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February 10, 1993
 

MEMORANDUM FOR D/USAID/Egy, Hssford
 

FROM RIG/A/C, arc 

SUBJECT : Audit of Egyptian Junior Medical Doctors 
Association (EJMDA) Local Expenditures Incurred 
Under PIL No.27, Relating to the
 
Private Practitioners Family Planning Project,
 
No. 263-0144
 

The attached report dated August 6, 1992 by Farid Mansour & Co.
 
presents the results of a financial audit of Egyptian Junior
 
Medical Association (EJMDA) locally incurred costs under PIL No.27,
 
relating to the Family Planning Project, funded by USAID/Egypt. The
 
objective of this project is to help reduce the Egyptian population
 
growth rate through the mobilization of private practice physicians
 
to deliver quality family planning services.
 

We engaged Farid Mansour & Co. to perform a financial audit of
 
EJMDA's locally incurred expenditures of LE.3,365,254 (equivalent
 
to $1,128,144) for the period October 1, 1989 to February 29, 1992.
 
The purpose of the audit was to evaluate the propriety of costs
 
incurred during this period. In performing the audit, Farid
 
Mansour & Co. evaluated EJMDA's internal controls and compliance
 
with applicable laws, regulations and project terms as necessary in
 
forming an opinion regarding the Fund Accountability Statement.
 

Farid Mansour & Co. questioned $12,408 in costs billed to A.I.D. by
 
EJMDA (including $288 in unsupported costs). These questioned costs
 
include training and administrative costs. Farid Mansour & Co.
 
noted material weaknesses in EJMDA'S internal controls such as lack
 
of segregation of duties, weaknesses over accounts payable,
 
cancellation of invoices upon payment and insufficient controls
 
over assets. Finally, Farid Mansour & Co. reported that EJMDA had
 
not complied with the Egyptian laws pertaining to deduction of
 
payroll taxes and social insurance for all employees.
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Farid Mansour & Co. has reviewed EJMDA's response to the findings.

The response provided by EJMDA has not changed their understanding

of the facts underlying the questioned costs of the fund
 
accountability statement or the reportable conditions in the Report
 
on Internal Control Structure. Farid Mansour & Co. noted that EJMDA
 
is now in compliance with applicable laws regarding the deduction
 
of payroll tax and social insurance; therefore, we consider this
 
recommenda: ion closed.
 

We have reviewed the comments submitted to us by the Mission which
 
provided additional information regarding the questioned costs
 
incurred by EJMDA for coffee, tea, opening and closing ceremonies
 
at training conferences. Based on this information we have reduced
 
the questioned costs by $4,720 (LEl4,080).
 

Recommendation No. 1: We recommend that USAID/Egypt resolve
 
questioned costs of $7,688 consisting of ineligible costs of
 
$7,400 and unsupported costs of $288 as detailed on pages 7
 
through 12 of the audit report and page 2 of Appendix E.
 

This recommendation will be included in the Inspector General's
 
audit recommendation follow-up system. Based on the additional
 
information provided by USAID/Egypt regarding their determination
 
of the questioned costs, Recommendation No. 1 is considered
 
"resolved". This recommendation can be closed when we receive
 
confirmation that the $7,600 determined to be owed to A.I.D. is
 
paid by EJMDA.
 

Recommendation No. 2: We recommend that USAID/Egypt require

EJMDA to address the inadequate internal control procedures
 
over their accounting system as detailed on pages 16 and 17
 
of the audit report.
 

This recommendation will be included in the Inspector General's
 
audit recommendation follow-up system. As USAID/Egypt has
 
initiated an evaluation of EJMDA's actions in alleviating the
 
reported internal control deficiencies, Recommendation No. 2 is
 
considered "resolved". The recommendation can be closed when the
 
Mission provides the results of it's evaluation and it has been
 
reviewed by the RIG/A/C for adequacy.
 

Please advise this office within 30 days of any actions planned or
 
taken to close the recommendations. We appreciate the courtesies
 
extended to the staff of Farid Mansour & Co. and to our office.
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December 22, 12.fermnce 

Mr. Philippe L. Darcy
 

Regional Inspector General for Audit
 

UNITED STATES AGENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MISSION TO EGYPT
 

Cairo - Egypt
 

Dear Mr. Darcy
 

This report presents the results of our audit of costs incurred by the
 

Egyptian Junior Medical Doctors Association (EJMDA) on Project
 

Implementation Letter (PIL) No. 27 related to :he "Private Practitioners
 

Family Planning Project (PPFPP)", a sub-projec: of USAID/E Projec: No.
 

263-0144.
 

This project implementation letter is cost reimbursable and funded by
 

the United States Agency for International Development.
 

BACKGROUND
 

The project is directly administered by the Egyptian Junior Medical
 

Doctors Association (EJMA) under the overall supervision of the
 

Ministry of Social Affairs, in accordance with the detailed description
 

of project activities contained in the project proposal.
 

The objective of this project is to help reduce the Egyptian population
 

growth rate through the mobilization of private practice physicians to
 

deliver quality family planning services.
 

Total funds committed under this project implementation letter is
 

LE 8,090,095 (equivalent to $2,712,067) plus $45,000 in addition to
 

LE 1,556,471 (equivalent to $521,780) as in kind contribution of EJM3A.
 

The total of expenditures incurred and subsequently reimbursed by USAID
 

for the period under audit is LE 3,365,254 ($1,128,144).
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AUDIT OBJECTIVES AND SCOPE
 

The objective of this engagement is to perform a financial audit of the
 
expenditures billed to USAID/Egypt 
under Project No. 263-0144 for the
 

period from October 1, 1989 to February 29, 1992. Specific objectives
 

of this audit were determined to be:
 

I. 	 Express an opinion on whether the Fund Accountability Statement for
 

9JMDA presents fairly, in all material respects, project costs
 

incurred and reimbursed under the PrL in conformity with generally
 

accepted accounting principles or other comprehensive basis of
 

accounting, including 
the cash receipts and disbursements basis and
 

the modifications of the cash basis.
 

