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UNITED STATES OF AMERICA 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT 

October 26, 1993
 

MEMORM(DUM FOR D/USAID/EgYpt,J4yH B~ sford 

FROM 	 RIG/A/Cairo, P ?ilip E 

SUBJECT : Audit of the Health Insurance Organization (HIO)

Local Expenditures Incurred under Project

Implementation Letter (PIL) No. 23, Relating to
 
Project No. 263-0144.
 

The attached report dated May 12, 1993 by Farid S. Mansour & Co.
 
presents the results of a financial audit of the Health Insurance
 
Organization (HIO) locally incurred costs under PIL No. 23, related
 
to Project No. 263-0144, funded by USAID/Egypt. HIO's directive is
 
to provide family planning services through 40 of its polyclinics

in 7 geographic regions throughout the nation.
 

We engaged Farid S. Mansour & Co. to perform a financial audit of

HIO's locally incurred expenditures of $846,2736 for the period

April 1, 1988 through March 31, 1992. The purpose of the audit was
 
to evaluate the propriety of costs incurred during this period. In
 
performing the audit, Farid S. Mansour & Co. 
evaluated HIO's
 
internal controls and compliance with applicable laws, regulations,

grant and project terms as necessary in forming an opinion

regarding the Fund Accountability Statement.
 

Farid S. Mansour & Co. questioned $218,457 in costs billed to
 
A.I.D. by HIO (including $197,744 in unsupported costs). These
 
questioned costs include cost of renovations, medical equipment,

salaries and incentives, travel, perdiem, meals, beverages, tips

and accruals and estimates. Farid S. Mansour & Co. noted
 
weaknesses in HIO's internal controls such as lack of segregation

of duties, inadequate bank reconcilation procedures, reported costs
 
not reconciled with accounting records, lack of timesheets to
 
support salaries and misclassification of project costs among

budget line items. Additionally, they noted instances of 
non­
compliance regarding USAID expenditure reporting and competitive

bidding in conmection with the procurement of goods and services.
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APO AE 09839-4902 Fax # (202) 3554318 Garden City, Egypt 
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Farid S. Mansour & Co. has reviewed KIO's response to the findings.

Where applicable they have made adjustments in their reports or
 
provided further clarification of their position. For those items
 
not addressed, the response provided by HIO has not changed their
 
understanding of the facts underlying the questioned costs of the
 
Fund Accountability Statement or the weaknesses described in the
 
Reports on Internal Controls and Compliance.
 

The following recommendations are included in the Office of the
 
Inspector General's recommendation follow-up system.
 

Recommendation No. 1: We recommend that USAID/Egypt resolve
 
questioned costs of $218,457 consisting of ineligible costs of 
$20,713, and unsupported costs of $197,744 as detailed on pages
11 through 16 of the audit report. 

This recommendation is considered unresolved and can be resolved
 
when we receive the Mission's formal determination as to the
 
amounts sustained or not sustained. The recommendation can be
 
closed when any amounts determined to be owed to A.I.D. are paid by

HIO.
 

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

HIO to address its internal control weaknesses as detailed on
 
pages 19 through 22 of the audit report.
 

This recommendation is considered unresolved and may be resolved
 
when the Mission provides our office with a copy of its request

that an assessment of HIO's internal control procedures be

performed by the Mission assessement IQC or by the FAST Team as
 
proposed in its response. This recommendation can be closed when
 
RIG/A/C has received the internal control assessement report and
 
USAID/Egypt's plan for follow-up corrective action of HIO's
 
internal control weaknesses which have an on-going effect on
 
current and future A.I.D.-funded projects.
 

Recommendation No. 3: We recommend that USAID/Egypt require

HIO to address the non-compliance issues as detailed on pages

24 and 25 of the audit report.
 

As noted in the Mission's response dated October 19, 1993, the HIO
 
project ended December 31, 1992. As a result, no additional goods
 
or services will be procured under this project. However, the non­
compliance issued reported not
should be allowed to reoccur in
 
current or future A.I.D.-funded projects and should be evaluated in
 
the HIO assessment as proposed in the Mission's response 
to
 
Recommendation No. 2. Therefore, because the project has
 
terminated, we consider Recommendation No. 3 resolved and closed
 
upon issuance of this report.
 

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 S. Mansour & Co. and to our office.
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Farid S. account;alo aMo fim o0C oS R ba EI-Aoawya COODO A,LDfiflrnatronl , 

Ca- 11371Mansour & 
tel 260U00 
ax: 2513204 

out freteoce 

September 9, 1993 

Mr. Philippe L. Darcy 

Regional Inspector General for Audit/Cairo 

UNITED STATES AGENCY FOR 

INTERNATIONAL DEVELOPMENT 

MISSION TO EGYPT 

Cairo - Egypt 

Dear Mr. Darcy 

This report presents the results of our financial costs incurred audit of the Health Insurance
 
Organization (HIO) on Project Implementation Letter (PIL) No. 23. under USAID/Egypt
 

Project No. 263-0144.
 

This project implementation letter is cost reimbursable and funded by the United States 

Agency for International Development. 

PROJECT BACKGROUND 

The project is directly administered by the Health Insurance Organization (HIO). 

The objective of this project implementation letter is to provide Family Planning Service 
through 40 of its polyclinics in 7 geographic regions throughout the nation. 

Total funds committed under this proiect implementation letter is LE 3.374,907 (equivalent 

to S 1.194.572). Total expenditures reported as incurred and subsequently reimbursed by 
USAID for the period under audit amounted to LE 2,390,898 (equivalent to $ 846,276). 
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AUDIT OBJECTIVES AND SCOPE 
This is a financial audit of the Health Insurance Organization (HIO) of fund pursuant to 
PIL 23 under USAID/Egypt Project 263-0144. The audit encompassed all expenditures 
incurred in Egypt for the period from April 1, 1988 through March 31, 1992. 
Accordingly, the audit included an examination of HIO's expenses, compliance with PIL 
terms and a review of HIO's internal control. 

The specific objectives of this audit were to: 
1. 	 Express an opinion on whether the fund accountability statement for HIO presents 

fairly, in all material respects, project costs incurred and reimbursed in conformity 
with the generally accepted accounting principles or other comprehensive basis of 
accounting including the cash receipts and disbursements basis and modifications 

of the cash basis; 
2. 	 Determine if costs reported incurred the PIL inas under are fact allowable, 

allocable, and reasonable in accordance with the terms of the PIL; 
3. 	 Evaluate and obtain sufficient understanding of the internal control structure of 

HIO's organization, assess control risk, and identify reportable conditions, 

including material internal control weaknesses; and 
4. 	 Perform tests to determine whether HIO complied in all material respects with PIL 

terms 	and applicable laws and regulations. 

