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FINANCIAL INFORMATION CONTAINED IN THIS
REPORT MAY BE PRIVILEGED. THE RESTRICTIONS OF
18 USC 1905 SHOULD BE CONSIDERED BEFORED ANY

INFORMATION IS RELEASED TO THE PUBLIC.
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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT

October 26, 1993

MEMORANDUM FOR D/USAID/Egypt, nry H. jéfsford

FROM s RIG/A/Cairo, P ilipggt. arcs't 7

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 geograpnic 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. 1In
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 connection with the procurement of goods and services.

U.S. Mailing Address Tel. Country Code (202) 7106, Kasr El Aini St.
USAID-RIG/A/C Unit 64902 357-3909 Cairo Center Building
APQO AE 09839-4902 Fax # (202) 355-4318 Garden City, Egypt
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Farid S. Mansour & Co. has reviewed KIO’s resprnse 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 should not 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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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 project 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 1,390,898 (equivalent to $ 846,276).

./’



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 as incurred under the PIL are in 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.



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:

0 The project reported its expenditures to USAID on the accrual basis as well as
including estimates and not actual expenditures.

(] Inconsistent classification of the expenditures under budget line items

0 Numerous duplication in the recording of expenditures.

0 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 Governmeny
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 Governmen: 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 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:

1. Material weaknesses

0 Inadequate internal contrcls over the accounting functions and cash

disbursements

2. Reportable conditions

0  No cancellation of invoice or other disoursement documentation upon payment

o Lack of safeguard over project property



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.



. Subnc accountants .08 2000 Center a memper 1rm of
arl . Aabaa El-Adaweya Caopers 4 Lvbrana yinternanona.

Nasr City

Mansour &Co. 2o = 131

tax: 2613204

our reterence
Mr. Philippe L. Darcy
Regional Inspector General for Audit
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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 I, 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 Srandards issued by the
Comptroller General of the United States. Those standards require that we plan zd
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 signiticant estimates
made by the management. as well as evaiuating the overall presentation of the Fund
Accountability Statement. We believe that our audit provides a reasonable basis for our

opinion.



We did not meet the continuing education requirements listed in Paragraph 6 of Chapter
3 of the Governmen: Auditing Srandards. 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 Governmenr Auditing Siandards 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 tatement 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.

Y=

May 12, 1993 Farid S. Mansour & Co.

Cairo, Egypt



FINANCIAL RELATED AUDIT
OF LOCAL EXPENDITURES OF
HEALTH INSURANCE ORGANIZATION

(H10)

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 REIMMBURSED 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 366,756 337.734 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 51.194,572 5846.273 $20.713 3197.744

* See accompanving notes te the Fund Accountabililv Statement.



FINANC'AL RELATED AUDIT
OF LOCAL EXPENDITURES OF
HEALTH INSURANCE ORGANIZ.. TYION

(HIO)

Project Implementation Letter No. 23
Project No 263 - 0144

NOTES TO THE FUND ACCOUNTABILITY 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).



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 1 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 censist of audit findings proposed on the basis of the terms of the grant. Costs in the
columnn 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 F indings section of this report.

10



FINANCIAL RELATED AUDIT
OF LOCAL EXPENDITURES OF
HEALTH INSURANCE ORGANIZATION

(HIO)

Project Implementation Letter No. 23
Project No. 263 - 0144

FUND ACCOUNTABILITY STATEMENT
AUDIT FINDINGS

a. Billing in Excess
QUESTIONED COSTS

IN GIBLE UNSUPPORTED
Medical equipment $ 2,513
Maintenance 660
Stationery 4,757
Forms 8,512
$ 16,442
Note B 739
Note D 2,090
Note G 4,706
Note H 6,269
Note J 1,429
Note K 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.

11



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 i-wvoices for the works achieved.

See Note 1, Appendix A.

c. Start-up Training
QUESTIONED COSTS

REGION INELIGIBLE UNSUPPORTED
Headquarters S 19,748 S 239

$ 19,748 This amount represents food, beverage, unauthorized
payments, taping the seminar events and tips.

$ 239 This amount représents 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 §_§$§ $ 3,329

12



$ 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 INELIGIBLE 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 $ 109

$ 109 This amount represents cost of unsupported business
trips.