2. 	 Determine if the costs reported as incurred under the PTL are in
 

fact 	allowable, allocable and reasonable in accordance with the
 

terms of the PrL.
 

3. 	 Evaluate and obtain a sufficient understanding of the internal
 

control structure of EJMDA's organization, assess control risk, and
 

identify reportable conditions, including material internal control
 

weaknesses.
 

4. 	 Perform tests to determine whether EJMDA complied in all material
 

respects with PIL 
terms and applicable laws and regulations and
 

express positive assurance on those items tested and negative
 

assurance 
on those items not tested. All material instances of
 

non-compliance and all indications of illegal acts should be
 

identified.
 

Preliminary planning and review procedures were performed during May
 

1992 and consisted of discussions with RIG/A/C personnel and EJMDA
 

officials. We reviewed the PTL and 
the accounting system utilized
 

during the period under examination. Audit work commenced 
in May 1992
 

at EJMDA's office in El Mohandessin and was completed in August 1992.
 

Our 	selection of disbursements 
to be reviewed was made on a judgmental
 

basis and was structured to test the majority of expenditures. The
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following are the percentages of audit coverage for each PPFPP cost line
 

item:
 

1. 	 91% of training costs representing $193,425;
 

2. 	 73% of marketing costs representing $271,671;
 

3. 	 92% of commodities costs representing $125,065;
 

4. 
 98% of continuing education costs representing $41,530; 
and
 
5. 	 63% of project administration costs representing $229,373.
 

In total 
we reviewed $861,064 of expenses representing approximately 76%
 
of all expenditures for the period covered in this audit.
 

Our audit procedures included, but 
were 	not 
limited to, the following:
 
1. 	 Reconciling EJNDA's 
 accounting records 
 pertaining to PPFPP to
 

invoices issued 
 to USA[D and reviewing costs 
 for allowability,
 

reasonability and allocability.
 

2. 	 Determining that expenditures were appropriate and conformed with
 
the terms 
of the PIL and relevant regulations.
 

3. 	 Reviewing the 
costs for appropriate support.
 

As a part of our examination we performed a and
study evaluation of
 
relevant controls and reviewed 
EJMDA's 
compliance with applicable laws
 

and regulations.
 

RESULTS OF AUDIT
 

Fund Accountability Statement
 

Our examination identified $12,408 
in questionable costs, including $288
 

in unsupported costs.
 

Internal Control Structure
 

Our examination found 
the internal control of 
EJMDA to be weak in 
the
 

areas noted below:
 

- Lack 	of proper segregation of duties
 

- Lack of control over accounts payable account
 
No cancellation 
of invoices or other 
disbursement 
documentation
 

upon payment.
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No specific limit on cash advance disbursements and no time limit
 

for their settlement
 

Lack of safeguard over fixed assets.
 

Compliance with Contract Terms and
 

Applicable Taws and Reglulations 

Our examination identified noncompliance with certain Egyptian laws. 

instances of noncompliance noted were that EJM,[DA did not follow the 
Rgyptian laws in deducting payroll tax and sonia] insurance for all
 

employees.
 

MANAGb:M,Nr COMMo'NTS 

We have reviewed PJr, )A's responses to the findings which are .ncl.uded in 

Appendix A. The responses provided by EJMDA have not changed our 
understanding of the facts underlying the questioned costs of the fund 

accountability statement, reportable cond i tioris in the report on 

internal control sLrueture and the fJndings in the report on compliance 
with laws and regulations as presented in Appendixes B, C and D
 

consecutively.
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MISSION TO EGYPT
 

Cairo - Egypt
 

FUND ACCOUNTABILITY STATEMENT 
Reoort ofIndependent Accountants
 

We have audited the Find Accountability Statement of EJMDA pertinent to
 
the Fvivate Practitioners Family Planning Project (PPFPP) for 
the period
 
from October 1, 1989 to February 29, 1992 relating 
 to expenditures
 
incurred in Egypt 
under Project No. 263-0144. 
 The Fund Accountability
 
Statement is the responsiblity 
of EJMDA's management. Our responsib
t]ity Is to express an opinion on the Fund 
Accountability Statement
 
based on our audit.
 

Except as discussed in the 
next paragraph, we conducted 
our audit in
 
accordance with generally accepted 
auditing standards and government
 
auditing standards. Those standards require that 
we plan and perform
 
the audit to obtain reasonable assurance 
 about whether the Fund
 
Accountability Statement 
is free of material misstatement. An audit
 
includes examining, on a test basis, evidence supporting the 
amounts and
 
disclosures 
 in the Fund Accountability Statement. An 
 audit also
 
includes 
 assessing the accounting principles used 
 and significant
 
estimates 
made by the management, 
as well as evaluating the overall
 
presentation of 
the Fund Accountability Statement. 
 We believe that our
 
audit provides a reasonable basis for our cpinion.
 

We did not meet the continuing education in
requirements, listed 

Paragraph 6 
of Chapter 3 of the government auditing 
 standards.
 
Additionally, we 
did not have an external quality control review by 
an
 
unaffiliated audit organJzation as 
required by Paragraph 46 of Chapter 3
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of government auditing standards since no 
such quality review program is
 

offered by professional organizations i.n Egypt. We believe that the
 
effect 
 of this departure from the financial audit requirements of
 

government auditing standards is not material because 
we participate in
 

the Coopers & Lybrand (C&L) worldwide ln~ernal quality control program 
which requires the C&L Cairo office to be subjected, every two years, to
 

an extensive quality control review by partners and managers from other 

C&L offices.
 