Preliminary planning and review procedures were performed during September 1992 and 
consisted of discussions with RIG/A/C personnel and HIO officials. We reviewed the 
PIL and all other relevant agreements. As well as the accounting system utilized during 
the period under examination. Audit work commenced in September 1992 at HIO's 
premises in Al Tayran St., Nasr City, Health Insurance Hospital and included trips to all 
the 7 regions of HIO in the governorates of Egypt. The work was completed in May 
1993. 
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Our 	selection of disbursements to be reviewed was initially determined to be on the 

judgemental basis, but as a result of issues encountered during the fieldwork necessitating 
us to extend our procedures to cover 100% of all local expenditures on this project. This 
matter was communicated to USAID RIG/A/C and we mutually agreed to extend our 
coverage. The issues encountered during our audit related to the possible misstatement 

of the project expenditures. These issues are as follows: 

o 	 The project reported its expenditures to USAID on the accrual basis as well as 

including estimates and not actual expenditures. 

o 	 Inconsistent classification of the expenditures under budget line items 

o 	 Numerous duplication in the recording of expenditures. 

o 	 Numerous mathematical errors in preparing the monthly fiscal reports. 

Our audit procedures included, but were not limited to, the following: 

1. 	 Reconciling HIO's accounting records pertaining to PIL 23 to invoices issued to 

USAID 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. 

Except as discussed in the next paragraph we conducted our audit in accordance with 
generally accepted auditing standards and the financial audit requirements of Government 
Auditing Standards issued by the Comptroller General of the United States. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about 

whether the fund accountability statement are 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 Standardssince no such quality review program is 
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offered by professional organizations in Egypt. We believe that the effect of this 
departure from the financial audit requirements of GovernmentAuditing Standardsis 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 an extensive quality control review by partners and managers from other C&L 

offices. 

As a part of our examination we performed a study and evaluation of relevant controls 

and 	reviewed HIO's compliance with applicable laws and regulations. 

RESULTS OF AUDIT 

Fund Accountability Statement 

Our 	examination identified $ 218,457 in questioned costs, consisting of $ 20,713 of 
ineligble costs and $ 197,744 of unsupported costs which include $ 32,720 billed to 
USAID in excess resulting from accruals and estimates included in the billing. 

Internal Control Structure 
Our examination of the internal control structure of HIO disclosed the following material 

weaknesses and reportable conditions: 

I. 	 Material weaknesses 

o 	 Inadequate internal contrels over the accounting functions and cash 

disbursements 

2. 	 Reportable conditions 

o No cancellation of invoice or other disbursement documentation upon payment 

o 	 Lack of safeguard over project property 
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Compliance with Contract Terms and
 

Applicable Laws and Regulations
 

We noted that HIO did not comply with USAID regulations with regards to the monthly
 

fiscal reporting to USAID and competitive bidding of vendors and suppliers.
 

Management Comments
 

We have reviewed HIO responses to the findings which are included in Appendix A.
 

Where applicable, we have made adjustments in our position in relation to these findings.
 

For those items that remain as questionable in the fund accountability statement, other
 

outstanding material weaknesses and reportable conditions in the report 
on the internal 
control structure and the non-compliance with PIL terms and applicable laws and 
regulations, the responses provided by HIO have not caused us to change our position as 
presented and discussed in Appendices C, D and E respectively. 
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Farid S. "mb" . m,or:I°oc"hC'ul°°lISa
Fa i .A:088 El.Adawalya COODers 6 L ,rano iinternatin 

Mansour&Co. 
tel :2608500 
tax: 2613204 

ourrelerence 

Mr. Philippe L. Darcy 

Regional Inspector General for Audit 

UNITED STATES AGENCY FOR 

INTERNATIONAL DEVELOPMENT 

MISSION TO EGYPT 

Cairo - Egypt 

FUND ACCOUNTABILITY STATEMENT 

Report of Independent Accountants 

We have audited the Fund Accountability Statement of Health Insurance Organization
 
(HIO) for the period from April 1, 1988 to March 31, 
 1992 relating to expenditures 
incurred in Egypt under PIL No. 23, Project No. 263-0144. The Fund Accountability 
Statement is the responsibility of HIO's management. Our responsibility 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 Sfandards issued by the 
Comptroller General of the United States. Those standards require that we plan Lid 
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 presenration of the Fund 
Accountability Statement. We believe that our audit provides a reasonable basis for our 

opinion. 

6 



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 an extensive quality control review by partners and managers from other C&L 

offices. 

As described in Note 3, the accompanying Fund Accountability Statement has been 
prepared on the basis of cash receipts and disbursements which is comprehensive basis 
of accounting other than accounting principles generally accepted in the United States of 
America. Included in the Fund Accountability Statement are questioned costs of US 
$218,457. The basis for questioring these costs is more fully described in the Fund 
Accountability Statement - Audit Findings section of this report. 

In our opinion, except for the effects of the questioned costs, as discussed in the 

preceding paragraph, the Fund Accountability Statement referred to above presents fairly 
in all material respects HIO's expenditures pertinent to PIL 23 for the period from 

April 1, 1988 through March 31, 1992, in conformity with the cash basis of accounting. 

This report is intended solely for the use of the Unites States Agency for International 

Development and HIO's management. This restriction is not intended to limit the 

distribution of this report which is a matter of public record. 

Cairo, Egypt
 

May 12, 1993 Farid S. Mansour & Co.
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FINANCIAL RELATED AUDIT
 
OF LOCAL EXPENDITURES OF
 

HEALTH INSURANCE ORGANIZATION
 

(H 10) 

PROJECT IMPLEMENTATION LETTER No. 23
 
PROJECT NO. 263 - 0144
 

FUND ACCOUNTABILITY STATEMENT
 
FOR THE PERIOD FROM APRIL 1, 1988 TO MARCH 31, 1992
 

AUDIT 
BILLED & QUESTIONED COSTS FINDINGS 

BUDGET REIMBURSED INELIGIBLE UNSUPPORTED REFRENCE. 

REVENUE .$1,194,572 

EXPENDITURES 

CAPITAL & START UP COSTS. 

HEAD OFFICE EXPENDITURES $25,965 $18,886
 
MEDICAL EQUIPMENT 107,289 107.289 $2,513 A
 
NON -MEDICAL EQUIPMENT 55.865 38,168
 
RENOVATIONS. 139,148 134,900 10,679 B
 
START-UP TRAINING. 38.491 38,491 $19,748 239 C
 

SUB TOTAL 366,758 337,734 19,748 13.431 

RECURRING COSTS. 

CLINIC SALARIES. 245,510 167,581 315 3,329 D 
CONTINGENCY. 1,867 1,867 15 E 
MAINTENANCE. 13,875 4,840 660 A 
MARKETING. 43,657 7,986 150 109 F 
RETRAINING COSTS. 67,572 35,294 34 5,786 G 
SALARIES. 226.480 148,234 148,234 H 
STATIONARY. 15,310 12,797 4,757 A 
TRANSPORTATION. 36,442 16,322 345 9,850 I 

SUB TOTAL 650,713 394,921 859 172,725 

VARIABLE COSTS. 