S 150 This amount represents unallowable cost of meals and

soft drinks.

See Note 5, Appendix A.

13



G. Retraining Costs
QUESTIONED COQOSTS

R ON INELIGIBLE UNSUPPORTED

Cairo $ 42

Assiut 903

Canal $ 34 135

Billing in excess 4,706

TOTAL $. 34 $ 5,786

S 34 This amount represents unallowable cost of meals and

soft drinks.

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

42 & 35
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

14



$.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

QUESTIONED COSTS

REGION IN GIB UNSUPPORTED

Assiut $ 2,517

Canal 15

Headquarters $ 345 5,618

Aswan 1,700

TOTAL $ 345 $ 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 S 417
Aswan 147
Billing in excess 1,429
TOTAL $ 106 $ 1,992

15



S 417 & $ 147

These amounts represent incentives paid for
contraceptive installation. These payments lack proper
documentation to indicate their basis of calculation.

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
$ 39 This amount represents unsupported cost of medical

supplies.

See Note 8, Appendix A.

16
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INTERNAL CONTROL STRUCTURE

Report of Independent Accountants

We have audited the Fund Accountability Statement of Health Insurance Organization
(HIO) for the period from April I, 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 Governmenr Audiring 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 Governmenr 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 Governmens 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 Governmens 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.

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 internat
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

18



general ledger. For all the control categories cited above. we obtained an understanding
of the design of relevant policics 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:

) 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.

0 Bank account reconciliations are not periodically maintained and procedures for the

preparation of such reconciliations are not adequate.
0 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.

19



We indentified many 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:

0

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 official

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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0 All payroll sheets should be prepared and s::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 pavroll 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,

recordec 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 financial data consistent with the assertions of

management in the fund accountability statements.

Our audits disclosed the following reportable conditions:

0 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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Recommendation:
We recommend that cancellation of such documentation be made immediately upon

payment to avoid the possibility of payment duplication.

0 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 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.

Y ——
Cairo, Egypt —_

May 12. 1993 Farid S. Mansour & Co.
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" 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.

e did not meet the continuing education requirements listed in Paragraph 6 of Chapter

3 of the Governmenr Auditing Srandards. Additionally, we did not have an external
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quality control review by an unarfiliated 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 Audiring 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
or 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.

I. HIO did not comply with USAID requirements regarding reporting expenditures.
Regional reports of expenditures include estimates resulting in misstatement of

expenditures reported to USAID.

1y

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
Intemationat Development and H1O's management. This restriction 1s 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

APPENDIX A

OF LOCAL EXPENDITURES OF

HEALTH INSURANCE ORGANIZATION

(H10)

AUDIT _FINDINGS DETAILS

NOTE 1 - RENOVATIONS

JV

20
26\1
26\2
26\3
4211
4212
42\3

21

DATS

29\07\89
19\08\89
19108189
19108289
05\10\89
o5\1089
o5\10089
30\0M89

ITEM

_DESCRIPTION

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.

BILLING IN EXCESS

QUESTIONED COSTS

INELIGIBLE UNSUPPORTED
LE LE

3.458
6.316
3.763
6.217
2337
4172

386
1,433

2,089
30.171

EQUIV.S 10.679



FINANCIAL RELATED AUDIT

OF LOCAL EXPENDITURES OF

HEALTH INSURANCE ORGANIZATION

(H10)

AUDIT FINDI

NOTE 2 - START-UP TRAINING

1%

n
uaumhcn

DATE

3CL01\91
30\01\91
0610289
26\03\89
2Nones
11089
3289
311289
31\0N\90
2N0N90
19\11\90
o091
24\0891
05108191
0211\
2111191
16\1291
06\ 1\91
29\1291
IN1291
IN1291
200092
16\11\91
15\03\92
15\03\92
15\0392
111190

21\08\91
10\03\91
28\10\91
16\03\92

IN1291

ITEM

_DESCRIPTION

THE FOLLOWING ARE THE COST OF
FOOD & BEVERAGE SERVED FOR
TRAINEES DURING TRAINING
SEMINARS IN ADDITION TO FLAT
RATE PERDIEM

