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UNITED STATES OF AMERICA
 

r]rynr~li rAGENCY FOR INTERNATIONAL DEVELOPMENT
S1 op OFFICE OF T E REGIONAL INSPECTOR GENERAL/AUDIT 

CAIRO, EGYPT 
August 24, 1995 

MENIORANDUM FOR D/USAID/Egypt, John R. Westley 

FROMI 	 A/RIG/A/C, John J. Ottke 

SUBJECT 	 Audit of the Trade Development Centey'Egypt, Co4 perative Agreement 
No. 263-0226-A-00-2027-00 and the I44lated Program Income Account 

The attached report transmitted on June 25, 1995, by Hazem Hassan & Co. presents the results of 
a financial audit the Trade Development Center- Egypt (TDC), Cooperative Agreement No. 263
0226-A-00-2027-00 and the Related Program Income Account. The purpose of the project, which 
is carried out by TDC under the subject cooperative agreement, is to-increase Egypt's sustainable 
economic growth through expanded foreign exchange earnings and to increase non-traditional exports 
produced by Egypt's private sector. The program generated income is a separate account maintained 
for fees earned by TDC as a result of USAID/Egypt financed activities. 

We engaged Hazem Hassan & Co. to perform a financial audit of TDC's incurred expenditures of 
$2,089,594 (equivalent to LE7,000,144) as of May 31, 1994. The purpose of the audit was to 
evaluate the propriety of costs incurred during this period. Hazem Hassan & Co. also evaluated 
TDC's internal controls and compliance with applicable laws, regulations, and cooperative agreement 
terms as necessary in forming an opinion regarding the Fund AccouAtability Statement. 

Hazem Hassan & Co. questioned $344,007 ($286,496 funded by the cooperative agreement and 
$57,5 11 funded by the related program income account) in costs billed to USAID by TDC. The 
questioned costs related primarily to salaries & benefits, other direct costs, capital costs, technical 
assistance, promotion materials, and trade shows. Hazem Hassan & Co. noted ten material 
weaknesses in TDC's internal controls and two instances of material non-compliance. 

In response to the draft report, TDC gave more explanation to the questioned costs and has initiated 
action to resolve the internal control and compliance issues. Hazem Hassan & Co. reviewed TDC's 
response to the findings. Where applicable, they made adjustments to the report or provided further 
clarification of their position. 

We also reduced questioned costs from $344,007 to $327,592 based upon our review of the 
additional information provided by the Mission in it's response to the audi, report (attached as 
Appendix III). 

U.S. Mailing Address Tel. Country Code (202) #106 Kasr El Aini St., 
USAll-RIG/A/C Unit 64902 357-3909 Cairo Center Building, 

APO AE 098394902 Fax # (202) 355-4318 Garden City, Cairo, Egypt 



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 the questioned costs of $327,592 consisting of ineligible 
costs of $250,841 and unsupported costs of $76,751 detailed on 
pages 14 through 24 of the audit report. 

This recommendation is considered unresolved and can be resolved when RIG/A/C receives 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 USAID/Egypt are paid by TDC. 

Recommendation No. 2: We recommend that USAID/Egypt 
require TDC to address the material internal control weaknesses 
detailed on pages 27 through 37 of the audit report. 

This recommendation is considered resolved and can be closed when RIG/A/C has assessed TDC's 
response and USAID/E-gypt's follow-up for adequacy. With regard to the reportable conditions, they 
should be handled directly between the Mission and the grantee. 

Recommendation No. 3: We recommend that USAID/Egypt 
require TDC to ad'dress the material noncompliance issues 
detailed on pages 41 and 42 of the audit report. 

This recommendation is considered resolved and can be closed when RIG/A/C has assessed TDC's 
responses and USAID/Egypt's follow-up for adequacy. 

Please advise this office within 30 days of any action planned or taken to close the recommendations. 
We appreciate the courtesies extended to the staff of Price Waterhouse Accountants and to our 
office. 
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KW Hazem Hassan
 
Public Accountants & Consultants 

72 Mohi Eldin Abul Ezz Street Telephone: (202) 3499588 - 3499677 
Mohandieen, Cairo Telefax (202) 3497224 - 3487819 
Egypt Telex 20457 (hhco - un) 

Mr. Philippe L. Darcy
 
Regional Inspector General for Audit,
 
United States Agency for International Development

Mision c_,cEgypt, 

Cairo, Egypt. 

June 25, 1995
 

Dear Mr. Darcy,
 

This report presents the result of our financial audit of the 
Trade Development Center - Egypt (TDC) , the implementation arm 
of US-Egypt Joint Business Council (JBC) , under Cooperative 
Agreement No. 63-0226-':,-00-2027-00, and the related Program
Income Account for tihe period from March 16, 1992 through May 
I, 1'994. 

Background
 

.n March 16, 1992 the Cooperative Agreement No.263-0226-A-00
2027-00 was made between USAID/Egypt and US - Egypt Joint 
Business Council (JBC) . The purpose of the project is to 
increase Egypt's sustainable economic growth -hrough expanded 
foreign e:change earnings and to increase non-traditional 
e':s ' rcs produced by Egypt's private sector.
 

The project is carried out by TDC, which is the action arm of 
the Joint Business C :unci I (JBC) and has the primary 
responsibiitv for implrnenting the project. 

TDC receives funding from USAID/Egypt and the program generated
 
income.
 

v Member Firm ofI 
Ktynveld Peat Marwick Goerdletr 



KPMrG Hazem Hassan 

h ro.rr. 	 is.. .. Generateds income (PGI) a separate account 
maint-:re-:t< . .. ..r fees earned by TDC asa esulit of 
USAIDE - ":inanced ac!ivities. The income Is mainly generated 
rrom TPC s clients .:;immssions and from interet earned. On 
March 16, 194, Amendment No. 4 to the Cooperaf:ive Agreement was 
issued; trendmert special ions ou-iin, the 

re.r r r sClent ... TDC used a 
_ncludes 

nce o"la 1-i i.sues USAID, Ecpt ECregarding PGIs 

audit , i_. i .a: -equirements. T-. i uidance.. did not 
include c crieria71-1i that govern nfrom the PG. 

Audit Objectives and Scope 

ThIn e.:; .. ngagement to 	 ai was conduct financial
ud.7, .manaed -1Ilresoureab, TDC, the 
in,- , ,BC, under Cooperative Agreemen: N1 .263-

Sa: 	 e reiated prora income acount for 
the i " 	 Im r 16, 192 n hrc'h Nov 31, 1 94. 

Accordin,:I 7 , th- dJ1,td-encompassed an e::aminat ion of TDC 
e:.:pene&he <nu i .. ,I Cooperati.,e Alir eemen: terms and a 
revi %7 - : 1 

-
 -
The spec i- ;b v ere to: 

1. o-'"t ,R :o { : -n whether the fund accountability 

i, USID-financed ive of 
TDC u,,J.....- pogarn income presents fairly, in all 
materi respec.-,, project revenues received and costs 
incurred 4nd -imbursed for the period tinder audit, in 
conformity t j--nerallv accepted accoutnring principles 
or oh hr comprehensie bases of accounring, including the 
cash reseip: ,n d isbursements Iasandmodi f ica tions of 

st aee'- 'ri-e 	 Coope-a Agreement 

t h e cash!; 7 i.i 

2. 	 Determine w direct costs billed ro USAID/Egypt 
by TDC undei Cooperative Agreement are, in fact, 
allowable, i b__ -nd reasonable in accordance with the 
terms .r t .i io)era t ire Agreement and relevant 

regulations ; 

3. 	 Evaluate and obtain a sufficient understanding of the 
internal control structure of the organization; assess 
control risk; -Ind identify reportable conditions, 
including material internal control weaknesses; 

4. 	 Perform tesro - determine whether TDC complied, in all 
material esnectz, ".ith the Cooperative Agreement terms 
and applicable lac ind regulations. 

5. 	 Follow-up on thje I/;'I/CFO report; and 

2
 



KPMr Hazem Hassan 

Ensure thiat e-.per jtures trom the i-o-rarn ncome account 
were used to further eligible TDC act es. 

Preliminary planning and review procedures started on October
 

16, 1994 and consisted of:
 

* discu~sins with RIG/A/C; 

S review: of the Cooperative Agreement; 

interviews and discussions with the TDC key personnel 
concerning the Cooperative Aqreernent status, 
accomplishments during the period, the statutory reporting 
requirements, the agreement budget, and actual 
expendtures proceoures .nd tSAID;reimbursement tr.m 

2re-".. -) the rDC organizational sroture, procurement 
and personnel manuals, financial and accountling policies, 
and procedures manual. 

After a review of the IG, I/CFO report and discussions with 
RIG 'I'Cairo, we evaluated the internal control structure of 
TDC Also, we obt-tined an understanding of TDC's policy and 
procedures in order to decide whether these policies and 
procedures were placed in operation. 

The results )r ou, review, discussions and evaluat ions of the 
internal control structure lead us to maximize our sample size 
in order to obtain sufficient and competent evidential matter 
to support ;ur opinion. 

The field o-rk : ')nleted on December 22, 1994. The scope 
our .'ork w. i costs incurred h,, TDC and reimbursed

7pt r-ooperativeby SAID oneder Agreement no. 263-0226-A-0O

2027-00. "ithIn each budget line item, we selected amounts for 
testing on a judgmental basis to test a majority of the 
related amounts. 7tested expenditures of ;982,35 (equiv. to 
LE,2.0 ,23 ,and LE) (9 , 4 (equiv. to !'919,207) out of 
total expenditures amounting to .1,025,583 (equiv. to 
LE3,435,703) and LE3,33!,606 (equiv. to .,1994,509). 