VARIABLE SALARY 63,465 106 1.992 J 
MEDICAL 12,135 1.084 K 
FORMS 38,018 8,512 A 

SUB TOTAL 177,101 113,618 106 11.588 

TOTAL $I.194.572 S846.273 $20.713 S197.744 

* See accomDanving notes to the Fund Accountabilitv Statement. 8 



FINANC:"AL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

HEALTH INSURANCE ORGANIl' l'ION
 

(1110) 

Project Implementation Letter No. 23
 

Project No 263 - 0144
 

NOTES TO THE FUND ACCOUNTABIITY STATEMENT 

NOTE 1 - SCOPE OF AUDIT 
The Fund Accountability Statement of HIO includes all locally incurred expenditures under 
PIL No. 23, a sub-project of USAID/Egypt Project No. 263-0144, for the period from April 
1. 1988 through March 31. 1992. The PIL does not allow for reimbursement of indirect 

costs. 

NOTE 2 - SOURCE OF DATA 

The column labeled "billed and reimbursed" is the responsibility of HIO's management and 
it should represent the cummulative local expenditures incurred for the period from April 1, 
1988 to March 31, 1992. The total expenditures reported as incurred and subsequently 
reimbursed by USAID for the period under audit amounted to LE. 2,390,898 (equivalent to 

$ 846,276). 
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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. 

NOTE 4 - EXCHANGE RATE 

Expenses incurred in Egyptian pounds have been converted to US dollars at an average 
exchange rate of 2.8252 Egyptian pounds to I US dollar for the period from April 1, 1988 

through March 31, 1992. 

NOTE 5 - QUESTIONED 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 consisting of amounts 
which relate to costs that are not supported with adequate documentation or did not have the 
required prior approvals or authorizations as well as amounts billed to USAID in excess as 
a result of accruals and estimates being included in the billing. 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
 

HEALTH INSURANCE ORGANIZATION
 

Project Implementation Letter No. 23
 

Project No. 263 - 0144
 

FUND ACCOUNTABILITY STATEMENT
 

AUDIT FINDINGS
 

A. Billing in Excess 

QUESTIONED COSTS 

INELIGIBLE UNSUPPORTED 

Medical equipment 

Maintenance 
$ 2,513 

660 
Stationery 

Forms 
4,757 

8,512 

Note B 739 

$ 16,442 

Note D 

Note G 

Note H 

Note J 

Note K 

2,090 

4,706 

6,269 

1,429 

1,045 

16.278 

$ 32.720 

$ 32.720 This amount represents an excess billing to USAID as a
 
result of accruals and estimates being included in the
 

billing.
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B. Renovations
 

QUESTIONED COSTS
 
REGION INELIGIBLE UNSUPPORTED 

Middle Delta $ 9,940 
Billing in excess 739 
TOTAL $ 10,679 

$ 9,940 	 This amount represents cost of renovation works for
 

Middle Delta clinics which are not supported by payment
 
certificates or -ivoices for the works achieved.
 

See Note 1, Appendix A.
 

C. 	 Start-up Training
 

QUESTIONED COSTS
 
REGION 
 INELIGIBLE UNSUPPORTED
 

Headquarters $ 19,748 
 $ 239
 

$ 19.748 	 This amount represents food, beverage, unauthorized
 

payments, taping the seminar events and tips.
 

$239 	 This amount represents unsupported cost of per diem
 
paid to trainees.
 

See Note 2, Appendix A.
 

D. 	 Clinic Salaries
 

QUESTIONED COSTS
 
REGION 
 INELIGIBLE UNSUPPORTED
 

Assiut 
 $ 315 $ 1,239
 
Billing in excess 
 2,090
 
TOTAL 
 S 315 $ 3329
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S 1.239 
 This amount represents clinic salaries unsupported by
 

time sheets.
 

$ 315 	 This amount represents cost of incentives for
 
unauthorized employees.
 

See Note 3, Appendix A.
 

E. 	 Contingency
 

QUESTIONED COSTS
 
REGION 
 INELIGIBL UNSUPPORTED
 

Aswan 
 $ 15
 

$ 15 This amount represents unallowable cost of soft drinks.
 

See Note 4, Appendix A.
 

F. 	 Marketing
 

QUESTIONED COSTS
 
REGION 
 INELIGIBLE UNSUPPORTED
 

Alexandria 
 $ 109
 
Assiut 
 $ 150
 
TOTAL $ 150
 

$L109 	 This amount represents cost of unsupported business
 
trips.
 

1This amount represents unallowable cost of meals and
 
soft drinks.
 

See Note 5, Appendix A.
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G. Retraining Costs
 

QUESTIONED COSTS
 
REGION INELIGIBLE UNSUPPORTED 
Cairo $ 42 
Assiut 903 
Canal $ 34 135 
Billing in excess 4,706 
TOTAL $ 34 $ 5,786 

$ 34 	 This amount represents unallowable cost of meals and
 
soft drinks.
 

$ 903 	 This amount represents the total of several entries of
 
unsupported travel costs.
 

S 42 & $135
 

These amounts represent costs of unsupported per diem.
 

See Note 6, Appendix A.
 

H. Salaries
 

QUESTIONED COSTS
 
REGION 
 INELIGIBLE UNSUPPORTED
 
Cairo 
 $ 16,315
 
Alexandria 
 19,298
 
Middle Delta 
 14,753
 
Assiut 
 9,166
 
Canal 
 15,745
 
Giza 
 11,299
 
Headquarter 
 54,141
 
Aswan 
 1,248
 
Billing in excess 
 6,269
 
TOTAL 
 $148,234
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$ 148,234 This amount consists of $ 6,269 billing in excess as 
explained under A. Billing in Excess (above) and $ 
141,965 representing total fixed salaries paid to the 
project employees for the period from April 1, 1988 to 
March 31, 1992 in all regions. All fixed salary 
disbursements are not supported by time sheets,
 
attendance records or any other appropriate
 

documention.
 

I. Transportation 

REGION INELI
QUESTIONED COSTS 
GIBLE UNSUPPORTED 

Assiut 

Canal 
$ 2,517 

15 
Headquarters $ 345 5,618 
Aswan 

TOTAL S 345 
1,700 

S 9,850 

$ 9,850 	 These amounts represent the aggregates of numerous
 
entries for inadequately supported transportation
 

costs.
 

S 345 	 This amount represents the cost of transportation of
 
personnel from/to HIO and project headquarters.
 

J. 	 Variable Salaries
 

QUESTIONED COSTS
 
REGION 
 INELIGIBLE UNSUPPORTED
 
Assiut $ 106 $ 417
 
Aswan 
 147
 
Billing in excess 
 1,429
 

TOTAL $ 106 $ 1,992
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$ 417 & $ 	147 

These amounts represent incentives paid for
 
contraceptive installation. These payments lack proper
 

documentation to indicate their basis of calculation.
 

S 106 	 This amount represents the cost of incentives paid for
 

unauthorized persons.
 

See Note 7, Appendix A.
 