As described in Note 1, the accompanying Fund Accountability Statement 
has bcen prepared on the basis of cash disbursements. Consequently,
 

expendIturrs are recognized when paid rather than when the obligation is
 

incurred. Accordingly, fhe accompanying Fund Accountability Statement 
is not Intended to present 7esults in accordance with accounting
 

principles generally accepted in the United States of America.
 

rn mur opinion, excep for $12,408 by us as
identified questionable 

costs, the Fund Accountability Statement referred to above presents 

fairly in all material respects EJMDA's expenditures pertinent to PPFPP 
for the period from October 1, 1989 to February 29, 1992, in conformity
 

with the cash basis of accounting.
 

This report Is intended solely for the use of the United States Agency 
for Tnternational Development and EJMDA's management. 
 This restriction
 

is not intended to limit the distribution of this report which Is a
 

naLter of public record.
 

Cairo, Rgypt
 

August 6, 1992 
 Farid S. Mansour
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FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON
 

PRIVATE PRACTITIONFRS
 

FAMILY PLANNING PROJECT
 

Project Implementation Letter No. 27
 

Project No. 263-0144
 

FUND ACCOUrfTAB[LITY STATEMENT
 

FOR THE PERIOD FROM OCTOBER 1, !989 TO FEBRUARY 29, :992
 

ACTUAL QUESTIONED COSTS REFERENCE 
BUDGET EXPENDITURES INELIGIBLE UNSUPPORTED TO NOTES 

$$ $ $ 

Revenue 

PIL No. 27 27j7 y12Q.141 

Exoenditures
 

Training 489.654 212,770 11,548 
 288 Exhibit 1
 
Marketing 1,017,062 370,844 
 -


Commodities 143,042 135,708 
 -

Continuing
 

Education 355,037 42,510 -


Project
 

Administration 707,272 366,311 572 
 Exhibit 2
 

Total 

expenditures 2 .0 

Outstanding 

balance 
 2 288
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OF LOCAL EXPENDITURES OF
 
EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON
 

PHIVATE PRACTITIONERS
 

FAMILY PLANNING PROJECT
 

Project Implementation Letter No. 27
 

Project No. 263-0144
 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

NOTE I - SCOPE OF AUDIT
 

The Fund Accountability Statement of EJMDA includes all locally incurred
 
direct costs under PTL No. 27, a sub-project of USAID/Egypt Project No.
 
263-0144. 
The PIL does not allow for reimbursement of indirect-costs.
 

NOTE 2 - SOURCE OF DATA
 
'The column labeled "Actual Expenditures" is the responsibility of
 
EJMDA's management and represents the 
cumulative local expenditures
 
incurred for the Project for 
the period from October 1, 1989 through
 
February 29, 1992.
 

NOTE 3 - BASIS OF PRESENTATION
 

The fund accountability statement 
has been prepared on the basis of cash
 
disbursements. Consequently, 
 expenditures are recognized when paid
 
rather than when 
the obligation is incurred.
 

NOTE4 - EXCHANGE RATE
 
Expenses incurred 
in Egyptian pounds 
have been converted to US dollars
 
at an average exchange rate 
of 2.983 Egyptian pounds to 
1 US dollar for
 
the period from October 1, 1989 through February 29, 1992.
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NOTE 5 - QUESTIONSD COSTS
 

Questioned costs are presented in two separate categories - ineligible 

and unsupported costs - and consist of audit findings proposed on the 

basis of the terms of the grant. Costs in the column labeled 

"Ineligible" are supported by vouchers or other documentation but are 

ineligible for reimbursement because they are.not program related, are 

unreasonable, or prohibited by the Agreement or applicable laws and 

regulations. Costs in the column labeled "Unsupported" are also 

formally included in the classification of "questioned costs" and relate 

to costs that are not supported with adequate documentation or did not 

have the required prior approvals or authorizations. All questioned 

costs are detailed in the 'Fund Accountability Statement - Audit 

Findings' section of this report.
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FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 
EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON 
PRIVATE PRACTITIONERS
 

FAMILY PLANNING PROJECT
 

Project Implementation Letter No. 27
 

Project Nc. 263-0141;
 

LUND ACCOUNTAHBLITY STATEMENT
 

AUDIT FINDINGS
 

QUESTIONED AND UNSUPPORTED COSTS
 

EXHIBIT 1. TRAINING COSTS
 

JOURNAL INEIIGIBLE UNSUPPORTED 
VOUCHER DATE 
 COSTS 
 COSTS 
 NOTES
 

LE LE 
208 Jul 90 
 365 
 860 
 A
 
361 Dec 90 
 18,548 
 B
 
366 Dec 90 
 1,455 
 B
 
221 Apr 91 
 2,500 
 B
 
228 May 91 
 7,223 
 B
 
697 Nov 91 
 2,417 
 B
 
915 Jan 92 
 896 
 C
 
917 Jan 92 
 250 
 C
 
918 Jan 92 
 500 
 C
 
919 Jan 92 
 294 
 C
 

TOTAL rE
 

Equivalent in US $ 1
 

NOTES
 

A. LE365 + LE 860
 
The amount represents LE 365 for the 
doctors' meeting party 
and the
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unsupported amount of LE 860 comprises LE 740 for the doctors' meeting
 

party and LE 120 for transportation.
 

B. LE 32,143
 

The amount represents the total cost of training opening and closing
 

ceremonies and coffee breaks. This 
amount may include certain allowable
 

expenses but because of the lack of proper analysis, we have to question
 

it in its totality.
 