UNSUPPORTED COST OF PERDIEM
PAID FOR TRAINEES

COST OF COMPENSATION PAID TO

CERTAIN PERSONS FOR ADDITIONAL
WORK

COST OF PHOTOS & VIDEO TAPING

THE EVENTS OF THE TRAINING SEMINARS

COST OF TIPS PAID TO HOTEL STAFF
DURING TRAINING SEMINARS

TOTAL

ZQUIVALENT IN USS

APPENDIX A

QUESTIONED COSTS

INELIGIBLE
LE

3.360
3.900
952
425
1,104
£.,544
623
347
97
1.040
115
6.698
520
82
m
8.259
1.2M
3.620
2.420
269
276
192
1,002
S5.122
280
568
2,520

325
400
900

450

2.000

UNSUPPORTED

LE

674

674

239

-


http:1\,10.89

APPENDIX A

FINANCIAL RELATED AUDIT

OF LOCAL EXPENDITURES OF

HEALTH INSURANCE ORGANIZATION

(H10)

AUDIT FINDINGS

NOTE 3 - CLINIC SALARIES

Jv

19
21
13

38

~Nouw

25
31
32

ITEM
DATE DESCRIPTION
NOV 90 THé FOLLOWING ARE THE COST OF CLINIC
NOV 90 SALARIES UNSUPPORTED BY TIME SHEETS
DEC 90
DEC 90
DEC 91
PRV RV
01\11\89
011 1\89
FEB 92 THE FOLLOWING ARE THE COSTS OF
FEB 92 INCENTIVES FORL DUTHORIZED &
FEB 92 NON EMPLOYEES

BILLING IN EXCESS

TOTAL

EQUIVALENT IN USS

QUESTIONED COSTS

INELIGIBLE UNSUPPORTED

LE LE

326

493

375

521

482

<3C

455

419

3.501

EQUIV.S 1.239

35
427
428

5.906

890 9.407

315 3.330

{



APPENDIX A

FINANCIAL RELATED AUDIT
OF LOCAL EXPENDITURES OF
HEALTH INSURANCE ORGANIZATION
(H10)

AUDIT FINDINGS AlLS

NOTE 4 - CONTINGENCY

v ITEM QUESTIONED COSTS

& DATE DESCRIPTION INELIGIBLE UNSUPPORTED
LE LE

38 30\05\91 COST OF SOFT DRINKS 4

EQUIVALENT IN USS 15

7



FINANCIAL RELATED AUDIT

OF LOCAL EXPENDITURES OF

HEALTH INSURANCE ORGANIZATION

APPENDIX A

AUDIT _FINDINGS DETAILS
NOTE 5 — MARKETING
JV ITEM QUESTIONED COSTS
2 DATE DESCRIPTION INELIGIBLE UNSUPPORTED
LE LE
30&14 NOva COST OF MEALS &SOFT DRINKS 423
DEC 91
22 15\09\91 THE FOLLOWING ARE THE COST 153
OF UNSUPPORTED TRIPS
223 15\09\91 156
TOTAL 309
EQUIVALENT IN USS 150 109

L



APPENDIX A

FINANCIAL RELATED AUDIT
OF LOCAL EXPENDITURES OF
HEALTH INSURANCE ORGANIZATION

(H10)

AUDIT FINDINGS DETAILS

NOTE 6 —_RETRAINING COSTS

JV ITEM QUESTIONED COSTS
= DATE DESCRIPTION INELIGIBLE UNSUPPORTED
LE -E
280  31\10\91 UNSUPPORTED COST FOR PERDIEM 120
: ZQUIV.S 42

THIS AMOUNT REPRESENTS THE

TOTAL OF SEVERAL ENTRIES OF

UNSUPPORTED TRAVEL COSTS 2.552
SGQUIV.S 503

16 J1\12\91 COST OF MEALS & SOFT DRINKS 85
2 14\10\90 THE FOLLOWING ARE THE COST 30
3 11\02191 OF UNSUPPORTED PERDIEMS 50
6 25\11\91 190
5 16\12\91 50
2% 311291 60
' 380
£QUIV.S 135
3ILLING IN EXCESS 13.294
TOTAL 95 16.346
EQUIVALENT IN USS 4 5.786