Our tests of expenditures included, but were not limited to, 
the followirq: 

1. Reconciling TDC'Q accounting records to invoices issued to 
SAIDEgvp. and teFting of costs for allowability, 

allocability, reasonableness, and appropriate support; 

2. Determining that payroll costs were appropriate and 
conformed with the t-rms of the Cooperative Agreement and 
relevant regulations; 

3
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2. 	 Dei-,1ninc that r diem and trns-r:::on charctes were 
adequately suogorted and apprved; and 

4. 	 Escablishing -he adequacy of TDC s control over
 
USA:D,Egypt funded project equipment.
 

The score or our -rogram generated in -rome audit was all 
revenue lud e::pendi ures from the separate bank account 
established for procirarn generated income fods. .e t sted one 
hundred percent of the transactions iror this separate 
account. ur audit tests were designed to determine whether 
expendi.... from the program generated income atccount were in 
furtherance-' of eligible TDC activities.
 

Excet isIus rhe 	 r:.-l . uctedT) 	 n followinci .'i .e 
our ,~ l o-c ,.'nc i 	 . .. .. d Yl~v .... ith ec- '" .-,.. ! 

C
St.c 	 .... - T " o , 

...... eneral o- - hese 
standaire ' plan and per - -di c in 
reasondsI _issurance arout whether the rund ac"o.ntabi itv 
staemnt:: ,cc tree .,f ma: arial misstatement. 

We did 	 an_Mav c:.:ternal quality control review by an 
unaffi_1 ai ,:!rganization, as requ:ed bDy paragraph 46 
Of ap..u :2. ... n.. li988 Revision) 
becac. . : ai control review r i or tereci by 

n
profess 	..... Egypt ,,e t he .s- in L that 
effect v. opai-lre from the finarci-ilit requirements 

,
of ,,- (I9r (In, tand-rd ,i ionI' is not 
materal .. aie participated an F'mc_( worldwider iua E 

1!.. program. Timi nPM w-ordwour 
o ific± 2' s,t ,e ery tw(i e r:., -n e:.:tensive 

Iual i1 'tt.; reiew b%, part ners an ; anagers r-m o ther 
.PMG of e. 

As part of )ur examination, we made a studv and evaluation of 
rele\ n ernal ontrols and reviewed TD's compliance with 
applicable ia,..; d lat ions.v cInt 

Follow-up on the IC-/I/CFO Report 

One 	of the objectives. of this engagement was to follow-up the
 
Ii/I/CFO 	 report. To achieve this objective, several meetings

of ficers neldwith IG here and we thoroughly reviewed the 
report. .ssues resolved to our siactionr have not 

been included in this report. Unresolved i;ssues are included 
in the details of questioned costs section, the Report on 
internal control structure section and the noncompliance with 
applicable laws and regulations section of this report. 

4 
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The Progress Report
 

On comoletion of the field work and in light of the material 
findings that we identified during the audit, we issued a 
progress report to RIG/A which was subsequently sent to the 
mrission and to TDC's management. Several meetings and 
discussions were held with the mission and TDC;s management. 
Certain issues have been resolved to our satisfaction and the 
remaining issues are reported as describei in the results of 
audit section. 

Results ot Audit
 

Cooperative Aqreement Fund Accountability Statement
 

r -udi identified total questionedi cost-s of $122,231
:equiv. 0 LE409,474} and LE550,296 \e.:uiv. to, $64,265) 
winch are divided iot- ineligible costs ,t22, 15 (quiv. to 
LE228,9t: and LE542,31;4 equiv. to 161nd unsupported 
costs of 2;53,883 keauiv. to LEle0,508) ,ind LE7,982 equiv. to
$)2 , 383 ) . 

Program Generated Income Fund Accountability Statement
 

Our audit identified total questioned costs of $57,511 which 
are divided intc) ineligible costs of $37,026 and unsupported 
costs of $20,485. 

Internal Control
 

Our audit identified the following material weaknesses: 

Deficiencies pertaining to TDC's ability to record,
 
process, summarize and report income generated from
 
USAID/Egypt financed activities. Due to these deficiencies
 
in the accounting system, we were not able to ensure that
 
all tran.-ac:ions relating to the program aenerated income 
are complete arnJ acI<counted for. This Considei ed a scope
limitation and led to a disclaimer of opinion on the 
program generated income fund accountability statement. 

• Deficiencies in TDC's internal control environment.
 

Inadequacy of control procedures over cash, payroll and 
personnel, procurement and safeguarding of fixed assets, 
filing system ard international telephone calls. 

Lack of segregation of duties between the custody of cash 
and the bookkeeping function.
 

5 
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Inadequate accounting system for the Cooperative Agreement
 
accounts.
 

Reportable Condition.
 

ConLroi procedures over the use of vehicles were 
inadequate as were control procedures over the payment 
process. 

Noncompliance with Laws and Requlations
 

The results -,f our rests of compliance disclosed two material 
instances if 1) TDC no status innoncompiiance, has lecal Egypt 
and 2. .."nstanae , noncompliance .. it> the cooperative 
agreement . , 'e :':of which have been reflected in the 

:D12' K' K ntI-2.1, ry statements. 

Subsequent Events
 

Subsequen- r-o the audit period, TDC has taken certain 
corrective zict.ions regarding the internal control structure. 

In additi,:>n '-a the engagement objectives, we have been asked 
to conduct certain agreed-upon procedures to ensure that TDC 
has t-ake.. '-he corrective actions recommended. All the 

e.b.., - .vents and the corrective actions taken are 
detailed '1he report on events subsequent to the audit 
peric ian of this report. However, ,,ie noted that a draft 
polic?" ind procedures manual, which addresses most of the 
arorenen )nle v,eaknes-, has been developed. 

Supplementary Information
 

The supplementary fund accountability statements presented in 
the func_-ional currency and schedules of questioned costs 
includin j ,-iates, number of vouchers and amounts were 
communicated to TDC'.s management and are available upon 
request.
 

Mana: ement Comment
 

We have reviewed TDC's response to the questioned costs 
incurred, which is included as Appendix I. Where applicable, 
we have made adjustments in our report or provided further 
clarification of our position in Appendix-t II. For those items
 
not adjusted in the final report, the responses provided by

TDC's management have not changed our understanding of the
 
fund accountability statement, reportable conditions and
 
material weaknesses in the report on internal control
 

6
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structure or our findings in the repor: :n compliance with
 
Laws and regulations.
 

This report is solely intended for the use of the United 
States Agency for International Development and may not be 
suitable ror any ut-her purpose. 

Hazem Hassan & Co.
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A1W Hazem Hassan
 
Public Accountants & Consultants 

72 Mohi Eldin Abul Ezz Street 
Mohandseen. Cairo 

Telephone: (202) 3499588 - 3499677 
Telefax (202) 3497224 - 3487819 

Egypt Telex 20457 (hhco - un) 

Report on Fund Accountability Statements
 
Independent Auditor's Report
 

%J L . D a r c"' 

Recinai - D o -- r 1 for Audit, 
"nt ;-Saes :,jency ::r !nternational Development,
Mission to Egypt, 
>.airo, E.x'yp.
 

ae e udited the accompanying fund accountability 
statement's or the Trade Development Center - Egypt (TDC) , the 

!o1ren~_tion {arm .: jS-Bgypt Joint Business Council (JBC) 
re iti:at 1) -iures under rhe Cooperativee:.:oen incurred 
..ijreene. o.63-K'?' A;-202-- and 'he related program 
income msnot ror -he period from March 16, _992 Through May 
:1 19<. These tatemnents are rhe i TDC'sr-esonsibiiitv 

,'U,< r r -- I I- - F .. an opinion on 
.-; :s ements hased ,rpon our audit. 

K::t ,s *_>:-c aIineo L0 e following ',,o par -g1apns, we 

1n
:onouc:ed o- KuIit ccordance wit generallv accepted 
:Mtndards m7 . rnu2itir.O - _71noormf- 1988 

.e.--sVIn , ssued hy .he Comptroiler Seneral of the United 
States .- n-aro require that ,-.e plan and perform the 
KIdlt II Obln reaso}nacle assurance aboot whether the fund 
accountabilit y statements are free of material misstatement. 
An audt Includes e:.:amining, on a test basis, evidence 
supportin The amounts and disclosures in the fund 
accountabil tv statements. An audit also includes assessing 
the accoun:ing principles used and the significant estimates 
made hy manaQement, as \:ell as evaluating the presentation of 
the oveall fund _iccountability statements. we believe that 
our -d .... a -asonabie basis for ur )pinion.
 