K. Medical supplies
 

QUESTIONED COSTS
 

REGION INELIGIBLE UNSUPPORTED 

Assiut $ 39 

Billing in excess 1,045 

TOTAL $ 1,084 

S 39 	 This amount represents unsupported cost of medical
 

supplies.
 

See Note 8, Appendix A.
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our reteMnce 

Mr. Philippe L. Darcy 

Regional Inspector General for Audit 

UNITED STATES AGENCY FOR 
INTERNATIONAL DEVELOPMENT 

MISSION TO EGYPT 

Cairo - Egypt 

INTERNAL CONTROL STRUCTURE 

Report of Independent Accountants 

We have audited the Fund Accountability Statement of Health Insurance Organization 

(HIO) for the period from April 1. 1988 to March 31. 1992 relating to expenditures
 
incurred in Egypt under PIL No. 23, Project No. 263-0144 and we have issued our report
 

thereon dated May 12. 1993.
 

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 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 

17 



quality control review by an unaffiliated audit organization as required by Paragraph 46 

of Chapter 3 of Government Auditing Standardssince 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 Standardsis 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 an extensive quality control review by partners and managers from other C&L 

offices. 

In planning and performing our audit of HIO 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 HIO 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 
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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. 

Our consideration of the internal control structure would not necessarily disclose all 
matters in the internal control structure that might be material weaknesses under standards 
established by the American Institute of certified public accountants. A material 
weakness is a reportable condition in which the design or operation of one or more of the 
special internal control structure elements does not reduce to a relatively low level the 
risk that errors or irregularities in amounts that would be material in relation to the 
financial statements being audited may occur and not be detected within a timely period 
by employees in the normal course of performing their assigned functions. Our audit 
disclosed the following conditions which we believe constitute material weaknesses. 

HIO 	has inadequate control over the accounting functions and cash disbursements, as 

follows: 
0 	 Improper segregation of duties exists in all regions including headquarters, since 

one individual bookkeeper prepares both cash disbursement vouchers and the 
entries recording those expenditures. He is also responsible for the bank and petty 
cash reconciliation, if prepared. 

o 	 Bank account reconciliations are not periodically maintained and procedures for the 
preparation of such reconciliations are not adequate. 

o 	 Costs reported as incurred are not reconciled to HIO accounting records. 

o 	 Fixed salaries are not supported by timesheets or time records to substantiate that 
employees have been paid for the actual time worked and that the amounts paid 
were accurate. 
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0 

o 	 We indentified manv instances of misclassification of expenditure items. The 

misclassification took place at two levels: the first one when the expenditures 
originally occurred in different regions and the second when the reports are sent 
from the regions to the headquarters by the accountant who tries to combine them 

due to the lack of a standard form of reporting. 

Recommendation: 

In order to improve internal control over accounting functions and cash disbursements, 
we have the following recommendations: 

o 	 HIO should strengthen the segregation of duties by either hiring more staff to 
satisfy the proper segregation of duties or adopting other compensating procedures 
to insure that the work of each individual is reviewed and authorized properly. 

Bank accounts should be reconciled on a monthly basis by a responsible officiaJ 
who is not involved in any cash processing or recording of activities. The adequate 
procedure for bank account reconciliation should include the following: 
- Comparison of deposited amounts and dates with cash receipt entries. 
- Comparison of payee name, date. and amount on check stubs with cash 

disbursement records. 

- Comparison of book balances used in reconciliation with cash 

disbursement records. 

- Listing of all outstanding amounts recorded in the cash records not 

appearing in the bank statement for follow up during the subsequent 

period. 

Footing the cash records. 

All amounts reported to USAID as incurred expenditures should be reconciled with 
expenditure records to ensure that all amounts are actual and no estimates were 

included. 
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o All payroll sheets should be prepared and su.pported with timesheets or attendence 
records tc determine that the amounts paid are accurate and time was actually spent 
on the project. Moreover. all timesheets or time attendence records should be 
reviewed and approved by a responsible official not involved in the payroll 
preparation. The review and approval of payroll should show the following: 
- all employees on the payroll are authorized employees 
- time worked is evidenced by appropriate time records 
- amounts paid are computed at authorized rates
 
- calculations are accurate
 

- amounts of net pay agree with pay checks and accounting books. 

0 	 HIO should implement controls to ensure that all costs are properly classified, 
recorded and reported under the proper expenditure line item. We recommend that 
HIO adopt a detailed chart of accounts and a standard form of expenditure reports 

to be used by all regions and that all accounting entries be reviewed and authorized 

by the management before being processed into the accounting books. 

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 
attention relating to significant deficiencies in the design or operation of the internal 
control structure that, in our judgment, could adversely affect the organization's ability 
to record, process, summarize, and report financil data consistent with the assertions of 

management in the fund accountability statements. 

Our audits disclosed the following reportable conditions: 

o During the disbursement process invoices and other supporting documentation are 

not cancelled upon payment (via 'paid' stamp or other cancellation mechanism). 
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Reconunendation:
 

We recommend that cancellation of such documentation be made immediately upon
 

payment to avoid the possibility of payment duplication.
 

o 	 We noted that the project property financed by USAID is not tagged with USAID 

labeis. 

Recommendation 

We recommend that the project tag all property financed by USAID with special USAID 

labels. 

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

Cairo, 	Egypt -

May 	12. 1993 Farid 	S. Mansour & Co. 
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Fariduic amemoehrm,o-0accountants 2000 Center 
R&D&aEl-Afawva ZCo ers &L&Vtaao interrlaiona­

11371Mansour &Co. Cairo-
tel 2680 

fax: 2613204 

ue rtMence 

Mr. Philippe L. Darcy 

Regional Inspector General for Audit 

UNITED STATES AGENCY FOR 
INTERNATIONAL DEVELOPMENT 

MISSION TO EGYPT 

Cairo - Egypt 

COMPLIANCE WITH PIL TERMS
 
AND APPLICABLE LAWS AND REGULATIONS
 

Report of Independent Accountants
 

We have audited the Fund Accountability Statement of Health Insurance Orgnaization 
(HIO) for the period from April 1, 1988 to March 31, 1992 relating to expenditures 
incurred in Egypt under PIL No. 23. Project No. 263-0144 and have issued our report 
thereon dated September 5. 1993. 

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 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 Attditin , Standards. Additionally, we did not have an external 
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quality control review bv 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 an extensive quality control review by partners and managers from other C&L 

offices. 

Compliance with applicable laws, regulations, contract, grants and binding policies and 
procedures applicable to HIO is the responsibility of HIO's management. As part of 

obtaining reasonable assurance about whether the Fund Accountability Statement is free 

of material misstatement, we performed tests of HIO'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 bending policies and procedures that cause us to conclude that the aggregation of 
misstatements resulting from those violations is material to the Fund Accountability 

Statement. The results of our test of compliance disclosed the following material instances 

of non-compliance. 

1. 	 HIO did not comply with USAID requirements regarding reporting expenditures. 

Regional reports of expenditures include estimates resulting in misstatement of 

expenditures reported to USAID. 