FINANCIAL RELATED AUDIT

OF LOCAL EXPENDITURES OF

HEALTH INSURANCE ORGANIZATION

APPENDIX A

(H10)
AUDIT FINDINGS DETAILS
NOTE 7 _ - VARIABLE SALARIES
JV ITEM QUESTIONED COSTS
# DATE DESCRIPTION INELIGIBLE UNSUPPORTED
LE LE
11 NOV.20 THE COST OF INCENTIVES PAID 300
“OR UNAUTHORIZZD PERSONS sQur__ ics
21 AUG.90 THE FOLLOWING REPRESENT COSTS 160
10 OCT.90 OF INCENTIVES PAID WITHOUT REPORTS 232
OF CONTRECEPTIVES INSTALLATION
22 NOV.%0 'THE FOLLOWING REPRESENTS COSTS 90
23 NOV.S0 ‘RECORDED IN THE ACCOUNTING BOOKS 303
15 DEC.90 'THE SUPPORTING ENTRIES WERE MISSING 303
16  DEC.90 90
1,178
EQUIV.S___ 417
50 170n91 THE REPORT OF THE CLINIC CONFIRMING 414
THE NUMBER OF CONTRACEPTIVES ACHEIVED EQUIV.S 147
THROUGH THE MONTH IS MISSING.
BILLING IN EXCESS 4,037
TOTAL 300 5529

EQUIVALENT IN USS

106

1.992



APPENDIX A

FINANCIAL RELATED AUDIT
OF LOCAL EXPENDITURES OF
HEALTH INSURANCE ORGANIZATION
(H10)

AUDIT FINDINGS TAILS

NOTE 8 — MEDICAL SUPPLIES

JV ITEM QUESTIONED COSTS

= DATE DESCRIPTION INELIGIBLE UNSUPPORTED
LE LE

(2]
wm

NOv.eC UNSUPPORTED CCST OF MEDICAL SUPPLIES 109

BILLING IN EXCESS 2.053
TOTAL 3.062

EQUIVALENT IN USS



APPENDIX B

MANAGEMENT RESPONSE TO
REPORTABLE CONDITIONS AND FINDINGS

(Unedited)
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Mr. Abdul Aziz Mahmoud
FARID S. MANSOUR & CO.
Tiba 2000 Czntre

Rabaa El Adaweya

Nasr City - Cuairo 11371

Dear Sir:

"We have rezetved your fetter on 28 July 1993 10 wiich vou discuss the mportance of conrroiiing rixed
salaries’ disbursement and related procedures to be adopted and we have taken into consideration the
issues raised in vur meeting on August 15, 1993 during which we exchanged opinions and tried to clarify
the reasons 1or discrepencies tound and the ways to support the dishursing vouchers with proper

ducutnentation s per your request to compiy with USAID regulations,

This meeting was ntended by the ollowing representiatives

Erom Farid S. Mansour & Co;

Abdul Aziz Mahmouy
Yasser El Farnawany
Nader Fawzy

Khaled Mahmoud

Crom_HIO< Head Ottice:

Alv Dawood

FFahini Hheainim

Adel Mustata Mahimoud
Niader Lowis

Dr. B Saved Hanaty
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From the Assjut Resion:
Gamil Abdel Rahman
Erem the Canal Resion:

Ashrat Abdel Fattah

The anove imeeting was a compicetion of the previous one ield on August [P35 gcthe Famiiy Planning
prenuses in Nuse City wnich wi, attended by all above mentioned representauves in addition to the
following:

Frn the Alexaniirin Revinn:

Ahmed El Kashef

Abdalla Emara

From the Cairo Region:

Sanaa Girgwis
From the Giza Branch:

Rihia Abbas

S would Hke to o evpress our tianks e our rresence and seurointerpretation of HIQ's drait

response and comments on the Audit Findings and Remarks detailed in vour report,
We are iving you hereunder a summary ot our response as tollows:

l. 'roviding the missing supporting documents and compieting appropriate documentation
lor dishursing vouchers
Phe CPA firm's remarks were introduced to HIO's olicials whao tacilitate the process of
2uthering the reguired documents and supporting the ey ornussing documents in a way

that seems Giceeptable to the Audit Firm

I, Procedures Tor maintaining attendance records (o support fixed and variable salary
dishursaments
Punmg one meetng, vou dentitiad the imponanee ol comtredling the saliy dishbuyrsements
And vou explumed the appropriate procedures thae should be tollowed in vour letter dated
qrhy 28, joat MOCORIEI W e o v nerenider e syatem wineh was adopted