:..a,- : e.ternal quality control review by an
 

unar_:fiaed audit organization, as required by paragraph 46 
of Chapter : of C;m,.,=rnrnnr.-.diFinq S-irndards U988 Revision) 
because no such qualit;' control review program is offered by 
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.. crgalz.a ons in Egypt. .%e beieve :ha: the 
effect -hns aepar-ure :rom the financial audit requ:rements 
or n Ina nd d. , -. o .s notT-u evs_ , 

mat eri -i .ecauseparticipate in the KPMG ,oriwide internalwe 
quality -rnrrol program. This program requires our -tfice to 
be euvec,eery -. an ouaiiy: control:o years, to extensive 

TCc., " oroner S,.... ': account:-a=npaln aiccOuntiPlC Sor -e_ 
. orrevenues _-J xpenuicures The prooram ,,eneratecd _ncme, and 

we e'ere _1nablee satisfy ourselves that all valid 
transactss .:ere recorded. Because of this limitation, The 
s.cc.e . rk not o encible express,:.. : sufficient i.s t_ 

- .n oznion - r,'varm _--nerated 
. .ra7eent: p -- d Mrarch 

l,_, )) . .. .... ,wveJ'>se.J' ':-,e.p. ::,:;:. :,,-... , .V,.. , ,aziable 

m : e eenti : I , es:oned 

e- _u-'ete s;a'is - r lly 
desrzd-hrf "ca! L auestioned ot ction of this 
report. 

The fund accountrbi_'_: statements rererrec t above, do not 

include The cost of USAID/Egypt' s direct procurement of 
vehicles, equipmen:., and technical assistance provided by 
USAID" .E..irec-1'., to TDC nor do they include -he total 
revenues and costs incurred by TDC, i f any, on an 
organi-a - id 1 _-sL> 

As descried n ote 1, the acccmpanvina fund accunability 
statements ',ave been rrepared on the cash basis, .,.'hich is a 

tnan 
_ _ --,- . I oe,,:i .. era.ive 

_ __n _tL.ta, < ne d costs 

.of I2841- . T'e - ror quest ion_.inese costs s more 
fuylv oescr;jbeu in t e "Detais ot ,uestoe Casts' section 
of this renort. 

comprenen ' e a-s i. : account inq (wher The -enerally 

in our e:h:cen -for tne efrects .}r : ietioned costs(n-:U, , 
as discussed 1n 1he preceding paragraph, The Cooperative 
Agreement fund accountability statement, referred to above, 
presents!- fairly, in oil material respects, the funds received 
and costs Incurred inder the Cooperative Agreement No.263
0226-A-00-2027-00 and managed by TDC for the period from March 
16, 1992 :hrough May I1, 1994 in conformity w.ith the basis of 

accounting described in Note I. 

tCo.-ab n Noan 


~o Enr';ot 

De ember 2-, 1994
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USAID/Egypt Fund Received
 

Expenditure 


Salaries & Benefits 


Other Direct Costs 


Capital Costs 


Technical Assistance 


Seminars 


Promotion Materials 


Trade Shows 


*.I.S 


Total Expenditures 


USAID/Egypt Fund as of
 

May 31, 1994 


TRADE DEVELOPMENT CENTER
 

Fund Accountability Statement
 

Cooperative Agreement No.263-0226-A-00-2027-00
 

For the Period from March 16, 1992 Through May 31, 1994
 

2,057,387
 

Questioned Costs
 

Budget Actual Ineligible 


540, 579 294,979 	 18,487 


93,789
1,494,157 727,479 


144, 652 127,801 44,716 


409, 879 199,027 10,223 


339,950 1,109
 

77,949 42,767 2,054 


60,961
1,057,153 626,930 


199,200  -


2,020,092 230,230 


37,295
 

integral part of the fund accountability statement.
 

Unsupported Finding No._& Pa.
 

l(a) through (e) pg.r14--1'
 
1 5 1


2(a) through (f) pg. 

117 3(a) through (4) pg.1 7 -1E
 

4(a) through (h) pq.18-IS
 

2C
2,266 5(a) through (c) pg.19 


53,883 6(a) through (h) pg.20- 2 2
 

-


56,266
 

* The accompanying notes are an 
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TRADE DEVELOPMENT CEITER
 

Program Income Account Fund Accountability Statement
 

For the Period from March 16 1992 Through May 31, 1994
 

Program Revenue 


Cash transferred from USIPO Account 


Commissions 


Debt Swap Deal 


Interest Income 


Expenditures
 

Dinner & Entertainment 


Tips 


Gratuities 


Purchasing of Alcohol 


Gifts 


Upgrading Air Tickets & Per Diem Rates 


Bonus for Employees 


Flowers 


Question Costs Paid on behalf of USIPO 


Life Insurance Premiums 


Annual Fees tor Personal Credit Cards 


Expenses Incurred During the Dubai Exhibition 


Publication & Video Recording Expenses 


Leasehold Improvement 


Purchasing of Video & Television 


Trade Shows & Seminars 


Local & International Telephone calls 


Bank Charges 


Total Expenditures 


Program Income Fund Balance as of May 31, 
1994 


Actual 

Questioned Costs 

Ineligible Unsupported Finding No. & Pq. 

21,727 
69,485 

10,750 

468 

102,430 

9,735 

6,478 

597 

1,561 

90 

13,559 

1,100 

430 

3,599 

1,608 

1,125 

12,985 

3,882 

6,325 

1,075 

4,135 

814 

304 

9,612 

6,478 

597 

1,561 

90 

13,559 

1,100 

430 

3,599 

173 

11,492 

1,420 

6,325 

1,075 

(a) through (c) 

pgs. 23 L 24 

69,502 37,026 20,485 

32,928 

* The accompanying notes are integral part of the fund accountability statements.
 



Trade Development Center - Eypt (TDC)
 

Fund Accountability Statements
 

Coorerative Agreement No.263-0226-A-00-2027-00
 

and Related Proaram Income Account
 

Notes to the Fund Accountability Statements
 

t.te 1: Accounting Basis
 

The fund accountability statements nave been prepared 
on the basis of cash receipts and disbursements. 
Consequently, revenues and expenditures are 
recoanized .hen received or palz. rather than when 
earned or incurred. 

Note 2: Basis of Presentation 

The fund accountability statements are the 
representation of TDC's management and are the 
responsibility of the said management. The 
"Questioned Costs" columns represent the audit 
results and are included in the fund accountability 
statements for presentation purposes only. 

Note 3: Translation Rate 

Expenditures paid in Egyptian Pounds (LEI have been 
translated into US Dollars ($) . The period average 
exchanae :-te method was used. This rate is $i = 

Note 4: The Cooperative Agreement 

The Cooperative Agreement was origonated on March 16, 
1992. The Agreement and related budget were amended 
four times. The last amendment, ::o.4, is effective 
from March 16, 1994. The expiration date of Phase I 
of the Agreement is March 15, 1995 and funds 
obligated are $2,193,406 and LE6,934,882 through 
Phase I. 

Note 5: The Program Generated Income 

Program revenue represents gross income earned by TDC 
from client commissions, interest earnings and a 
debt-swap transaction transferred from USIPO. 
Expenditures from the program generated income are 

used to further eligible program objectives. 

12 



Note .6: Ouestioned Costs
 

Questioned Costs are presented in two separate
 
categories - ineligible or unsupported - and consist 
of audit findings proposed on e basis of the terms
 
or T:e Ccoperati-,e Agreement ann related reguiations 
which r e s c r e the nature dor rea.nen: of 
reimbursable costs. Costs in -- e c-olumn labeled 
"Ineligible" are supported by vouchers or other 
documentation but are ineligible for reimbursement
 
because they are either unreasonable, not program
 
related, no- have the required prior approvals or are
 
prohibited by the agreement o'r ,pplicable laws and 
regulaCt-cs. costs in toe zoun labeled
 
nsucrre also included -n :ne - ass:-,cation 

of ":uest oned Josts" and aie :eiated to oosts that
 
are not :supported by adequate documentation. All
 
questioned costs are detailed in the "Details of
 
Questioned Costs" section of this report.
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Details of Questioned Costs 

Cooperative Agreement Fund Accountability Statement
 

r aud-i identifed The following items related to the 
.:cerati': Agreement No.263-0226-A-0-'072-00 ha are 

lic]c e or unsupported. 

Ouestioned Costs
 
Item Description Ineliqible Unsunnorted
 

1 .Salaries & Benefits
 

?, s wont reoresents bonuses to 
:..es L. excess of the
 

approved Cudget. Attachment No.1,
 
A{r, dmen: No.4 <o the Cooperative
 
Agreement approved a bonus of 8.3%
 
of the annual salany paid to each
 
employee. These two employees
 
worked with TDC for a period of
 
less Than one vear while TDC paid
 
them full year's bonus.
 
There rre The excessive bonus is
 
cons:e-,d o be unazlowable. 6,400
 

b) This amount represenr-ts consultants 
fees. At tachment No.1, Amendment 
No.411 the _oerotixe Agreement 
does not :ncdule :onsu::ants fees
 
dur:na the period in which this
 
amount '...'as charged to USAID/Egypt.
 
TDC management attributed this
 
findino to the fact that the fees
 
had been paid before the issuance
 
of Amendmenc No.. Although this
 
Amendment was issued subsequent to
 
the payment of the fees,
 
nevertheless, it restated the
 
project budget since the inception
 
of the Agreement. Accordingly,
 
this amount is considered to be
 
unallowable. 6,716
 

c) 	Annual bonuses were paid to TDC
 
employees in ex.:cess of the
 
USAID/Egypt's approved budget.
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Questioned Costs
 
Ttem Description Ineliqible UnsupDoi
 

Attachment No.1, Amendment No.4 of
 
the Cooperative Agreement approved
 
annual bonuses o-f .:596 for the
 
period from March 16, 1992 through
 
March 15, 1994. Bonuses paid
 
during that period amounted to
 

5, 9067. 
TDC 	management believed that there
 
was a typographical error in the
 
Attachment. Additionally, the
 
manacement issertea hat bonuses
 
had been ;a~d before <he issuance
 
or A:nencmenit :10.4.
 