2. 	 HIO did not comply with competitive bidding in connection with procurement of 

goods and services. HIO contracted directly in many cases with certain suppliers 

to provide goods or services without requesting other quotations. 
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We considered these material instances of non-compliance in forming our opinion on
 
whether HIO's Fund Accountability Statement represented 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 September 5, 1993.
 

Except as described above, the results of our tests of compliance indicated that with
 
respect to the items tested HIO complied, in all material respects, with the provisions
 

referred to in the fourth paragraph of this report.
 

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

that HIO had not complied, in all material respects, with those provisions.
 

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

Internationai Development and HIO's management. This restnction is not intended to
 

limit the distribution of this report which is a matter of public record.
 

Cairo. Egypt
 

May 12. 1993 Farid S. Mansour & Co.
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APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H I 0) 

AUDIT FINDINGS DETAILS 

NOTE 1 - RENOVATIONS 

J.V ITEM QUESTIONED COSTS 

= DATE DESCRIPTION INELIGIBLE 
LE 

UNSUPPORTED 
L.E 

20 
26\1 
26k2 
25\3 
42\1 
42\2 
42\3 

21 

29\07\89 
19\08\89 
19\08\89 
19!08.89 
05\10\89 
05\1089 
05\10\89 
30\89 

THE FOLLOWING ARE THE DETAILS OF 
THE COST OF RENOVATION WORKS FOR 
MIDDLE DELTA CLINICS WHICH ARE NOT 
SUPPORTED BY PAYMENTS CERTIFICATES 
OR INVOICES FOR THE WORKS ACHEIVED. 

3.458 
6.316 
3.763 
6.217 
2.337 
4,172 

386 
1.433 

BILLING IN EXCESS 2,089 

30.171 

EQUIV.$ 10.679 



APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H I 0) 

AUDIT FINDINGS DETAILS 

NOTE 2 - START-UP TRAINING 

J.V ITEM QUESTIONED COSTS 

DATE DESCRIPTION INELIGIBLE UNSUPPORTED 
LE LE 

5 3.01\910 THE FOLLOWING ARE THE COST OF 3,360 
9 30\01\91 FOOD & BEVERAGE SERVED FOR 3.900 

10 06\0g89 TRAINEES DURING TRAINING 952 
8 26\03\89 SEMINARS IN ADDITION TO FLAT 425 

15 27107\89 RATE PERDIEM 1,104 
1\,10.89 6,544 

10 31\1289 623 
11 31l1289 347 
12 31\07\90 97 
11 27og%90 1.040 
4 19\11\90 115 
5 07\03\91 6.698 

20 24\0891 520 
4 05108\91 82 
8 02\1091 111 
27 21\11\91 8.259 
9 16\12 91 1.271 

12 06\11\91 3.620 
15 29\1Z91 2.420 
22 31'\12\91 269 
20 31\1291 276 
8 20\03\92 192 
24 16\1 1\91 1,002 
2 15\0M92 5.122 
3 15\03\92 280 
4 15\0392 568 
3 11\11\90 	 2.520 

9 21\08\91 	 UNSUPPORTED COST OF PERDIEM 674 
PAID FOR TRAINEES 

7 10\03\91 COST OF COMPENSATION PAID TO 325 
10 28\1 0\91 CERTAIN PERSONS FOR ADDITIONAL 400 
5 16\03\92 WORK 900 

21 31 \12\91 	 COST OF PHOTOS & VIDEO TAPING 450 
THE EVENTS OF THE TRAINING SEMINARS 

COST OF TIPS PAID TO HOTEL STAFF 2.000 
DURING TRAINING SEMINARS 

TOTAL 	 55,792 674 

EQUIVALENT IN USS 19.748 239 

;I
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APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H I 0) 

AUDIT FINDINGS DETAILS 

NOTE 3 - CLINIC SALARIES 

J.V ITEM QUESTIONED COSTS 

# DATE DESCRIPTION INELIGIBLE 

L.E 
UNSUPPORTED 

LE 

19 
21 
13 
14 
38 
5 
6 
7 

NOV90 
NOV90 
DEC 90 
DEC 90 
DEC 91 

3,111,1%89430 
01\11\89 
01\11\89 

THE FOLLOWING ARE THE COST OF CLINIC 
SALARIES UNSUPPORTED BY TIME SHEETS 

EQUIV.S 

326 
493 
375 
521 
482 

455 
419 

3.501 
1.239 

25 
31 
32 

FEB 92 
FEB 92 
FEB 92 

THE FOLLOWING APE THE COSTS OF 
INCENTIVES FOR L 3UTHORIZED & 
NON EMPLOYEES 

35 
427 
428 

BILLING IN EXCESS 5.906 

TOTAL 890 9.407 

EQUIVALENT IN US$ 315 3.330 



APPENDIX A 

FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

HEALTH INSURANCE ORGANIZATION
 

(H I O 

AUDIT FINDINGS DETAILS 

NOTE 4 - CONTINGENCY 

J.V ITEM QUESTIONED COSTS 

DATE DESCRIPTION INELIGIBLE 

LE 

UNSUPPORTED 

L.E 

33 30\05\91 COST OF SOFT DRINKS 

EQUIVALENT IN USS 15 



APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H I 0) 

AUDIT FINDINGS DETAILS 

NOTE 5 - MARKETING 

J.V ITEM QUESTIONED COSTS 

DATE DESCRIPTION INELIGIBLE UNSUPPORTED 
L.E L.E
 

30&14 NOV& 
 COST OF MEALS &SOFT DRINKS 423
 
DEC 91
 

222 15\09\91 THE FOLLOWING ARE THE COST 
 153
 
OF UNSUPPORTED TRIPS
 

223 15\O9\91 
 156 

TOTAL 309 

EQUIVALENT IN US$ 150 109 

=lllm mllzmmImll\= 



APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H 10) 

AUDIT FINDINGS DETAILS 

NOTE 6 - RETRAINING COSTS 

JAI ITEM QUESTIONED COSTS 

DATE DESCRIPTION INELIGIBLE UNSUPPORTED 
L.E '.E 

280 31\I0\91 UNSUPPORTED COST FOR PERDIEM 120 
EQUIV.S 42 

THIS AMOUNT REPRESENTS THE 
TOTAL OF SEVERAL ENTRIES OF 
UNSUPPORTED TRAVEL COSTS 2.552 

EQUiV.s 903 

16 31\12\91 COST OF MEALS &SOFT DRINKS 95 

2 14\10190 THE FOLLOWING ARE THE COST 30 
3 11 \02191 OF UNSUPPORTED PERDIEMS 50 
6 25\11\91 190 
5 16\12\91 50 

21 31\12\91 60 
380 

EQUIV.$ 135 

BILLING IN EXCESS 13.294 

TOTAL 95 16.346 

EQUIVALENT IN US$ 34 5.786 

i.,
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APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H I 0) 