Lcontrol the attendanee, summanized as jollowse

BEST AVAILABLE COFY
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1. According to the contract with USAID. HIO comply with what is stated in the

original project paper, Provision D, Page 10. Provision A. Page 18 describes the
arganizational structure and the method of activity management. Provision C, Page

20 stipulates that periormance reports should bhe the basis for dishursing

compensation,
2. Accordingly, the following system was applied:
o Tire majority of project empiovees are originaily HIU) emplovees and are

working on the project as part-timers. Therefore. HIO attendance records
were the basis tor dishursing salaries, based on the working hours for
original and additional work, assessed to be from 8 am 1o 4 pm and their
duties are assigned based on the annual plan of the project and salaries are
dishursed based on montnly pertormance level and this complies with the
main obiective tor the project and the need o inteerate HIO services by
meinding  funuiv planmne o insure service continuiy alter project
complenion. The quarterty report details the fevel of pertormance for all
empiovees on the project,

b. Monthly salaries dishursed to clinie doctors are based on pertormance level,

¢ Al emplovees having e title ot General Manager are exempled by
Egyptian Law trom sigming the attendince records s they e required to
comduct their supervision activity even though work may continte or
senmunars held bevand spectiied working hours,

. The statt of the clinie provides services during a specitied period daily as
attested on the attendance sheet sent o the financial officer at the end of the
menth. Al eline salaries are dishursed on the basis of the said attendance
shevts

¢ ME contracted emplovees on o regional Teved (the execntive diector and
Mexandria Branen acconnian) sren an atiendanee sheet

1. M contracted emplovees at 1O devel and all full and part-tmers sten an

Mtendianee sheet.

Pusthermore, a consuttme CEA tiim oShawke & Cos) revised the sabiries system

BEST AVAILABLE COPY
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applied and presented no comments or nbjections.

We recognize that the attendance svstzm applied even by USAID dues not comply

.“

with the svstem recommended by the CPA firm.

s The technical assistant of the project nas not recommended any changes to be made
to the system applied.
. The project level of pertormance was evaluated hy USAID and a report issued by

Mr. Ernst Patrick on the tinal evaluation stating that the work done on the project
was appriciated and that the actual level of pertormance 1eached 76% of 1992
budget (P. 43 of last performance report) and this complies with dishursement rites

for incentives,

System appiied for travelling and lodging

You have kinuiv imterpreted the ruies and reguiations toflowed by USAID which were used
4500 base tor auditing by HIO.  Accountam Aly Daoud has presented the rules and
regulations tellowed by the project tor disbursements and afier the discussion we decided,
aecording to vour request., to set a meeting ter Fhuesday August 19, 1993 during which all

aveuments wound be presented to HIO'S tinanesat team and the auditing team in our ortice,

Curresponse oo the reninks rebted o rerohiem, deme and meals presented during

SOPUIArS g traning coueses can be summarnized as Lolowe:

MO i requined o wollow the tinaneid i conmnist e ttdes and those applving o per

e and lodgme set torth as willows:

The vovemal agreement aod Amenament 1. 1 bl |93 stipuiates that HIO <hould
tollow o speeral poirey aeveloped 1o 1) ansportii disbursenrents within the budget
for e une atem. The USND Py Plammme oftice has assuret) this when
APPerte Noo T o ssued in reliton ta antiogration needed T toimsporation
ERTTTUN
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applied per diem in cases where full accommaodation was provided.,

RN Meals and beverages presented during courses and seminars were programmed as
being part ot the executive plan authorized by USAID,

4. HIO's financial regulations regarding travel expenses, per diem ete. allow the use
al the publishicd Railwass Price List iinstead i requiting e presention o rain
tickets for the following reasons: :

- The majority of HIO supervisory statt use their own cars during tield visits,
- Train tickets do not bear the traveller's name amd theretore cannot be
considered as supporting documentation under the HIO svstem,