Although ~his Amendment was issuea
 
subsequent to the payment of the
 
conuses, nevertheless, it restated
 
the prcect budget since the
 
inception of the Agreement.
 
Therefore, the amount of $5,371
 
paid in excess is considered to be 
unallowable. 	 5,371
 

,I) Based on documents and
 
ciarIficaton provided to us
 
subsequent to the issuance of the
 
draft report, this finding has
 
been removed.
 

e) 	Based on documents and
 
cIari fc aL n orovided to us
 
subsequent to the issuance of the
 
draft report, this finding has
 
been removed.
 

Total line item 	 18,487
 

2. 	 Other Direct Costs
 

a) 	This item represents sales taxes.
 
Article 46, Attachment B of the
 
OMB Circular No.A-122 stated that
 
"Taxes are not allowable if tax
 
exemption was available". On
 
October 19, 1992 TDC obtained a
 
letter from the Tax Authority
 
affording TDC exemption from sales
 

15
 



KPMGI Hazem Hassan 

Questioned Costs
 

Item Description Ine 1iqible UnsuDDorted
 

ta::. Although TDC obtained this
 
letter, sales .axeswere charged


3UAD,Egcr. Therefore, this
 
amount is considered tu be
 
unailo%;able. 4,046
 

b) This amount represents the cost of 
certain additions to the air 
condim-oner to increase its 
apaci-v Attachment No.-, 

Amendment Mo.4 of the Cooperative 
1ree n : ies not include capital 

s nd o-ners. 
TDC :anageinerit Delieved that 
because here is no limitation in
 
the Aareement regarding
 
reailocation amonq budget line
 
items, TDC can use the fund for
 
items not listed in the Agreement.
 
Disbursements should be according
 
to the approved budget. Therefore,
 
nils amount is considered to be
 

unallowable. 	 8,955 

ased on documents and
 
clarification provided to us
 
subsequent to the issuance of the
 
draf i-eport, mhis finding has
 
been re-mo'ved.
 

d This amount represents rental 
expenses of part C)f floor No. 24 

M Tawerin the )le for the period
 
from ,Januarv !, 192 through March
 
15, 1992. TDC was formed on March
 
16, 1992 and the approved budget
 
does not include pre-operation
 
expenses. Therefore, this amount 
is considered to be unallocable. 2,273
 

e) 	Based on documents and
 
clarification provided to us
 
subsequent to the issuance of the
 
draft -eport, this finding has
 
been removed.
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Questioned Costs 

Item Description Ineligible Unsuport 

f) This amount represents personal 
and business international 
telephone calls. 
TDC did not maintain logs or other 
records to distinguish between 
personal and business calls. 
Although business calls are 
allowable under the Cooperative 
Agreement, we considered all the 
amount unallowable because TDC 
management were unable to prove 
that: all calls were for business 
purposes. 78,515 

Total line item 93,789 -

3. Capital Cost 

a) This item represents sales taxes. 
Article 46, Attachment B of the 
OMB Circular No.A-122 stated that 
"Taxes are not allowable if tax 
exemption was available". On 
October 19, 1992, TDC obtained a 
letter from the Tax Authority 
affording TDC exemotion from sales 
tax. Therefre, this amount is 
considered to be unallowable. 61 

b) Based on documents and 
clarification provided to us 
subsequent to the issuance of the 
draft report, this finding has 
been removed. 

c TDC bought certain samples to be 
displayed in trade shows. The 
supplier's invoice was issued in 
the name of one of TDC's employees 
rather than the name of the 
organization. 
In order to consider this amount 
adequately supported, a supplier's 
invoice should be addressed to 

17 
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Questioned Costs
 
Item Description Ineligible Unsuppor-:ed
 

TDC. Therefore, This amount is 
consicered! to be unsupported. 117 
Ee) on , c ument s and 

rc- I-on 

subsequent to the issuance of the
 
draft recort, -his finding has
 
been reclassified as unreasonable
 
cost under the ineligible column
 
rather than unsuoported cost. 44,655
 

clfr : t rovided to us
 

Total line item 	 44,716 117
 

4. 	Technical Assistance
 

a) 	 Fees for a lawyer were charged to 
USAID, Egvpt. Item d. , Article 34, 
Attachment B of the OMB Circular 
No.A-122 stated that "legal fees 
are unallowable unless otherwise 
provided for in the award". The 
USAID E.Ip t approved budget did 
not uciude this type or 

TDr inanaqeme-nt elieved that such
 
fees e recessary to the normal
 

,-.. , p, - :-al s required 
hees mnererore, this
 

amoultIon',dered to be
 
unal lowale. 4,323
 

b) 	 This -]mount represents the cost of 
a :easbilit -vt fJor the 
establishment of a fruit and 
vegetable packing station in Egypt 
and the cost of evaluation of
 
another feasibiity study for a
 
pharmaceutical company. Conducting
 
feasibility studies is not
 
included in the project papers nor
 
in the Cooperative Agreement.
 
TDC management- believed that such
 
type or work is within the scope
 
of work of the Agreement.
 
USAID/Egypt s approval is required
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0uestioned Costs
 

Item Description Ineliqible Unsupport
 

for this work. Therefore, this
 
amount is considered to be
 
urinallowable. 5,900
 

Total line item 	 10,223
 

5. 	Promotion Materials
 

a) 	Costs of participation in the 
Nairobi exhibition were charged to 
USAIDEgyp. The objective of the 
Cooperative Agreement is to 
prcmote Egp,'tian e:oor'cs in Europe 
and the Middle East. Nairobi is 
not tne:.hininarea stated in the
 
Agreement.
 
TDC management believed that this
 
exhibition was essential to
 
achieve TDC's objectives. Because
 
this exhibition was not approved
 
by USAID/Egypt, this amount is
 
considered to be unallowable. 562
 

b) 	Various ex.penses %.ere charged to
 
USAID/Egypt but lacked adequate
 
supporting documentation. The only
 
description mentioned in
 
the documents i0 "Expenses related
 
to TDC function".
 
TDC management attributed this
 
finding to the fact that all these
 
documents were related to seminars
 
held in hotels and detailed
 
invoices were not provided by the
 
hotels at that time.
 
Description as "Expenses related
 
to TDC function" is not adequate
 
to support the cost. Therefore,
 
this amount is considered to be
 
unsupported. 2,26
 

c) 	This item represents payment to
 
the Management Engineering Society
 
as a support for the seminar of
 
Privatization and Management.
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Ouestioned Costs 
Item Description 	 Ine 1iible UnsuDported
 

Under -he OMB Circular No.A-122, 
donation is not allowable.
 
TDC :anagenent asserted that this
 
amount ,.s paid 'n attend The said
 
semnar. Because .-oe available
 
support7_ng documents explicitly
 
stated That this amount was to 
support the seminar and not to
 
attend the
 
seminar, -,his amount is considered
 
to be unallowable. 1,492
 

Total line item 	 2,054 2,266 

6. 	Trade shows
 

a) 	This amount represents Value Added 
Tax \VAT) charged on the rental 
costs and other expenses incurred 
during the exhibition. Article 46,
Attachment B of the OMB Circular
 

M~o. A- I stated that "Taxes are
 
not allowable if tax exemption was
 
available'. VAT is refundable and
 
should not have been charged to
 
USAiD, Egypt. Therefore, this
 
-mon 1" 7 s 1 'd e r er d 'ro be
 
u nai 2'.:oa.l, 

b 	 Based on documents and 
clarification provided to us
 
subsequent to the issuance of the 
draft report, this finding has
 
been modified to be as follows: 
$14,722 has been removed, $2,321
 
reclassified to be considered as
 
unallowable cost and $48,533 still
 
remaining as unsupported cost. 2,321 	 48,583 

c) 	 This arount represents costs of 
partiripation n The rLairobi and 
Dubai e:hibitions. The objective 
of the project is to promote 
exports Jr. the middle East and 
Europe. These two exhibitions do
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not 	fall within the area stated in
 
the 	Agreement.
 
TDC 	management believed that these
 
exhibitions were essential to TDC
 
business.
 
USAID/Egypt's approval is
 
required. Therefore, this amount
 
is considered to be unallowable. 37,766
 

d) 	Various expenses were charged to 
USAID,Eoypt but lacked adequate 
supportng documents. The only 
description mentioned in the 
documents is "Exopenses related to 
TDC function". 
TDC management asserted that these 
expenses were paid for certain 
seminars held in hotels and the 
hotels' detailed invoices were not 
available. All amounts charged to 
USAID/Egvpt should be supported by 
adequate documents. Therefore, 
this amount is considered to be 
unsupported. 

e) 	 This item represents amounts spent 
on flowers :Ind charged to 
USAIDiEgvnt . The USAID/Egypt 
approved budget did not list such 
expenses. TDC manaiement asserted 
that this type of cost is 
essential to TDC business 
activities. This cost should not 
be charged to USAID/Egypt. 
Therefore, it is considered to be 
unallowable. 3,942 

f) 	The cost of items lost during
 
exhibitions was charged to
 
USAID/Egypt. The members of the
 
staff, in whose care these items
 
had been placed, should have been
 
held responsible for payment of
 
the cost of those lost items. This
 
amount should not have been
 
charged to USAID"Egypt. Therefore,
 

0uestioned Costs 
Item Description Inel icTible Unsuppor 

5,31 
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Item Description 

Ouestioned Costs 

In'el1aibIe Unsupported 

this 
na 

n-ount is considered to be 
1,094 

Total line item 60,961 53,883 

Total Questioned Costs. 230,230 56,266 

286,496 
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Program Income Fund Accountability Statement
 
Audit Findings
 

Our audit procedures iaentified the foilc-.:.ng anounts from the
 
program income account That are ineligible <or unsupported:
 

Questioned CoStS
 

Item Description 	 Ineliqible UnSUgvor 

a) 	TDC incurred various types of 
expenses in facilitating its 
operat In and achieving the 
pro-iecT rnb-]ec i'es However, 

Cn:C 

Iis fIn, e act that the
 
program i-nccme "as used to finance
 
costs ta ore not reimbursable
 
from UZSAID/ Egy.t grant funds under 
the 	Cooperative Agreement.
 
