should prepare revenue projections from the resale
of textbooks, based on current and anticipated contracts
with the schools. .. ittt i i it ittt ssnraeernanns 22

The procedures manual should specify all required appro-
vals for purchase orders by type and amount of purchase
and take into consideration situations of conflict............. 24

Prenumbered receiving reports referenced to related pur-
chase orders should be completed for recording all ware-
holSE EBNELLIES . ittt ittt e et oeesessnostonsoensssnonenacsans 24

FONHEP should obtain a minimum of three proforma invoices
for purchases higher than $300. If proforma invoices are
not available, price lists, wupdated at least annually,
should be cbtained from competitive vendors. Reascns for
buvirg frem othsr then the lowest bidder, such as stock
outs, should be dccumented by the purchaser and approved
by Management . i vvee it veireerrsnreesaonannosnennss et iesa e 24



COMMENTS IN RESPONSE TO MEROVEE-PIERRE'S REPORT:
FONHEP AWARD SURVEY
SUBMITTED JOINTLY BY
THE HAITIAN FOUNDATION FOR PRIVATE EDUCATION
AND
THE FLORIDA STATE UNIVERSITY

The two contracting agencies of the Incentives for the
Improvement of Basic Education (IIBE) project, the Haitian
Foundation for Private Education and the Florida State
University(Contractors) have received and reviewed the "FONHEP
AWARD SURVEY." The following constitutes a qualified response to
the report, and is hereby submitted to AID/Haiti for inclusion in
the Final Report. The response is qualified in that it has been
prepared without the benefit of legal or professional financial
counsel. There has not been ample opportunity to consult with
appropriate experts regarding the content of the report nor to
prepare a more detailed response. Bearing these circumstances in
mind, we issue the following response.

The contractors are in accord with the principal findings of
the survey which conclude that:

*FONHEP does have the management capability to provide
sufficient administration and control for the IIBE project;

*FONHEP possesses the financial capability to manage the
project; and,

*FONHEP has complied with applicable laws and regulations.

With respect to the other findings issued in the report, we
respond to the following items.

1. Budget

1.1. School Support

The major concern cited by the auditing firm deals with the
item of school support. Given the limited scope of work of the
study, the auditing firm was unable to determine the adequacy of
costs and therefore did not express an opinion on this item.



We accept this finding, to the extent that it reflects the
limited scope of work of the audit and that it recognizes the
difficulties and complexities of administering a developmental
program in the milieu of rural and economically depressed
communities in Haiti. We also note that the Florida State
Univarsity and the Haitian Foundation for Private Education has
done all that is possible to respond to the contractual
prescriptions of the Project Paper, and has mada= the best
possible use of available data.

We presume it is equally understood that expenses incurred
under the item of school support correspond to financial
resources available in the project, and that these expenditures
are far below the needs of participating schools in terms of
investment and operating costs.

We accept the recommendations of the auditing firm with
respect to the need to use a more flexible and verifiable base
for distributing funds to participating schools. We have,
nevertheless, initiated an administrative mechanism to ensure
that attendance figures used to calculate the amount of school
support will be exact.

1.2. Other budget items

With respect to the items of "Other operational costs,”
"Institutional development," "Equipment," and "School
construction and office renovation,"” we do not share the
reticence of the auditing firm to judge the adequacy of these
costs. We have provided ample and accurate documentation for
every one of these expenditures. We feel the documentation is
sufficient fo:r the firm to make a positive declaration.

We do admit that the analysis of these costs could have been
more detailed. However, we have noted that the auditing firm did
not issue a conclusive opinion cbout costs overstatement or
understatement. We suggest the hesitation to render an opinion
is an indication that the firm recognizes the difficulty of
budgetary forecasting in a period of extreme inflation stemming
from political and economic problems in Haiti during the life of
the IIBE project.

2.Internal control structure
We are in concurrence with the auditing firm's

recommendations that school attendance measures be tightened.
This process has already begun and will be further developed.



We are also in accord with the need to control the delivery,
sale of instructional materials and reimbursement of funds from
those activities. As the report noted, steps to realize the
recommendations of the report have already been taken by FONHEP.

With respect to the finding FONHEP's procurement practices
being out of compliance with ~ID regulations and with its own
procedures manual, we can only respond that there have been many
occasions on which it has been impossible to conform to precise
practices. For :xample, it is policy to have multiple bids for
procurement, but in the case of textbooks, in some instances,
there is but one supplier in Haiti.

We offer one final observation. There has been a significant
transition in project management, with the creation of FONHEP and
the Foundation assuming first some tasks and then greater ones
from Florida State University as the organization has developed.
The most difficult part of that transition is complete, but it
also occurred during the period under audit. We have undertaken
adequate measures to see that procurement policy is applied
appropriately.

Respectfully submitted by,

ot T =7
‘;Il/’ (.71 /:’ ‘ ." 1, ’

Charles Tésar, Ph.D. Rosny Desroches
Chief of Party Executive Director
F.S.U. FONHEP
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