N Fhe consuting CPA tirm (Suhwii & Coy revised the applicd system and had no
SONURCNIS o nivections,

h, HIO was not advised by USAID that any specitied procedures tor travel and related

per diem disbursements were to be appiicd.

lncludivge acerual estineites in the repores

Your ontice nas noted a difference between the total expenditure report to the end o March
FIN2 G the total actual entiies, Accordmg o the cash base an amount of $32.721
representme acerued expenses was pand stbpsequentls o settle printnge costs of matersl and
forms required. We had receved the ordered mareral but conthd not sertle in eash as we
Aere short er hawd monev, W dico d te Sl numeimee cods for edienl
sgupIent. s werl as pertormance incentives amd other aeerued ewpenses pavment of which

Lid been posipone.

Cnthe caher mand some cheques were saaed bor the rranches but mese e not consndered
cavaide Betore semg recogmzed a5 acn s premditures bvothe brngnes
SHICe everal raviments did ol repnre nmed e eavient, they were acciued i paod

FIOINE SUDSCQtent po s MCCORBNEI e al sPation upon proeel completion, at the

CLST AVAILAELE CUPY
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2nd of Decemper 1992, balanced and a1l actual payments reconciled with the final
:tishursement record for the month of December 1992 as identified in the bank statement and
< batance which approximates LE. 200.000 hy the end of the proiect (no other cheques
ereassued atter i end of December 1992, Theretore it is clear nat these wmounts have
been included among payvments made for subsequent periods. between April 1992 and

December 1002,

Furthermore, the liquidity problem can be summanized in the tact that the advance of LE.
150.000 assigned 10 the project by USAID wus insutticient to meet all uhligations assumed
unl - reimbursement procedures would be set up. The delay was usually caused by
<omplicated banking procedures (clearing between ditferent banks).  Furthermore, it is
nviousiy clear tat the tinaneial reviewing process cartied out by USATD tikes an oxtended

Sraton of time.,

Attached is a drat schedule detading HIO's response 10 the mndic report, Please o+ not hesitate 1o

contact us should vou need any turther claritications,

Vv by vomns,

.

. P {
(. Tl TLE

o ALY M. DAWOOD

Moeust 25, (003 General Aceounting Mamiger
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APPENDIX C

AUDITORS' COMMENTS
ON MANAGEMENT RESPONSE

TO AUDIT FINDINGS



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

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.

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.

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.

S 239 HIO failed to provide any documentation to support

this cost.

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.

Contingency - Note 4
S 15 Soft drinks are not defined under the budget and
entertainment expenses are unallowable costs under USAID

regulations.



Appendix C

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.

Retraining Costs - Note 6

S 34 Meals and soft drinks are not defined under the
budget.
S 903, S 42 & S 135 HIO failed to provide any

documentation to support these costs.

Salaries

S 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
broject. HIO general attendance records do not indicate the
actual time spent on the project neither do they justify the
cost of salary payment. lloreover we have our doubts
regarding the accuracy of these records.

o USAID requlations 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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Transportation

$ 9,850 HIO failed to provide any documentation to support
this cost.

5 345 As per HIO policy, transportation expenses from/to
employee's residence and his work location are unallowable.

Variable Salaries - Note 7
$ 417 & $ 147 HIO failed to provide any documentation to

support this cost.
S 106 Incentives should be paid only to authorized

personnel of the project.

Medical Supplies - Note 8
$ 39 HIO failed to provide any documentation to support

this cost.
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AUDITORS' COMMENTS
ON MANAGEMENT RESPONSE
TO MATERIAL WEAKNESSES

AND REPORTABLE CONDITIONS
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Appendix D

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 WEARNESSES 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.

.'Ai
LJQ
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ON MANAGEMENT RESPONSE

TO NONCOMPLIANCE INSTANCES
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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 ccmment 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.

4
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

o

g

CAIRO, ECYPT

0CT 191993

MEMORANDUM DEBE ik

e

TO: Philippe L. Darcy, RIG/A/C 20 0CT 1993 ‘

FROM: Amanda Levenson, OD/FM/FA&”OdUﬁ»ﬂ o

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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