AUDIT FINDINGS DETAILS 

NOTE 7 - VARIABLE SALARIES 

J.V 

_ 

11 

DATE 

NOV. 90 

ITEM 

DESCRIPTION 

THE COST OF INCENTIVES PAID 
=OR UNAUTHOR!ZED PERSONS 

QUESTIONED COSTS 

INEUGIBLE UNSUPPORTED 
L.E LE 
300 

ECUl ICS 

21 
10 

AUG.90 
OCT.90 

THE FOLLOWING REPRESENT COSTS 
OF INCENTIVES PAID WITHOUT REPORTS 
OF CONTRECEPTIVES INSTALLATION 

160 
232 

22 
23 
15 
16 

NOV.90 
NOV.90 
DEC.90 
DEC.90 

'THE FOLLOWING REPRESENTS COSTS 
;RECORDED IN THE ACCOUNTING BOOKS 
;THE SUPPORTING ENTRIES WERE MISSING 

EQUIV.$ 

90 
303 
303 
90 

1.178 
417 

50 17,07\91 THE REPORT OF THE CLINIC CONFIRMING 
THE NUMBER OF CONTRACEPTIVES ACHEIVED 
THROUGH THE MONTH IS MISSING. 

EQUIV.$ 
414 
147 

BILLING IN EXCESS 4.037 

TOTAL 300 5.529 

EQUIVALENT IN US$ 106 
....... 

1.992 
--­ ' 



APPENDIX A 

FINANCIAL RELATED AUDIT 

OF LOCAL EXPENDITURES OF 

HEALTH INSURANCE ORGANIZATION 

(H I 0) 

AUDIT FINDINGS DETAILS 

NOTE 8 - MEDICAL SUPPLIES 

J.V ITEM QUESTIONED COSTS 

DATE DESCRIPTION INELIGIBLE 
L.E 

UNSUPPORTED 
L.E 

35 NOV.0 UNSUPPORTED COST OF MEDICAL SUPPLIES 109 

BILLING IN EXCESS 2.053 
TOTAL 3.062 

084 
EQUIVALENT IN USS 
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-111il% I4l11n lim, tProject!" ' 

& 6, 'vLWJ *4 j I~ 

"-j ;" jj;) 

Mr. Abdul Aziz Mahmoud 

FARID S. MANSOUR & CO.
 

Tiba 2000 Centre
 

Rabaa El Adaweva
 

Nasr City - Cairo 11371
 

I)ear Sir: 

'Ve have r .vur .. ter July 1903 in wvlrlc ud y.' -n 2 .'u llsctl : tie impo ri;ncle ,1 cmintroiiing fixed 

,al.'ries' disbursement and rclated procedures to be adopted ;and we have taken io consideration the 

issues raised in our meeting on August 15. 1993 during which we exchanged opinions and tried to clarify 

the reasons titr discrepencies rund and the ways to support the disbursing vouchers with proper 

dtcuimentation (as per your requesto to comply with USAID regulations. 

l11is Illelille2 ;litended In 11mvi1u reprse latl\,esti
 

Fromn I'itt S. Mansuo:lur &-:Cot:
 

wa, v 

Abdul Aziz Mahitmuu
 

Yasser El Farnawanv
 

Nader Fawzv
 

Khaled Mahnimud 

From lilt)', Ilead Iffice:
 

.\v l)a.Wm mod
 

n:;llilna
Ib'raiiinli 

.\dcl Mustim.i M;thumond
 

Nader Louis
 

I)r. I'l Saved l.ina v
 



.d tlh ta~r~ t cll' r :l lai .ljn ll",,n 

, , / L,
 

Fr,,m ie A;itt Rertirin: 

Gamil Abdel Raiman
 

Frim the Canal Reainn:
 

.\shrat"Abdel Fattah
 

The ailive uni.-etinLe was a ,+ntietiom l tie previis Itie neld tll A\IIust I. 1' 93 -it the Fingiv I'lanning 

Iremises in Naisr City \.nicl Whl. attenued by all above mentioned representatives in addition to tie 
I'0Ihjwin2: 

Fr., " i' A l'vindiri, Rm-iin 

Ahmed El Kasiet 

Abdalla Eanara 

From theCairo Region: 

Saaima Girgnas 

Frilm the Giza Branch: 

Rahia A\l'h:is 

:- : 


-espinse and winmetts ot tihe Audit Findings and 


'.'. id !i. , , ,,ii' tieInKSsl'rorr '.t..il;utd .': itwur interpr't;ttin ill 111 .s draft 

Remarks detailed in vi'inr repi t. 

We ire .ivinu v(it hereunder i sllmmarv it oir respoinse as Ihiows: 

I . lie missih tiI'r i ii Sipparl iti dm.'menl ad ciai le t l)J~ritri 0I, d . aI ltliwa 

lior dishursiii, vmclthers 

ti'e L'PA firm's remarks were Iltroduced it) ItOX,, illicials ,Milo t.iciliiate the process (it 
-:ltherim, tih,. te.qitred dticilletirs and siriimtll the( it Iirity utIIlil lsm,i 'c'allents iI ;Iway 

hila Seells ;acceptl'hie (t the Aitlil Firmt 

It. I'r 'cdwa t. kl, murimaiiii ia l ' iai'c, rtcioii Ito %iij,,lmrl fi .vil "anad ariahle salarv 
Ilihllrl'ivlllsl 

i ' ll l l i ll me l lle c,.ll l . \ 1111 Id ,,.ll l l i .' d th e llll l' i Ill.l ltc e I II ,,'q t l i ll l II - .-.; i l v li 1 11tl . e ll i cill s 

.ild vima e"ilaItiiid li ;ap ir irtlaae l'a.'cc ll.iteq thti di.td lie Itii ,,..d tlii t tir letter dated 
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"h'Nicc (Ji ,i z ii) -' ". ­
.5,pv VU.. 

According to the contract with USAID. F110 comply with what is stated in the 
original project paper. Provision D. Page 10. Provision A. Page 18 describes the 
lrganizatiolnal structure and the method t1iactivity management. Provision C. Page 
20 stipulates that pertormance reports should he the hasis fjr disbursing 
Co mpensation. 