C. LE_l.90
 

These amounts represent coffee break expenses during training courses.
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EXHIBIT 2. PROJECT ADMINISTRATION COSTS
 

JOURNAL 
 rNELIGIBLE UNSUPPORTED
 

VOUCHER DATE COSTS COSTS NOTES
 

LE LE
 
12 Oct 89 100 
 A
 
21 Oct 89 30 
 B
 

367 Dec 90 1,577 
 C
 

TOTAL LE 1__
 

Equivalent in US $
 

NOTES
 

A. LE 100 

The amount represents an incentive paid to the employees for services 
rendered in connection with an official meeting for USAID
 

representatives.
 

B. LE 30
 

This amount represents cost of secretarial work during project planning
 

before project started.
 

C. LE 1,577
 

This amount represents entertainment expenses spent during training 

courses. 
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Our tlerence 

Mr. Philippe L. Darcy
 

Regional Inspector General for Audit
 

UNITED STATES AGENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MISSION TO EGYPT
 

Cairo - Egypt
 

INTERNAL CONTROL STRUCTURE 

Reort- of :ndeDendent Accountants 

We have audited the Fund Accountability Statement of EJMDA pertinent to 
the Private Practitioners Family Planning Project (PPFPP) for the period
 
frcm October 1, 1989 to February 29, 1992 
relating to expenditures
 
incurred in Egypt 
under PIL No. 27, Project No. 263-0144 and we have
 
issued our report thereon dated August 6, 1992.
 

Except as discussed 
in the following paragraph, we conducted 
our audit
 
in accordance generally
with accepted auditing standards and the
 
standards 
 fo-' financial audits contained in Government Auditing
 
Standards issued by 
the Comptroller General of the United States. 
 Those
 
standards require we
that plan and perform the audit to obtain
 
reasonable assurance 
about whether the fund accountability statement is
 
free of material misstatement.
 

We did not meet the continuing education requirements listed 
 in
 
Paragraph 6 of Chapter 3 
of the government auditing standards.
 
Additionally, 
we did not have an external quality control review by 
an
 
unaffiliated audit organization as 
required by Paragraph 46 of Chapter 3
 
of government auditing standards since no 
such quality review program is
 
offered by 
professional organizations In Egypt. 
 We believe that the
 
effect of this departure from the 
 financial audit requirements of
 
government Auditing standards 
is not material because we 
participate in
 
the Coopers & Lybrand (C&L) worldwide internal quality control 
program
 
which requires 
the C&L Cairo office to be subjected, every two years, to
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an extensive quality control review by partners 
and managers flom other
 

C&L offices.
 

In planning and performing our audit of RJMDA we considered its internal
 

control structure in order to determine our auditing procedures for the
 

purpose of expressing our opinion on the Fund Accountability Statement
 

and not to provide assurance on the internal control structure.
 

The management of EJMDA is responsible for establishing and maintaining
 

an internal control structure. In fulfilling this responsibility,
 

estimates and judgments by management are required to assess the
 

expected benefits and related costs of internal 
 control structure
 

policies and procedures. The objectives of an internal control
 

structure are to provide management with reasonable, but not absolute,
 

assurance that 
assets are safeguarded against loss from unauthorized use
 

or disposition, and that transactions are executed in accordance with
 

management's authorization and recorded properly to permit the
 

preparation of the fund accountability statement in accordance with the
 

cash basis of 
 accounting. Because of inherent limitations in any
 

internal control structure, errors or irregularities may nevertheless
 

occur and not be detected. Also, projection of any evaluation of the
 

structure 
to future periods is subject to the risk that procedures may
 

become Inadequate because of changes in conditions or that the
 

effectiveness of the design and operation of policies and procedures may
 

deteriorate.
 

For the purpose of this report, we have classified the significant
 

internal control structure policies and procedures in the following
 

categories: cash disbursements, payroll and general ledger. For all the
 

control categories cited above, we obtained an understanding of the
 

design of relevant policies and procedures and whether they have been
 

placed in operation, and we assessed control risk.
 

We noted certain matters involving the internal control structure and
 

its operation that we consider to be reportable conditions under
 

standards established by the American Institute of Certified Public
 

Accountants. Reportable conditions involve matters coming to our
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attention relating to significant deficiencie in the design or
 
operation of Internal control 
structure that, in our judgment, could
 
adversely affect the organization's ability 
 to record, process,
 
summarize and report data
financial consistent with the assertions of
 
management in the Fund Accountability Statement.
 

rhe reportable conditions noted 
were the lack of segregation of duties,
 
lack of control over the accounts payable account, no cancellation of
 
invoices upon payment, no limit for cash advances and 
the lack of
 
safeguard over fixed assets.
 

A material weakness is a condition in which the design or operation of
 
the specific internal control 
structure elements does not reduce to a
 
relatively low level, risk
the that errors or irregularities in amounts
 
that would be material in relation to the 
Fund Accountability Statement
 
being audited may occur and not be detected within a timely period by
 
employees in the normal course of performing their assigned functions.
 

Our consideration 
 of the internal control structure would not
 
necessaril; disclose 
all matters in 
the internal control structure that
 
might be reportable conditions and accordingly, would not necessarily
 
disclose all reportable conditions that also
are considered to be
 
material weaknesses as defined above. We believe the
that reportable
 
conditions described above are material weaknesses.
 

This report is intended solely for the use of the United States Agency
 
for international Development 
and EJMA's management. This restriction
 
is not intended to limit the distribution of this report which is a
 
matter of public record.
 