TDC management asserted that the
 
use of The -rogram income was
 
within write -:uidance issued
 
by .SA', E p JPC regarding
 
aud_1 ando requirements
 
for "-he nragr ncome account.
 
However, we tonsidered the
 
fol1aivn ! unreasonable
he 

reiat .,e The ::ze (D the TDC 
aCt lv.ot es. 

• 	 Dinnei and entertainment 9,612
 
• 	 Tips 6,478 
• 	 Gratuities 597
 

. 1561
Alcoholic neverages 

* 	 Gifts 90
 
* 	 Upgrading hotel rooms, air
 

tickets and per diem rates 13,559
 
Additional bonuses to TDC
 
employees 1,100
 
Flowers 430
 

33,427
 

b) 	TDC incurred the following costs
 
which did not relate to TDC
 
activities. Accordingly, the
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Ouestioned Costs
 

Item Description Ineligible Unsupported
 

following items are considered to 

be unallocable.
 

<uestioned costs to USIPO paid
bTC: 	 3,599 

* 	 Life insurance premiums -

* 	 Annual fees of personal credit
 
cards 


3,599 

The f;I io,.-in ,:ers .,,ere spent
 
.ron-e -. out are not
 

suppoe o.,iec-uare -ocurents.
 

Cs 	 r S .ncurred during the 
Dubai exhibiticn 	 11,492
 

• 	 Dinner and entertainment 173
 
* 	 Video taping 1,420 
* 	 Leasehold improvement in the 

elevator area. 6,325 
'Video recorder and television 1,075 

Total Questioned Costs 37,026 	 20,485 

57, 	511
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Public Accountants & Consultants 

72 Mohi Eldin Abul Ezz Street Telephone: (202) 3499588 - 3499677Mohandseen, Cairo Telefax • (202) 3497224 3487819
Egypt Telex 20457 (hhco - un) 

Report on Internal Control Structure 
Independent Auditor's Report
 

Mr. Philippe L. Darcy

Regional Inspector General for Audit,
 
United States Agency for
 
It rnational Development,
 
Mission to Egypt,
 
Cairo, Egypt.
 

We have audited the fund accountability statements of the Trade
Development Center - Egypt (TDC), the implementing arm of US-Egypt Joint Business Council (JBC) , under the Cooperative
Agreement No.263-0226-A-00-2027-00 
and the related program
income account for the period from March 16, 1992 through May31, 1994 and have issued our report thereon dated December 22,
1994.
 

Except as discussed in the following paragraph, we conducted 
our audit in accordance with generally accepted auditingstandards and Governnn- Auditinq Standards (1988 Revision),
issued by the Comptroller General of the United States. Thesestandards require thiat we plan and perform the audit to obtainreasonable assurance about 
whether the fund accountability

statements are free of material misstatement.
 

We did not have an external quality control review by an
unaffiliated audit organization, as 
required by paragraph 46 of
Chapter 3 of Govprnnent AIjditinc Standards (1988 Revision)
because no such quality control review program is offered byprofessional organizations in Egypt. We believe that the effect
of this departure from the financirl audit requirements ofGovernment Auditing Standards (1988 Revision) is not material
because we participate in the KPMG worldwide internal quality
 

25
 

Member Firma o 
Klynveld Peat Marwick~Goerdeler 



KMG Hazem Hassan 

control ... .roramnprogram requires our crrice to be 
subjectec, eYery two years, to an extens:.e quality control
review by partners and managers from other K.PMG offices. 

In planning and performing our audit of =DC, 'w:e considered its
internal control structure in order to deaermine our auditing

procedures for the rurpose of e:pressins cur upinion on the
 
fund accountability statements and no: to provide assurance on
 
the internal control structure.
 

The management of ThC is responsible for establishing and
 
maintaining an internal control structure. in fulfilling this
 
responsibility, estimates judgments management
and by 
 ara
 
required to assess the expected benefits related costs
and of
the inerna-l control structure, policies an.d-] procedures. The
objectives cr an internal control str,:c:re --re to provide
manaient.. ''ith, but not abslt, assurance- that
 
assets are sarequarled against loss from unautnorized use or
 
dispositioin, and that transactions are e:.:ecuted accordance
in
with Imanagernent's authorization and recorded properly to permit
the preparation of ti!e fund accountability statement in
accordance '..ith the. c:ash basis of accounting. Because of
inherent imitations, in any internal control structure, errors
 
or irreou!arities may nevertheless occur and not be detected.
 
.lso, protectionfof - evaluation of -he structure future
to 

periods is, ubject he thatr:ot risk 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 nave classified the
signifi.cant internal control structure polic-es and procedures 
into the 'ollowing categories: 

* Cash receipt and disbursements;
 
* General accounting; 
* Payrol; :ind 
• Equipmen. and supplies procurement and safeguarding. 

For all of the control categories listed above, we obtained an
 
understanding of the design of the relevant policies and

procedures and whether they have been placed in operation, and
 
we assessed the control risk.
 

Our consideration of 
the internal control structure would not
 
necessarily, disclo.;e all in internal
matters the 
 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 the specific internal control
 
structure 
elements does not reduce to a relatively low level
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'at errors
r.ik .e or irregularities, Jn amounts that wouldbe material in relation to the fund aczounxabijiv statementsbeing audited, may occur and not be detected within a timelyperiod, by employees in the normal course of performing theirassigned functions. Our audit disclosed the following
conditions ..hich we believe constitute material weaknesses:
 

MATERIAL WEAKNESSES
 

1. There are deficiencies 
 in TDC's Control
 
Environment.
 

A major component of an entity's internal control 
structure is its control environment. The controlenvironment represents the collective effect various
factors on establishing, enhancing 

of 
or mitigating theeffectiveness of specific policies 
and procedures. Such
factors include, among others, (1) management's philosophy


and operating styles, (2) management's attitude anddemonstrated commitment to establishing a positive
atmosohere for the inplermentation and execution of wellcontrolled business operations, (3) mnethods of assigning
authori-, and responsibility and (4) the c)rganizational
structre:- the entity. 

The control environment reflects the general attitude,
awarene.s and actions of management and others towards theimportance
the 

or control and the emphasis placed upon it inenltlt 

We 
noted that the operating styles of the management
not comply with certain project 

do 
requirements, documented

in the agreement with USAID/Egypt. For example, themanagement does not comply with the procurement policies
and does not fully understand ,hat types of costs aresubject to reimbursement from USAID/Egypt. Furthermore, wenoted many instances where incurred 
 costs were
misclassified in the accounting records, 
i.e. costs were

charged to 
 budget line items without regard to
USAID/Egypt's regulations toor whether the cost wasrelated to TDC. Additionally, although TDC's

organizational structure calls 
for the executive committee
to assume overall policy-making, this committee has met
only twice since the inception of TDC. 

Subsequent to our audit, received
we a draft of TDC's
policy and procedures manual. This 
manual includes TDC
management's philosophy and operating style, and the 
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organizational structure. Under The management-s

philosophy and operating style, the manual stipulates that
 
"All persons associated with TDC's operations should be
 
imbued with a sense of mission and clear purpose; they
 
must act according to high professional norms and ethical
 
standards". We recommend that TDC management comply with 
the manual after it has been by USAID ..approved 	 Egyp. 

Under the organizational structure, the manual stipulates 
that "The Executive Committee meets periodically with the 
Executive Director and Director of Sales and Marketing to
 
review actual progress against the plan and ensure
 
implementation of Board policy decision". We recommend
 
that TDC comply with the manual after it has been approved
 
by USAID/Egypt. However, we prefer that in the sentence we
 
have quoted, the word "periodically" he replaced by

"quarzerly"
 

2. 	 There are deficiencies pertaining to TDC's ability
 
to record, process, summarize and report income
 
generated from USAID supported/financed
 
activities.
 

During the audited period, approximately $102,000 were
 
generated by TDC for the services it provided. This income
 
is defined by USAID as "program income". Program income is
 
generated from TDC's clients' commissions, interest
 
earnings and a debt-swap transaction. This debt-swap

transaction was originally initiated by USIPO. When the
 
USIPO project was closed, this transaction was transferred 
to TDC. 

It was expected that adequate financial records and source 
documents would be maintained by TDC in order to record, 
process and summarize the program income and related costs 
incurred. However, during our audit, we noted the 
following material weaknesses in the accounting system 
relating to the program income: 

2.1 	 No prenumbered source documents are used such as cash
 
receipts, cash disbursements vouchers and journal
 
vouchers.
 