Accordiglty. the fhllowing system was applied: 
.1. The maijority ti" proiect emnitivees are originaity ill() etllyvees and are 

working on the project as part-timers. Therefore. HIO attendance records 
were the basis for disbursing salaries, based on the working hours for 
original and additional w\ork. assessed to he Irom 8 am to 4 pm and their 
duties are assigned based tn the ainual plan of lie pro iect and salaries are 
disbursed based on monthly perlormance level and this complies ilh the 
main ohiective rr the protect and the need to inteerate 110 services by 

'hl inicinci tdiie .111 v mo!,it 14 iIstlic service c i'lili V ;liter proiect 
,'inolet on. The quarterly rel rt details the level tof periormance t'ir all 

eimployees on the project. 
b. .honthly salaries disbursed ti clinic di ctors are based on iertormance level. 
C. All employees h.lvin. tioe title ti1 (i',n'ral exempted by%flcaveraIre 

IE.yptian Law troim si.ei11in the atiendaiice records as the ae required Io 
.oiidoct their sperviqlio1 act i\'im even thoulh work imay co'ntime or 
enlullaIrs held beyond specified workiioe hours. 

d. The staltol the clinic provides servlces dutring a specified period dailY as 
altested ol111 atiolticda'e het seot tI the financial ulicer :it tie end (1 the 
motnh. All clinic Ialaries mie dkihared ott the basis wt tihe said attendance 

%hievis 

e. \11 c',li'rcteLld emmtlvlm'w's I'll ;I I 'iiim l level ithe e 'ecltiv,' lil t"ir anld 

\',.n;tihi ia lirancti ccoIallmltlt I anllmi laiiee shiei.Itt 


\11 cititracied e'lplo vees ;It IIt) ivel id 
 all ftll animdpalt t ttmers sign an 

lit e.ldll:t e ihet 

I1 I I1.'ll1hIt'. .10 1 1-' ]'\A llil111111 ,, C0. t NBESL'T(T I'lllP 0 L'",ll SAV 

SEST AVAILABLE COPY
 



applied and presented no comments or =biections. 

We recognize that the attendance system applied even hv USAID does not comply 
with the system recommended by the CPA firm. 

5. T*he tecnnical assistant of the protect uias not reconlended any chanues to he made 

to the system applied. 

proiect level il'*pertormance 

Mr. Ernst Patrick (in the final eval uation stating that the work d one 

. wThe 	 was evaluated bv USAID and a rcllurt issued by 

in the project 
was arpriciated and that the actual level ot performance leached 76% of' 1992 
ludget fP. 43 of last performance report) and this complies with disbursement rates 
for incentives. 

11. 	 .<) lt, ul:lppiicd for Irailliou aiod lodL.,intu 
You have kiniy interpreted the rules and r .gui'iadns Itih.iwed tly USAID which were used 

aisa hase ior auditinig 1v 1110. Accotuntant Alh IOjtioud has presented the rules and 
re'ulations tollowed by the proiect tor disliurseinents and after the discussiomn we decided. 

;hCtOrdinl tit or retitest. to set anicetiiiil ir Ihillirsd;im' \tlgillst ). lich all1003 	during 
,:,Cu.llenl t llltli e Preseuted to Ill(', 	tim~ticiaf teal iit tile audiiii, telni imuour ilifice. 

'll" m' mI~tl lhtile ic i;ilks r.llted fi i,'%r iili . lue Wlladieals pme leometduring 
,.inars :lllm lrainc, z.ouises ::tn he summnarizel as il. 

Ili) i 	 Iv i llet h1111ovm 	 Ill tile till;liCm;Nm l .;,ims1.1 A ttles alld tiNe Ji' 1V.ll.k it, per 

111ld!. as: dI th ll- Set llilllh Itilh ,' 

11Lle i i ILd.- tCeim ent .111dAmneinomLf I. e ,tilliies that IIt) shouimldl [:.t1:3 
1 ,14 . Il'e c;l fi 'I v ftltl I Ilfl; llit.11iI ll 4mshim41S htlil .vSh.',hq em eiL-t1ll ilimt 'lll. el 

:r [::.'1 l InVtI. D..\Il) f't.11 11i,d,'tlice 11;1% Ihis Mhen,ie I l 1..a aimll,. 

A'l~l'tt'll~fll\. N, " I" 11'"1 ,MI Ill l l,';llll ClftYlllt AVthAlI hol 1141141011:11101n 
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- -ruaA*.Jll~l 	
.':PIlm ii ,.,lroiect .,t	 JlL'( 

. '2 , . .''' 

2. 	 According to the system set by the General Accounting Bureau. we deducted 2.'3 oif 
applied per diem in cases where full acconmodation was provided. 

3. 	 Meals and beverages presented during courses and seminars were programmed as 
heing part ot the executive plan auttorized [,-. ('SAID. 

4., 	 1tO's financial regulations regarding travel expenses. per diem etc. alow the use 
, , .,,.u ,,,111 ,a,. ." 'i~Ice L., l , ejtt Ili' jetuiliiii m n ttile tm 12e llatu 

p 
an trainn.2.i.i 

tickets liar the followina reasons: 
The inaiority of 1110 supervisory stalltiuse their own cars during field visits. 
Train tickets doi not heear the travel1ler's name aind tlerelore cannot he 

considered as supporting docuinentatiin nuder the 1110 system. 

ile c''nsutitne Cp.\ firm iS;h .ki & ('1.i Ie'vsed the alplhied systel ind haid n11) 

-0 iiiltk'iIS Of Il liectllills. 

t,. 	 1110 was not advised bv USAID that any spe-jiied procedures for iravel and related 

per diem disbursements were tol lie applied. 

IV. 	 hithtdioL, ac'cruial '%liuiiaites inl Ole irtwlrt 

'Y'otr f11ice i; noted a dtifference hIiween the tilal L'-'endilture i-lilit ii the end ill March 
3'1'intl the tilial atuatt:ll eltlilles. \ c ldi Ill' t) l eh cash base alliiillnll t Ill 12.721 

i'ilesetin a,:crued expenses %;Is p:id ;1i seliienitl% it selle prilllill citois ll 	 ti:lerial alid 
i Iis t'lhlir'et. We I;id receivel thw oldeeih Ill:lli't;l:l hill colld i still ill Clh 	:a, we 
*.%vi'e short f ih m monlltl112V. \\ 0 A 	 -1 . 1d I ,ll t 111:11I'l 1:1tl,T , kI~ t i lh'liCIlll~ tlt' 

.thttuhui eupm ',as erlrallct ' lluct.' l t'. Jithi hi,. ,i ''cil ;:i-.cr tl e'. l, t'' , 1Avilent il l%hich 

I'll tilhe e 2'illle11.il, chietii's It lt' ltiil I'll I .iii'.uicics h1t1 it,,, m l Il I el\ 
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Appendix C
 

FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

HEALTH INSURANCE ORGANIZATION
 

(HIO) 
Project Implementation Letter No. 23
 

Project No 263 - 0144
 

AUDITORS' COMMENTS
 
ON MANAGEMENT RESPONSE
 

TO AUDIT FINDINGS
 

A. 	 Billing in Excess
 

$ 32,720 HIO concurs that there is a difference between
 
billings made to USAID and actual disbursements. Part of
 
this difference was cleared out during the subsequent
 
April/December 1992 period and the remainder included in the
 
total amount of LE 200,000 representing the balance of the
 
HIO account at the end of December 1992.
 

We are 	not in a position to verify the above statement since
 
our audit covered only the period from April 1988 through
 
March 1992 and we recommend that the Mission take action to
 
verify these facts,
 

B. 	 Renovations - Note 1
 

9,940 
 Although HIO provided us with extra documentation
 
to support renovation expenditures, we still believe that
 
this documentation is inappropriate and lacking legal
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requirements to substantiate such costs. 
We need to obtain
 
formal payment certificates from the contractor.
 