Cairo, Egypt 

-

August 6, 1992 
 Farid S. Mansour
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EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON
 

PRIVATE PRACTITIONERS
 

FAMILY PLANNING PROJECT
 

Project Implementation Letter No. 27
 

Project No. 263-01 44
 

INTERNAL CONTROL STRUCTURE
 

REPORTABLE CONDITIONS
 

Our examination of the internal control system of EJMDA resulted in 
identifying the 
following internal control weaknesses:
 

1. Lack of oroper segregation of duties
 
Since the bookkeeper prepares 
both cash disbursement vouchers and bank
 
reconciliations, 
the concern 
is that missing items and possible errors
 
may not be detected cn a timely basis.
 

Recommendation:
 

We recommend that EJMDA 
 hire an accountant to satisfy the
 
procedures and adopt 
our recommendations for other internal control
 
structure weaknesses noted below, then 
the risk of possible errors
 

and irregularities can be minimized.
 

2. 
 Lack of control over the accounts payable account
 
There is no proper 
control over accounts payable, resulting in weak
 
control over payments. 
 This should be remedied to insure that 
project
 
payments are effected in the 
proper amounts due to the creditors and to
 
avoid the possibility of payment duplication.
 

Recommendation:
 

EJMDA should open an 
accounts payable control account subsidiary to
 
insure proper payments and no duplication of payments.
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3. No cancellation of invoices 
or other disbursement documentation
 

upon payment
 

During the disbursement 
 process, invoices and other supporting
 
documentation are not cancelled upon payment (via "PAID" stamp or 
other
 

cancellation mechanism).
 

Recommendation:
 

9JMDA should have a mechanism for cancellation of such
 
documentation immediately upon payment to 
avoid the possibility of
 

payment duplication.
 

Ii. No soecific limit on cash advance disbursements and no time limit 

for their settlement 

There are no set limitations on the amount of cash advances given to 
field offices and employees or the time for the settlement. Because of
 
the lack of such limitations large amounts of cash advances could remain
 
outstanding without settlement for long pericds of time.
 

Recommendation:
 

We recommend that cash advances be settled by the end of each month
 
and that no new advances are given to employees or field offices
 

until they settle earlier advances, that remain outstanding.
 

5. Lack of safe~uard over fixed assets
 

No proper physical count has been conducted to reconcile what was
 
registered in the books and what actually exists.
 

Recommendation:
 

That the project conduct a proper physical count procedure at year
 

end.
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UN]TED STATES A;ENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MESSION TO EGYPT
 

Cairo - Egypt
 

COMPLEANCE WiTH CNNTRACT TERMS 

AND APPLICABLE LAWS AND REGULATIONS
 

Report of independent Accountants
 

We have audited the Fund Accountability Statement of EJMDA pertinent 
to
 
the Private Practitioners Family Planning Project (PPFPP) for the period
 
from October 1, 1989 to February 29, 
 1992 relating to expenditures
 
incurred in Egypt under PrL No. 27, 
Project No. 263-O144 and have issued
 
our report thereon dated August 6, 1992.
 

Except as discussed in the 
following paragraph, we conducted our audit
 
in accordance with generally accepted 
auditing standards and the
 
standards 
 for financial audits contained in government auditing
 
standards issued by the Comptroller General of 
the United States. Those
 
standards require that we plan and perform 
 tho aud 1it to obtain
 
reasonable assurance about whether the fund 
 accountability statement Is 
free of material misstatement.
 

We did not meet the continuing education requirements listed in 
Paragraph 6 of Chapter 3 of the government auditing standards.
 
Additionally, we did not have an external quality control review by an 
unaffiliated audit organization as required by Paragraph 46 of Chapter 3
 
of government auditing standards since no 
such quality review program is
 
offered by professional organizations in Egypt. We believe that the
 
effect of this departure from the 
financial audit requirements of
 
government auditing standards is not material because we participate in 
the Coopers & Lybrand (C&L) worldwide internal quality control program 
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which requires the C&L Cairo office to be subjected, every two years, to
 

an extensive quality control review by partners and managers from other
 

C&L offices.
 

Compliance with applicable laws, regulatiois, contract, grants and
 

binding policies and procedures applicable to EJMDA is the responsib

ility of SJDA's management. As part of obtaining reasonable assurance
 

about whether the Fund Accountability Statement is free of material
 

misstatement, we performed tests of SJNDA's compliance with certain
 

provisions of laws, regulations and contract, grants and binding
 

policies and procedures. However, our objective was not to provide an
 

opinion on compliance with such provisions.
 

Material instances of noncompliance are violations of laws, regulations,
 

contracts, grants, or binding policies and procedures that cause to
us 


conclude that the aggregation of misstatements resulting from those
 

violations is material to the Fund Accountability Statement. The
 

results of our tests of compliance disclosed the following material
 

instance of noncompliance.
 

EJMDA did nor comply with Egyptian laws regarding the calculation and
 

deduction of payroll tax 
 and social insurance for the employees.
 

However, the project started in January 1992 to complv with these
 

regulations. But since the project is operating under the authority of
 

the Ministry of Social Affairs, it is exempt from paying the employer's
 

share of Social Insurance premiums.
 

We considered these material instances of noncompliance in forming our
 

opinion on whether KJMDA's Fund Accountability Statement pertinent to
 

PPFPP is presented fairly, in all material respects, in conformity with
 

the cash basis of accounting, and this report does not affect our report
 

on the Fund Accountability Statement dated August 6, 1992.
 

19.
 



Rxcept as described above, the results of our tests indicated that with
 

respect to the items tested EJMDA complied, in all material respects,
 

with the provisions referred to in the fourth paragraph of thiz report.
 

With respect to items not tested, nothing came to our attention that
 

caused us to believe that 9JMDA had not complied, in all material
 

respects, with those provisions.
 

This report is intended solely for the information of the United States
 

Agency for International Development and OJMDA's management. This
 

restriction is not intended to limit the distribution of this report
 

which is a matter of public record.
 