2.2 	 No project ledger or subsidiaries are maintained in
 
order to a) identify and record all valid
 
transactions; b) describe the transactions in
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sufficient detail; c) determine the time period in
which transactions occurred; 
and d) present properly

the 	transactions 
and related disclosures in the
 
financial statements.
 

Due 	to this breakdown in the accounting system, 
we
 are 	not 
 able to ensure that all transactions,

relating to the program income, are completed and
 
accounted for.
 

Subsequent to our 
audit, we were provided with a
draft 
of TDC's policy and procedures manual. This
manual includes 
books of account and subsidiary
control records which provide an orderly record of
TDC's transactions 
and 	establish a basis for
reporting the financial condition of and
TDC the
results of its operations. We recommend that 

establish and implement the accounting 

TDC
 
records and
procedures stated the
in manual after it has been
 

approved by USAID/Egypt.
 

3. 	 There is no system for maintaining, monitoring,

and reconciling advance accounts. In addition,
invoices USAID/Egypt for advances made rather 

TDC
 

the actual project costs incurred. 
than
 

TDC uses advances for procurement and payment

transactions. However, during our 
audit, we noted that:
 

3.1 	 There is no 
system in place that effectively monitors

advances. For example, TDC 
allows many employees to
receive advances without the benefit of adequate
records to 
document and control these advances.
 

3.2 	 Advances are 
not reconciled on 
a timely basis; there
 
are often significant delays in 
the reconciliations
 
of the advances.
 

3.3 	 An advance subsidiary ledger 
is not maintained to
 ensure proper matching of actual expenses the
appropriate budget 	
to 


line items and to facilitate 

follow-up of the outstanding advances balance. 

the
 

3.4 	 TDC bills advances to USAID/Egypt rather than the
 
actual project costs incurred.
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However, startin: from October 199 4, TD- has initiated a
 
separate column in the project edcer for the advances
 
granted to employees. Since that date, TDC has stopped
 
billing advances to USAID/Egypt. Additionally, the TDC
 
policy and procedures manual, which is in the final stage,

includes a control account for advances and -detailed 
subsidiary ledger to be maintained. Ho..eer, proc-dures to 
monitor advances are not included in the manual. 
Therefore, we recommend the addition of the following 
control procedures to the manual: a) an advances 
subsidiary ledger should be maintained and should be 
reviewed and approved by the financial manager; b) 
monthly advance totals from the project or cash ledger 
should be compared with the advances subsidiary ledger and 
differences should be investigated; e:.:cessi -e advance
balances should 1e refunded promp!'.' TDC and additional 
advances should not be granted '.:ithout performing 
reconciliations of prior advances. 

4. 	 Segregation of duties between the custody of cash
 
and the bookkeeping function is lacking.
 

Control procedures are those policies and procedures that
 
management has established to provide reasonable assurance 
that entity objectives will be achieved. One of those 
procedures is the segregation of duties among authorizing 
transactions, recording transactions, and maintaining 
custody of assets. 

During our audit, we noted that cash custody, bookkeeping,

payroll preparation and payment of expenses are all
 
performed by the financial manager.
 

A good accounting system requires the segregation of 
duties in a way that reduces the opportunities for any 
person to be in a position to both perpetrate and conceal 
errors or irregularities in the normal course of his 
duties. Therefore, TDC should assign the responsibilities
of authorizing transactions, recording transactions and 
maintaining custody of assets to different people.
 

Subsequent to our audit, we have been provided with the
 
new TDC policy and procedures manual. This manual includes
 
procedures for payroll preparation. According to the
 
manual, the Director of Operations keeps the
 
Accountant/Financial Controller informed of personnel
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actions that affect pay at 
 the 	!'me such actions are
 

approved b the 
 Eecu tive Director; the

Accountant/Financial Controller prepares 
the payroll; the

Executive Director approves the payroll and the cashier
 
prepares the payroll checks.
 

We 	 recommend 7hat TDC management comply with the

aforementioned procedures 
after being approved by

USAID Egypt. However, since the manual 
includes the

position of Personnel and Administrative Manager, we also
 
recommend that the preparation of payroll be assigned to
 
the Personnel and Administrative Manager rather than the
 
Accoun-ant/Financial Controller.
 

5. 	 The control procedures over cash are inadequate.
 

A cash transaction is that type of transaction, in the
 
eatity's operations, that is significant 
to the financial
 
statements. 
During our audit, we noted the following

material weaknesses in the control of cash transactions. 

5.1 	 Bank account reconciliation procedures ire not 
adequate and reconciliations are not pr , e in a
timely manner. Additionally, there is no .- ,ne of
review or approval of bank reconciliatic,:: improper
bank account reconciliation procedures r)ffer the 
opportunity for an irregularity to occ'ur nd be 
concealed. 

5.2 	 Controls o,er the supply of unused Thecks :re not 
adequate and there is easy access .o stocks :f new 
checks which :ire vulnerable documens.

5.3 	 Control procedures over guarantee checks are grossly
inadequate. TDC receives checks from its clients as
gJuaanteesoc)f good faith when the clients make 
reservatiuns to participate in international
 
exhibitions. ;.e noted that: 

- there is no register maintained for recording
the receipt and details of these checks. 

- many checks were filed with the supporting
documents instead of being kept in a safe. 

- no individual was assigned the responsibility of
 
receiving and safeguarding these checks.
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Subsequent to the audited period, '.ie noted that bank
reconciliations are prepared by the Cashier/Administrative
Secretary and reviewed by the Financial Manager. We also
have been provided with TDC's draft 
policy and procedures

manual and we noted that:
 

The manual assigns reconciling bank accounts to an 
accountant and assigns reviewing the reconciliations 
to the Financial Controller. However, the manual does
 
not include detailed procedures for preparing the
 
bank reconciliations and does not indicate who will
 
approve such reconciliations.
 

The manual assigns the rs istody of check books to the 
cashier, hut it does not include control procedures 
over the supply of unused checks. 

The manual does not include control crocedures over 
guarantee checks. 

Therefore, we recommend that:
 

Detailed procedures for preparing bank
 
reconciliations be incorporated 
in the manual, and
 
approval of bank reconciliations be assigned 
to a
 
responsible official who is independent of all cash
 
processing and recording activities.
 

Control procedures over unused checks and guarantee
checks, such as keeping checks in a locked safe,
maintaining a register for guarantee checks and
assigning custodial accountability to the responsible
individual should be incorporated in the manual. 

6. The accounting 
 system for the Cooperative

Agreement accounts is 
 not adequate.
 

The accounting system for the Cooperative Agreement
accounts contains 
several material weaknesses. A well
designed and functioning accounting system is required of
all projects financed by USAID/Egypt. The weaknesses noted
in the current accounting system may reduce the system's
ability to adequately monitor and control the processing,

accumulating and reporting 
of financial information.
 
Specifically, we noted that:
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6.1 	 Budget amendments are not refiec:-ed in the project
ledger or billings submitted t: USAID/Egypt. As a
 
result, comparison between accumulating actual
 
expenditures and the budget is imnaired.
 

6.2 	 The project ledger does not include budgetary sub
line items. Accordingly, .Iccurmulation and 
presentation of expenditures incurred, on the sub
line item level, are seriously imoaired.
 

6.3 	 The petty cash register is not maintained and
 
prenumbered 
forms are not used to control petty cash
 
transactions.
 

Subsequent to our audit, we were provided with TDC s draft
policy and procedures manual. This manual includes a
comprehensive -accounting system rr he Cooperative
Agreement accounts. However, we noteo :at: 

The manual does not include control procedures for
ensuring that disbursements conform to USAID/Egypt's
approved budget before the said disbursements are 
made. 

Although the manual includes procedures for preparing
USAID/Egypt's reimbursement vouchers, it does not
include a separate project ledger c) facilitate the 
preparation of such vouchers.
 

We recommend tha control procedures, to ensure conformity
with USAID:Eiy' approved budget and the maintenance of 
a project Lerd16-, e dded to the TDC policy andprocedures manual. Additionally, TDC snould record the 
most recent budget amendment in the billings submitted to 
USAIDiEgypt.
 

7. 	 The control procedures concerning payroll and
 
personnel are not adequate.
 

Salaries 
and benefits costs represent approximately one
third of total e:penditures incurred during the audited
period. Therefore, the design and effectiveness ofcontrol procedures over this 	

the 
area should be closely

scrutinized by TDC management. However, ourduring audit, 
we noted the following weaknesses relating theto 
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management's ability to identify, cuantifY and control
 
salaries and wages:
 

7.1 	No formal hiring process exists.
 

7.2 	 Time and attendance records are not complete, and no
 
review is made nor approval given before remuneration
 
is made. This breakdown in the internal control
 
structure may allow employees to be paid for time not
 
worked.
 

7.3 	 No comprehensive payroll sheets are prepared before
 
disbursals are made. This maximizes the risk an
that 

employee may be paid twice for the same 
effort or
 
that payment may not be in accordance with approved

salary rates.
 

7.4 	 No personnel policy exists ro regulate annual
 
increases, bonuses, and staff 
loans and advances. For
 
example, we noted that: 
a) annual increases are
assessed without the benefit of a 
documented
 
evaluation process or the support of 
prescribed

criteria, b) employee advances 
are not reconciled on
 
a timely basis, c) outstanding advances are not
 
liquidated prior to the issuance of 
new advances; d)

certain employees are paid salaries but do not 
have
 
valid contracts with TDI' and e) no salary pay slips
 
are used as evidence that employees have received
 
their salaries.
 