C. Start-Up Training - Note 2
 
$ 19,748 HIO provided trainees with flat rate per diem in
 
addition to full board accommodations during seminars. As
 
long as the trainees were provided 
with full board
 
accommodations, all food and beverage costs should have been
 
borne by them. Moreover, Mr. Lawrence R. Eicher, Project
 
Officer in his letter dated April 8, 1990 addressed to the
 
Chairman of HIO states that ... no 
per diem be paid to
 
travellers if project funds are used to cover the full board
 
expenses related to any official travel.
 

HIO has addressed neither questioned costs relating to the
 
video taping of training seminar events nor unallowable tips
 
paid out.
 

$ 239 HIO failed to provide any documentation to support
 
this cost.
 

D. Clinic Salaries - Note 3
 

$ 1,239 The absence of time sheets required to support any
 
salary disbursements cannot be 
 justified, especially that
 
no adequate control procedures are applied.
 

$ 315 Incentives should be paid only to authorized
 
personnel of the project.
 

E. Contingency - Note 4
 
$ 15 Soft drinks are not defined under the budget and
 
entertainment 
expenses are unallowable costs under USAID
 
regulations.
 

2 



Appendix c
 

F. 	 Marketing - Note 5
 
$ 109 HIO failed to provide any documentation to support
 

this cost.
 
$ 150 
 Meals and soft drinks are not defined under the
 
budget.
 

G. 	 Retraining Costs - Note 6
 
$ 34 Meals and soft drinks are not defined under the
 

budget.
 
$ 903, S 42 & $ 135 HIO 
 failed to provide any
 
documentation to support these costs.
 

H. 	 Salaries
 

$ 148,234
 
o 
 The fact that all personnel working on the USAID funded
 
project are originally HIO employees creates the necessity
 
that entirely separate attendance records be kept for the
 
project. HIO general attendance records do not indicate the
 
actual time spent on the project neither do they justify the 
cost of salary payment. Moreover we have our doubts 
regarding the accuracy of these records. 

o 	 USAID regulations require that attendance procedures be
 
applied to all personnel assigned to a project regardless of
 
position or title.
 

o 	 As auditors, we are required to express our opinion
 
independently, according to our understanding and regardless
 
of different views which may have been offered by others.
 

o Finally, we are not in a position to form an opinion
 
regarding the attendance procedures applied by 
USAID and
 
referred to in HIO's response.
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I. 	 Transportation
 
$ 9,850 HIO failed to provide any documentation to support
 
this cost.
 
$ 345 As per HIO policy, transportation expenses from/to
 
employee's residence and his work location are unallowable.
 

J. 	 Variable Salaries - Note 7
 
$ 417 & $ 147 HIO failed to provide any documentation to
 
support this cost.
 

$ 106 Incentives should be paid only to authorized
 
personnel of the project.
 

K. 	 Medical Supplies - Note 8
 
$ 39 HIO failed to provide any documentation to support
 
this cost.
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FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

HEALTH INSURANCE ORGANIZATION
 

(HIO) 

Project Implementation Letter No. 23
 

Project No 263 - 0144
 

AUDITORS' COMMENTS
 

ON MANAGEMENT RESPONSE
 

TO MATERIAL WEAKNESSES AND REPORTABLE CONDITIONS
 

We have no comment as HIO did not 
respond to our findings
 
regarding the material weaknesses and reportable conditions
 
identified and disclosed in 
our audit report on the Internal
 
Control Structure, we have no comment.
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FINANCIAL RELATED AUDIT
 

OF LOCAL EXPENDITURES OF
 

HEALTH INSURANCE ORGANIZATION
 

(HIO) 

Project Implementation Letter No. 23
 
Project No 263 - 0144
 

AUDITORS' COMMENTS
 

ON MANAGEMENT RESPONSE
 

TO NON-COMPLIANCE INSTANCES
 

We have no comment as HIO 
did not respond to our findings
 
regarding non-compliance instances identified and disclosed in
 
our audit report on compliance with PIL terms and applicable
 
laws and regulations.
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SUNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
IUSAID 

CAIRO. EGYPT 

OCT 19 1993 

MEMORANDUM 

TO: 	 Philippe L. Darcy, RIG/A/C 20 OCT 199
 

F R O M : 	 A m a n d a L e v e n s o n , O D / F M / F A j .... ...............
 

SUBJECT: 	 NFA Report on Local Expenditures of the Health
 
Insurance Organization/Family Planning Subproject

Incurred under Project No. 263-0144, PIL No. 23 - Draft
 
Report
 

Following 	is the Mission's response to the three Recommendations
 

under the 	subject draft audit:
 

Recommendation No. 1:
 

We recommend that USAID/Egypt resolve questioned costs of
 
$218,457 consisting of ineligible costs of $20,713 and
 
unsupported cost of $197,744 as detailed on pages 11 through 16
 
of the audit report.
 

Mission Response:
 

Mission is working closely with HIO to obtain the necessary

documentation to help make its final determination regarding the

questioned/unsupported costs. Therefore, Mission has no comments
 
to offer at this time.
 

Recommendation No. 2:
 

We recommend that USAID Egypt require HIO to address its internal
 
control weaknesses as detailed on pages 19 through 22 of the
 
audit report.
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Mission Response:
 

Mission believes that since this activity was completed on
 
December 31, 1992, and in the absence of other on-going

activities under this PIL, it is not practical to request HIO to
 
address the internal control procedures at this time. However,

Mission realizes that HIO has an on-going activity under the Cost
 
Recovery for Health Project No. 263-0170. In order to ensure
 
that the internal control weaknesses identified in the audit do
 
not exist under this activity, the Mission will request an
 
assessment of HIO's internal control procedures under the health
 
project, to be conducted either under the Mission assessment IQC
 
or by the FAST Team. If weaknesses are identified, the Mission
 
will request HIO to address them. Based on the above, Mission
 
believes that this recommendation should be resolved and closed
 
upon issuance of the final report.
 

Recommendation No. 3:
 

We recommend that USAID/Egypt require HIO to address the non­
compliance issues as detailed on Pages 24 and 25 of the audit
 
report.
 

Mission Response:
 

Mission agrees with this recommendation, however, as stated under
 
Recommendation No. 2, the project has ended on December 31, 1992.
 
Therefore, no further action can be taken.
 

Most of the HIO procurements were of small value, i.e., less than
 
$25,000. In certain cases, the project management used the same
 
suppliers of goods and/or services that are dealing with HIO
 
itself. These suppliers, mostly public sector companies, had
 
earned their contracts through a bidding process to provide HIO
 
with goods and/or services and the project bought into these
 
contracts. The Mission recognizes that HIO could have expanded

its competition for these small value procurement, however, since
 
the project has ended, no remedial action is appropriate. The
 
assessment referred to above will also look for similar
 
compliance issues. 
The Mission requests that this recommendation
 
be considered closed.
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