Cairo, Egypt
 

August 6, 1992 Farid S. mansour
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APPENDIX A
 

MANAGEMENT RESPONSE
 

TO REPORTABLE CONDITIONS AND FINDINGS
 



Practitioner Family Planning Project 
of the 

Egyptian Junior Medical Doctors Association (PPFPP/EJMDA) 

Resconse to Auditors' Report 

INTERNAL CONTROL ISSUES 

1. Seorecation of duties. 

a. The project recognizes the importance of this item and was originally 
struc:ured with sufficient positons inthe Financial decartment to assure that 
the individual precanng the cash disbursement vouchers will not be the 
person reconciling the bank balance. For a brief of approximately one 
weeK, there was no third accountant, making it difficuit to sustain the 
desired segregation. However, there was no possibility of error due to the 
operation of theprccedures noted beiow. This vacancy has been filled. 

b. The risks associated with the very short period of shared duties are also 
comoehsated for by the full-time presence of an extemai auditor from 
ShawKi & Co. who is responsible for reviewing and approving all internal 
financial transactions on a monthly basis. 

2. Control over accounts pavabte account. 

a. 	 To date, the project has been inccrtorating the amounts and dates of 
payment directly into the original invoices. A copy of the invoice with this 
information isattacned to every payment/check issued to the saine vendor. 

b. 	 Although not initially identified as essential by the project's external auditor, 
to strengthen this area. we are implementing the auditor's recommendation 
to open an accounts payable ledger. 

3. Canceitation of invoices. 

a. 	 The project accepts the auditor's recommendation to strengthen this aspect 
of the project's internal controls. In addition to our current procedures, all 

*canceled invoices will be marked with a red stamp. 

PPFP/EJMM AxW %=,am 
ft"gs 



4. Time limits for disbursement and settlement of cash advances. 

a. 	 The problems identified by the auditors reflect the project's response to the 
necessity for central management of all cash disbursements. The project 
is required to hancle its financial transactions through the National 
Investment Bank which has no branches in the field. As a result, field 
activities such as training, technical meetings, etc. are arranged locally with 
funos carred to the region from the central office. 

b. 	 The project's external auditor had recommended that no part of these 
"advances" be liquidated until documentation was in hand to clear the entire 
amount. We reccgnize that this method of supportng field activities has the 
potential of leaving unallocated cash disbursements for actvities already 
billed and paid. Acceleration of the reconciliation process has already been 
imptemented and new rules for field staff have been promulgated to avoid 
this problem. 

5. Pavroil tax ano Social Insurance. 

a. 	 Prior to"1992, the project was operating under the provisions of Public Law 
55 which stoulatec that the salaries supported through USAID grants for 
work in family planning were not subject to payroll taxes. As of 1992. our 
internal auditors, Shawki & Co., informed us that those provisions might no 
longer apply to the projects activities. Since January 1992. therefore, the 
project has calculated and deducted appropriate payroll taxes. 

b. 	 All employees of the project have acceoted in writing personal responsibility 
for the payment of their share of Social Insurance. Since the project 
operates under the authority of the Minister of Social Insurance, it is exempt 
from the employer's share of the Social Insurance payments. 

6. Safecuard over fixed assets. 

a. 	 The project has mace and kept a full count of all fixed assets for which it is 
responsible. However, we recognize that the methods used did not 
conform to the recommendations of the auditors which called for a 
committee to perform this function rather than the responsible administrative 
individual in the administrative department. We have modified our 
procedures to meet the auditors critena. 
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b. 	 The croject also notes that a measure of safeguard over fixed assets is 
provided by the reguiar Commodity Reports required by USAID as a 
reportng requirement for the project. For this reason, we believe that no 
risks were associated with our previous procedures for maintaining acount 
of fixed assets. 

7. Conc.usions: 

The auditors report dces not inoicate that any errors have occurred as a result of 
internal control weaknesses. Additionally, we believe that the areas of weakness noted 
by the auditors inthe intemal control procedures are offset by the additional protections 
provided by the project's ccntnuous extemal audit The auditors' recommendations for 
an accounts payaole ledger and strengthened voucner cancellation proc, aures have both 
been implemented by the project. Overall. we believe our internal control procedures are 
sufficient to merit reconsideration of your use of the term, "high risk" in the report. 
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FINANCIAL EXPENDITURE ISSUES
 

a. 	 Items labeled as 'entertainment" relate primarily to expenditures associated 
with ccrr-:ated scientific and medical meetings incorporated inthe opening 
and cosing of the physicians' intake training sessions used by the project 
as a form of marketing and continuing physician recruiting mechanism. 
Expenoitures under this category incude many things which are part of the 
Marketing and IEC activities of the project and are not properly labeled, 
"entertainment." Examples include space rental, printing and distribution of 
posters. invitations, and banners, public address systems rental, recording 
and dccumentation of proceedings and the reimoursement of locally hired 
suppcrt. The total amounts identifiec also include the costs of providing 
coffee and tea for participants, an actvity which is typically included in all 
such events in Egypt. Only this latter expenoiture could possibly be 
identified as "entertainment' although we believe it to be an essential and 
apprccriate expenoiture for these activities. 

b. 	 The questioned per diem expenditures were part of the costs of physician 
intake training incurred during the first year, 1.90. In the early groucs, 
trainee§ were housed and fed in a single location with room and board paid 
directly by the project The listed per diem expenditures represent an 
additional LE 20 given to eacn partcipant to defray other costs which would 
normaily be inciuced in a full per diem payment. This system of group 
housing was discontinued after the eary experiences with training since it 
interfered excessively with the participant physicians' other responsibilities. 
Inall cases, the full amount of money paid by the project on behalf of each 
particicant, room and board plus the incidentals payment, was within the 
approved per ciem rates. 
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APPENDIX B 

AUDITORS COMMENT ON MANAGEMENT RESPONSE TO FINDINGS 



FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON 

PRIVATE PRACTITIONERS
 

FAMILY PLANNING PROJECT
 

AUDITORS' COMMENTS ON MANAGEMENT RESPONSE TO FINDINGS 

EXHIBIT 1 

Note A
 

In our opinion, the LE 365 are not allowable expenses since they do not
 

pass the reasonableness test. Additionally, even though the LE. 860 are
 

innaterial, the fact remains that these expenses are unsupported.
 