Subsequent to The audited period, TDC retroactively
prepared payroll sheets from the inception of the project
to date. Additionally, the TDC draft policy and procedures
manual covers all the aforementioned .7eaknesses. 

Therefore, we recommend that 	 TDC comply with the manual 
after it has been approved by USAID/Egypt.
 

8. 	 The control procedures over procurements and
 
safeguarding of fixed assets are 
not 	adequate.
 

During 
oar audit, we noted the following weaknesses
 
relating to procurement procedures and the safeguarding of
 
fixed assets:
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. orc' is acoi.i For ex-:ampe,h
are 	 nc regulations o .. - - .Z' . . 1ns 
competitive bids for items, priced at more Thancertain specified amounts, 
or that it chooses the
best possible prices for i -e, 
 n n-.-bjec tocompetitive-bidding requirements, vusn,, approved
vendor l s.- and supply ite,...... -us. 

this, the -isk exists that TDC 

f
 
-r-cure goods and

services at_ terms and prices that are not reasonable
and competitive. Particularly, we noted that no sound 
procurement procedures were appl ied for procuring

computers and leasehold improvements. 

8.2 	 No procedures were followed o ensure that the
purchase of iinnecessary or duplicae iems could not 
occur . Lack o f such procedures ,a. cause TDC to 
purchase edur,dant items. 

8.3 	 Purchasing functions are assigned tonot a particular
employee or department . Many employees may make
purchases o;n behalf of TDC. Furthermore, checks are
made payable to the employees who c-arried out
transactions. This may lead TDC 

the 
to lose control over


regular business transactions and the way may beclear for the processino ,r unauthorized 
transact ions. 

8.4 	 Assets are not insured, detailed property records are 
not maintained and physical counts of assets are not 
performed as routinea matter. 

Subseouent to 1u-r audit, we were provided with a draft ofTDC',is n-,J and .rocedures manual. This 	 manual i-cudes aprocurement policv which provides assurance that purchases
are in accordance with the approved budget, necessary foroperation, and that arethey properly atithorized and thatcompetition is used to get the mo t-freasonable price.

11 .dditJunai, 	 , ,ysical count o f .et. 'as per formed and
detailed propert-y lists were prepared. 

We recommend that TDC comply with the policy andprocedures manual after it has been approved by
ISAID, Egypt .%7e also recommend that TDC compare theproperty list with the total amount of the Capital Costs
line item which was charged to USAID Egypt. 
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9. 	 The control over the financial documents is not
 
adequate
 

During our audit, we 
noted that TDC staff were unable to
 
locate numerous documents. A sound internal control system

requires that all significant events and transactions be
 
cleariy 
documented and available for examination. We
 
believe that TDC's inability to locate certain documents
 
is attributable to inadequate controls over the storage of
 
documents and inadequate assignment of responsible staff 
for maintaining complete and organized files. 

As a result, documents supporting approximately $77,000 of
 
the total costs incurred during the period could not be
 
located.
 

Subsecuent to our audit, we have been provided with a
 
draft of TDC's policy and procedures manual. This manual
 
assigns the filing function to the Cashier/Administrative
 
Secretary.
 

We recommend that TDC comply with the policy and 
procedures manual after it has been approved by
USAIDEgypt. We also recommend that TDC use a filing 
system that is documented, sufficiently controlled, and
 
tracks documents or files throughout the transaction
 
process. Furthermore, the accounting system should not
 
record any payment that is not fully supported by adequate

documents or does not have the necessary approvals.
 

* * t t * * * * *i * * = * * * * ** ** ** 	 * * * 

10. 	There is no formal policy for regulating TDC's
 
program income and client commissions:
 

TDC receives commissions from companies and individuals
 
participating in international exhibitions. These
 
commissions represent a major source of funds 
for the TDC
 
program income account. During our audit, we nioted that no
 
price list exists which would determine the amounts of
 
commissions, the basis of calculation and the method of
 
payment.
 

Subsequent to our audit, we have been provided with a
 
draft of TDC's policy and procedures manual. This manual
 
does not include a price policy for services provided by
 
TDC.
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In order to inprove control procedures over the program
income, TDC should develop a price list and a formal

policy regarding payments and commissions and the
management should establish procedures to ensure that all

commissions charged to 
the clients are in compliance with
 
those regulations. Additionally, such control procedures

should be incorporated in 
the TDC policy and procedures

manual.
 

11. The 
 control procedures over international
 
telephone calls are inadequate.
 

During our subsequent event testing, we noted that TDC
implemented adequate control procedures over the
 
international telephone calls. Accordingly, this finding

is resolved.
 

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 
that have come to our attention and
 are related to significant deficiencies in the design or
Doperation of internalthe control stucture that, in our 
:udgment, could adversely affect the organization's ability torecord, process, summarize, and report financial data

consistent with the assertions 
of management in fund

accountability statements. C)ur 
audit disclosed the following

reportable conditions:
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Reportable Conditions
 

12. 	 The control procedures over use of vehicles are
 
inadequate.
 

Durino our audit, we noted that TDC has rented five 
vehicles, to be used in the normal course of business. No 
vehicle logs are used to distinguish between personal and
 
business usage. In order to monitor the level of business
 
and personal usage, logs should be established. These logs

should contain information such as time out, meter reading 
at start of journey, destination, time in, meter readingat end of journey, distance traveled, driver's sinature 
and users sionature. Applying the dforementconed control 
procedures1ma':" !ed 7-o reducing the Lumber of vehicles 
renteci in the future and saving USAID, Egypt's funds. 

However, subsequent to the audited period we noted that 
TDC implemented adequate control procedures over vehicle 
usage. Furthermore, starting from October 1994, credits to
 
the USAID account for vehicle personal usage are being 
made. 

13. 	There is a lack of control over the payment
 
process
 

From our review of supporting documentation, it is not 
evident if and when an invoice has been paid. Unless paid
invoices are marked "paid", the possibility exists that an 
invoice may be paid more than once, hence depleting the 
cash assets and indicating a weakness in the internal 
control system.
 

Subsequent to our audit, we have been provided with a
 
draft of TDC's policy and procedures manual. This manual
 
includes control procedures for cash disbursements.
 
However, those procedures do not include a method that
 
prevents invoices from being paid twice.
 

Therefore, we recommend that all invoices should be marked 
"paid" at the time they are processed for payment. 

This report is intended for the information of TDC's
 
management and others within the organization and the United
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States Agencv for International Development. This restriction
 
is not intended to limit the distribution of this report which
 
is a matter of public record.
 

Hazem Hassan & Co.
 

Cairo, Egypt
 

December 22, 1994
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Hazem Hassan 
Public Accountants & Consultants 

72 Mohi Eldin Abul Eu Street Telephone: (202) 3499588 - 3499677Mohandseen, Cairo Telefax (202) 3497224 - 3487819
Egypt Telex 20457 (hhco - un) 

Report on Compliance with Laws and Reaulations 
Independent Auditor's Report
 

Mr. Philippe L. Darcy

Regional Inspector General for Audit,
 
United States Agency for
 
International Development,
 
Cairo, Egypt.
 

We have audited the fund accountability statements of the Trade
Development Center 
- Egypt (TDC), the implementing arm of US-Egypt Joint Business Council 
(JBC), under the Cooperative

Agreement 1,uo.263-0226-A-00-2027-00 
and the related program

income account for The period from March 15, 1992 through May
51, 1994 and have issued our 
report thereon dated December 22,

1994.
 

Except as discussed 
in the following paragraph, we conducted
 
our audit in accordance with generally accepted auditing

standards and Governmnnt Aditinq Standards 
(1988 Revision),

issued by the Comptroller General of 
the United States. These

standards require 
that we perform the audit 
to obtain
reasonable assurance about whether the 
fund accountability

statements of TDC are 
free of material misstatement.
 

We did not have an external quality control review by an
unaffiliated audit organization, as 
required by paragraph 46 of
Chapter 3 of Governrmnen 
 Auditina Standards (1988 Revision),

because 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

Government Aditinq Standards 

of
 
(1988 Revision) is not material 
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because we participate in the KPMG worldw.ide internal quality
control program. This program requires our -,frice to be
subjected, every years, an extensive qualitytwo to control 
review by partners and managers from other KPMG offices.
 

Compliance '.'ith laws, regulations, contJacts, grants, and 
binding policies and procedures applicable to TDC is the 
responsibility of TDC's management. As part Cobtainingo 
reasonable assurance about whether the fund accountability
statements are free of material misstatement, we performed 
tests on TDC's compliance with certain provisions of laws,

regulations, contracts, 
grants, and binding policies and
 
procedures. However, our objective was not to provide an
 
opinion on compliance with such provisions.
 

Material instances utf noncompliance are violations of laws,
regulatio contracts,0, grants or binding policiles and 
procedures: that cause us to conclude that -he aggregation of 
misstatements, resulting from those violations, is material to 
the fund accountability statements. The results of our tests 
of compliance disclosed the following material instances of
 
noncompliance, the effects of which have been reflected in the 
TDC's fund accountability statements.
 

1. TDC has no legal status in Egypt
 

We noted that TDC was neither registered in accordance 
with Law No. 159 of 1981 (The "Companies Laws") nor with 
Law No. 32 of 1964 (The "Private 7ocieties and 
Establishments Laws") . 