Note B
 

Although the Auditee's response mentioned that the amount of LE 32,143
 

may include allowable costs, the management failed to pr6iride us with
 

sufficient details of expenditures or proper breakdown of costs incurred
 

under this category to enable us to accept any eligible costs since
 

amounts under this category were posted in the accounting books as one 

item for each opening or closing ceremony without classifying the types 

of costd included. Accordingly, we cannot accept any of the afore 

mentioned costs. 

Note C
 

In our opinion these costs are not allowable since they do not pass the
 

reasonableness test.
 



AUDITORS' COMMENTS ON MANAGEMENT RESPONSE TO FINDINGS (continued) 

EXHIBIT 2 

Note A 

Overtime is not allowable without prior approval by the contracting
 

officer under this PIL.
 

Note B
 

All expenses incurred before start of the project are not allowable
 

unless specified in the PIL and, in any case, require prior approval by
 

the contracting officer.
 

Note C
 

In our opinion, these costs are not allowable since they do not pass the
 

reasonableness test.
 



APPENDIX C
 

AUDITORS COMMENTS ON MANAGEMENT RESPONSE
 

TO REPORTABLE CONDITIONS
 



FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON 

PRIVATE PRACTITIONERS
 

FAMILY PLANNING PROJECT
 

AUDITORS COMMENTS ON MANAGEMENT RESPONSE 

TO REPORTABLE CONDITIONS
 

1. 	Segregation of duties.
 

The Auditee recognizes the importance of this item and has adopted
 

our recommendation.
 

2. 	 Control over accounts payable account:
 

The Auditee intends to implement our recommendation.
 

3. 	 Cancellation of invoices:
 

The Auditee accepts our recommendation.
 

4. 	 Time limits for disbursement and settlement of cash advances:
 

The Auditee accepts our comment and plan to accelerate
 

reconciliation process with respect to field advances. The
 

Auditors insist that application of measures mentioned in their
 

recommendation would be preferable.
 

5. 	 Safeguard over fixed assets:
 

The Auditee intends to modify his procedures to meet our criteria.
 



APPENDIX D
 

AUDITORS' COMMENT ON MANAGEMENT RESPONSE
 

TO NON-COMPLIANCE INSTANCES
 



FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

EGYPTIAN JUNIOR MEDICAL DOCTORS ASSOCIATION
 

ON 

PRIVATE PRACTITIONERS
 

FAMILY PLANNING PROJECT
 

AUDITORS' COMMENT ON MANAGEMENT RESPONSE
 

TO NON-COMPLIANCE INSTANCES
 

As stated in our report on EJMA's compliance with contract terms and 
applicable laws and regulations, management started only in January 1992
 
to comply with 
the said laws and regulations in respect of the
 
calculation and deduction 
 of personnel payroll tax 
 and social
 
insurance. For the 
preceding period, management overcame the problem
 
created by having not 
complied with applicable laws and regulations in
 
respect to the above mentioned issues by obtaining 
from each employee
 
his signed commitment 
to pay his share of social insurance and income
 
tax. Accordingly, we believe that 
no future obligations would be borne
 
by USAID.
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UNITED STATES 	 AGENCY for INTERNATIONAL DEVELOPMENT 

QUSA1D 
CAIRO, EGYPT 	 FEB 71993 

ME MO0R A ND UM 	 r i , P 

TO 	 Philippe L. Darcy, RIG/A/C
 

FROM 	 Christopher D. Crowley, D/DIR
 

SUBJECT 	 NFA Report on Egyptian Junior Medical Doctors
 
Association (EJMDA) Local Expenditures Incurred
 
Under PIL No. 27 of the Population/Family Planning
 
II Project, No. 263-0144.
 

Mission has carefully reviewed the recommendations under the
 
subject audit. Following is our response to the two
 
recommendations:
 

Recommendation 	No. 1:
 

We recommend that USAID/Egypt resolve the questioned costs of
 
$12,408 consisting of ineligible costs of $12,120 and unsupported
 
costs of $288 as detailed on pages 7 through 12 of the audit
 
report.
 

Mission Response:
 

The NFA report stated that the total costs of opening and closing
 
ceremonies and coffee breaks are ineligible.
 

Under the cost 	principles set forth in AID Handbook 11, Chapter 4,
 
the costs of opening and closing ceremonies, coffee breaks, and so
 
forth, for the physicians during training is not an unallowable
 
cost. In accordance with HB 11, Chapter 4A-2 7, "Entertainment
 
Costs" that are not allowable are those which are "for the benefit
 
of customers or clients." The physicians being trained under PPFPP
 
cannot by any definition be treated as "customers or clients."
 
These physicians constitute the task force that achieves the goal
 
of PPFPP which, as established in the Project Paper, is to deliver
 
high quality family planning services through private clinics to
 
642,000 new family planning acceptors over the life of the project.
 
These physicians are members of EJMDA, the implementing
 
organization, and are referred to throughout the Project Paper as
 
the "Project physicians."
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Journal vouchers nos. 221,228, 697, 915, 917, 918, 919 totaling LE
 
14,080 identified under Exhibit I since 1991 represent an offset
 
made from the per diem paid to the physicians during training and
 
other allowable costs (rental space, public address system rental,
 
recording and documentation of proceedings) for training.

Normally, per EJMDA practice, physicians are paid a per diem rate
 
of LE 25 per day, which is substantially below normal USAID
 
approved per diem rates, to cover meals, transportation and other
 
incidental expenses. For these training sessions, the physicians

only received LE 20 per day for per diem because LE 5 per day were
 
deducted for coffee, tea, opening and closing ceremonies. EJMDA
 
officials stated that it was more convenient during the training

sessions in question that the project arrange and pay for these
 
costs for the participants during the training. We believe that
 
these costs (LE 14,080) are, in fact, a part of the "reasonable"
 
per diem rates that the physicians are authorized to receive and
 
other related allowable costs for training. Therefore, LE 14,080
 
should not be sustained.
 

On "e other hand, the ineligible costs identified in journal

vouchers 208,361,366 identified in Exhibit 1 and journal voucher
 
nos. 
367,12 and 21 identified under Exhibit 2 are unallowable and
 
should be sustained. The unsupported costs under journal voucher
 
208 identified in Exhibit 1 should also be sustained.
 

Thus, USAID finds LE 14,080 ($4,720) of the questioned costs as
 
allowable (not sustained) and LE 22,935 ($7,688) as not allowable
 
(sustained). Based on the above, we request that this
 
recommendation be resolved and will request closure when LE 22,935

has been collected from PPFPP or a bill for collection issued to
 
them for that amount.
 

Recommendation No. 2:
 

We recommend that USAID/Egypt require EJMDA to address the
 
inadequate internal control procedures over their accounting system
 
as detailed on pages 16 and 17 of the audit report.
 

Mission Response:
 

EJMDA has addressed the five weaknesses in the report to strengthen

the internal control structure, improve the internal control
 
procedures and its accounting system. We believe that these
 
actions are appropriate and adequately address recommendation No.
 
2 (details are below). In addition, EJMDA's CPA firm (Shawki & Co.,

the correspondent of Deloitte Touche Tohmatsu International) has
 
been tasked with ensuring compliance with the new procedures.
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1. 	 Lack of proper seQregation of duties: The report noted that
 
the bookkeeper prepares both cash disbursement vouchers and
 
bank reconciliations, and recommended that EJMDA hire an
 
accountant to segregate these duties.
 

EJMDA has advised in its response that this condition only
 
arose during the period of the audit because of the vacancy of
 
one of its three accountant positions. This vacancy was
 
filled on August 12, 1992, and the incumbent accountant is
 
preparing bank reconciliations while the cashier is preparing
 
cash disbursement vouchers. In addition, a full time CPA firm
 
(Shawky & Co.) reviews and approves all internal financial
 
transactions.
 

2. 	 Lack of control over the accounts payable: The auditors noted
 
that there was no proper control over accounts payable, and
 
recommended that EJMDA open an accounts payable subsidiary to
 
insure proper payments and no duplication of payments.
 

EJMDA has advised that, although their auditor (Shawky & CO.)
 
found their procedures adequate, they agreed to implement the
 
auditors' recommendation. Therefore, EJMDA opened an accounts
 
payable ledger and all outstanding accounts payable dating
 
back to January 1, 1992 were also recorded in the ledger. A
 
separate record is maintained for each creditor in the
 
accounts payable ledger.
 

3. 	 No cancellation of invoices or other disbursement
 
documentation upon payment: The auditors noted that during
 
the disbursement process, invoices and other supporting
 
documentation were not canceled upon payment; and recommended
 
that EJMDA establish a mechanism for cancellation of such
 
documentation immediately upon payment.
 

EJMDA agreed to implement the auditors' recommendation in
 
addition to their current procedures. Consequently, the
 
cashier was tasked with stamping all invoices and supporting
 
documentation immediately upon payment with a red stamp
 
"PAID". The cashier was also tasked with reviewing and
 
retroactively stamping all invoices that had been paid
 
starting January 1, 1992. This operation has been supervised
 
and approved by Shawky & Co..
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4. 	 No specific limit on cash advance disbursements and no time
 
limit for their settlement: The auditors noted that
 
limitations are not set on the amount of cash advances given
 
to field offices and employees or the time for settlement.
 
They recommended that EJMDA settle cash advances by the end of
 
each month, and withhold any advances to employees or field
 
offices until they settle earlier advances.
 

EJMDA has established new procedures effective August, 1992
 
setting a limit for cash advance to field staff/offices and
 
disallowing the payment of any advance without liquidation of
 
all earlier advances. These procedures were distributed to
 
all field staff/offices. In addition, all field staff/offices
 
were also instructed to submit all paid invoices to liquidate
 
advances on a monthly basis. Shawky & Co. has been tasked
 
with 	following up on the timely liquidation of advances.
 

5. 	 Lack of safeQuard over fixed assets: The auditors noted that
 
EJMDA did not conduct a proper physical count to reconcile
 
what was recorded in the books with what actually exists.
 
They recommended that EJMDA conduct a proper physical ccunt
 
procedure at year end.
 

EJMDA has prepared procedures which requires that fixed assets
 
are inventoried on an annual basis by the administrative
 
department. A five-member committee of consisting of 2
 
members from the accounting department, 2 members from the
 
administrative department, and 1 member from Shawky & Co. has
 
been formed to conduct an inventory of fixed assets on an
 
annual basis. The committee has conducted an inventory on
 
December 12, 1992 and has reconciled the books with the actual
 
inventor. The inventory reconciliation report is maintained
 
by the Chief Accountant with a copy forwarded to USAID.
 

Based on the above, we request that this recommendation be closed.
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