The Cooperative Agreement stated that "TDC shall be 
established a. a legal entity within one year following
award of this Agreement, unless such requirement is waived 
by the USAID Mission Director in writing". This means that 
TDC should have been registered within the period from 
March 16, 1992 through March 15, 1993. Noncompliance with 
the above criteria is considered a material violation of
 
both the Cooperative Agreement and Egyptian laws,

particularly because TDC generates income from various 
activities which are not related to the 
 project

objectives, such as the debt-swap transaction, which are
 
subject to income tax. 

On November 10, 1)92, TDC received legal advice from its 
attorney containing the alternative ways in which TDC 
could be registered in Egypt. Since that date, TDC has not
 
taken any action regarding this matter.
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TDC should promptly take the necessary actions to register
itself 
as a legal entity under the appropriate legal
structure which will enable TDC 
to function properly and

achieve its objectives.
 

Furthermore, in our 
opinion, the registration of TDC is
material issue because 
a
 

there is a governmental entity,
named 
"Export Development Center" formed by Law No. 22
1992, conducting the 
of
 

same activity in Egypt 
 and
coordination between the 
two entities may benefit 
the TDC
 
and USAID/Egypt.
 

2. Instances 
 of noncompliance 
with the Cooperative

Agreement.
 

During our audit, we noted that 
TDC did not comply with
certain provisions of the Cooperative Agreement regarding
the allowability, allocability and reasonableness of 
costs
charged to 
USAID/Egypc. Additionally, certain costs were
charged to USAIDiEgypt 
that were neither approved by
USAID/Egypt nor supported by adequate 
documents. 
The
financial effect those
of instances of noncompliance is
reflected in 
the "Details of Questioned Costs" section of

this report.
 

We recommend 
that TDC's management 
 take the necessary
corrective actions 
to 
comply with the Cooperative Agreement,
regarding the allowability, allocability and reasonableness of
costs charged to 
USAIDiEgypt. Additionally, TDC should 
ensure
that all costs billed to USAID/Egypt 
are within the USAID/Egypt
approved budget or 
have prior approval from USAID Egypt.
 

We considered 
these material 
instances of noncompliance
forming our opinion on whether 
in
 

TDC's fund accountability
statements 
are presented fairly, in all material respects, 
in
conformity with the cash basis of accounting. This report does
not affect our report 
dated December 22, 1994 
on the fund
accountability statements.
 

Additionally 
 , our testing of transactions and records
disclosed other 
one instance of noncompliance with those 
laws
and regulations 
which is identified 
in the "Report on
Compliance - Audit Findings" section of this report.
 
Except as described above, 
the results of our 
tests of
compliance indicate that, with respect 
to the items tested,
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T:C complied, in all material respects, "..ich the provisions 
referred to in the third paragraph of this report. With 
respect to items not tested, nothing came to our attention 
that caused us to believe that TDC had not complied, in all 
material respects, with those provisions. 

This reprt is intended for the information of TDC's 
management and others within the organization and the United 
States Agency for International Development. This restriction 
is not intended to limit the distribution of this report which
 
is a matter of public record.
 

Hazem Hassan & Co.
 

fairo, Egypt 
Decemnber 22, 1994
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REPORT ON COMPLIANCE
 

AUDIT FINDINGS
 

The following instance of noncompliance with the applicable

regulations and local laws 
came to our attention during the
 
audit.
 

1. During our audit, we noted 
that TDC did not deduct
 
withholding taxes from amounts paid for purchases,

supplies or services to private sector suppliers.
 

This instance of noncompliance may expose TDC to penalties
 
assessed by the Government of Egypt.
 

However, subsequent to our audit, we have been provided
with a draft of TDC's policy and procedures manual. The 
manual states that the responsibility of withholding taxes 
rests with the accountant of TDC. We recommend that TDC 
comply with the policy and procedures manual after it has 
been approved by USAID/Egypt.
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Follow-up on the IG/I/CFO Report 

The following discussion relates to 
the results of following
up the IGI/'CFO report.
 

During the planning phase, we visited the IGiI 
office, held
several meetings with IG officers and thoroughly reviewed the
IG/I/CFC report regarding certain issues related 
to TDC and
its fund accountability statements. 

All the issues have been considered during our audit
related evidence has been subject 
and 

to audit procedures. Issues
resolved t <he satisfaction of ourselves have not been
repored in this report. Unresolved issues are included in the
Details ot QueE<tlonei iosts section, the Frprt on Internal
fontro 'ucture section and the f'oncornplilance withApplicable, Laws and Regulations section of this report. 
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IP Hazem Hassan 
Public Accountants & Consultants 

72 Mohi Eldin Abul Ezz Street Telephone: (202) 3499588 - 3499677
Mohandseen, Cairo Telefax (202) 3497224 - 3487819
Egypt Telex '20457 (hhco - un) 

ACCOUNTANT'S REPORT 
ON
 
APPLYING AGREED-UPON PROCEDURES
 

REGARDING EVENTS SUBSEQUENT TO THE
 

AUDIT PERIOD
 

Mr. Philippe L. Darcy

Regional Inspector General for Audit,

United States Agency for International Development,
 
Mission to Egypt,
 
Cairo, Egypt.
 

Dear Mr. Darcy,
 

We have applied certain agreed-upon procedures, as discussed
 
below, 
to the internal control structure of the Trade
Development 
Center Egypt(TDC), the implementing arm of US-
Eqypt .Joint Business Kouncil (JBC) , su:bsequen: :o the audit per ioc-o, tce puroose .f those procedure:< i.-, to ensure tthat TDCl.as , :>.r,&-eive actions, subsequent to t.he audir period,
regardin, - &enal :ontrol structure. Our rincuded,
to the e:t-nt ;e considered necessary, (a) a review of thedraft Or the poCli,-v and procedures manua.l including TDC;s
rorani zat: I I *o _ . cre, the segregat i<-n of functional 

respn.,; iS i Ie acco1unr ing and buck et i ng procedures,
personnel policies and job descriptions, (b) discussions with 
management, accounting and other personal who are assigned

responsibilities for ensuring adherence to and for applying

internal accounting control procedures, (c) inspection, on a
 
test basis, of documents evidencing application of control

procedures, and (d) observation of personnel in the
performance of their assigned duties. 

Our findings are presented in the accompanying report "Report
on Event: ubsequen r:o The Audit Period" 

Our procedures did not include compliance test of theaccounting records and related data and consequently would not 
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disclose instances of noncompliance with :he ;,vsTem or errors 
or irreguirit.ies which may have occurred- afer May 31, 1994. 
This re.ort relates onIy co the internai con ro! structure and 
does not extend to r financial stacerenI: TDC, taken as a 
,.;ho9e, May 31 4. The report is ei v3 intended for 
tIhe inforr& i on of h United States Agencv for lnternat:ional 
Deve cpe r. ma, t be suitable for or puroe.ud -

Haz em Hassn & Co. 

E:gy pt: 
February 1, 1.995 
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REPORT ON EVENTS SUBSEQUENT TO THE AUDIT PERIOD
 

(1) TDC has substantially completed a draft of policy and
 
procedures manual. This manual addresses most of the
 
recommendations 
on TDC's internal control structure and
 
regulates TDC's procedures. The manual includes: 

a) 	 TDC managernent's philosophy and operating style, and 
the organizational structure. 

b) 	 books of account and subsidiary control records which
 
provide an orderly record of TDC transactions and
 
establish a basis for reporting the financial
 
condition of TDC and the results of its operations.
 

c) 	 procedures for payroll preparation which recognize
the segregarion of duties between the custody of cash 
and the bookkeeping function. 

d) 	 a comprehen;ive accounting system for the Cooperative

Agreement accounts. 

e) 	 comprehensive control procedures concerning payroll
 
and personnel.
 

f) 	 procurement policy and procedures which provide 
assurance 
that purchases are in accordance with the
 
approved budget, necessary for operation, and that 
they are properly authorized and that items 
are
 
chosen :)n - competitive basis-, to get the most 
redsonJbie price. 

2) 	 TDC has implemented the following control procedures to 
enhance controls over USAID/Egypt's funds: 

a) 	 Commencing October 1994, TDC initiated a separate
column in the project ledger for the advances granted
 
to 	 employees. Since that date, TDC has stopped

billing advances to USAID/Egypt.
 

b) 	 Payroll sheets have been retroactively prepared from
 
the inception of the project to date.
 

c) 	 Adequate control procedures over international 
telephone calls and use of vehicles 
have been
 
implemented. 

3) 	On January 15, 1995, KPMG Hazem Hassan (HH) signed a 
contract with USAID/Egypt to conduct financial monitoring 
and auditing of USAID resources managed by TDC. 
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The objectives of this engagement include the following:
 

a) To identify unallowable costs resulting from voucher
 
examinations.
 

b) To provide specific details 
of the unallowable
 
cost(s) such as 
amounts, the Lecipient's voucher
 
number, invoice number, and 
any other pertinent

details to 
facilitate tracking the unallowable costs
 
to the recipient's records and files.
 

C) To specify reason(s) for determining a cost 
unallowable. 

The engagement will cover the quarterly vouchers submitted 
to USAIDiEg-pt during the period from June i, 1994 through
March 14, 1996.
 

The expected result of this 
engagemenL, is the elimination
 
of questionable costs 
in the future.
 

4) TDC has 
made the necessary adjustments regarding advances

which were charged to USAID/Egypt. These adjustments have

been reflected in TDC's accounting books and will be
reflected in the next 
Fiscal Quarterly Report (FQR) to
USAID/Egypt. The follow-up to these adjustments will be
made during our financial monitoring and auditing stated
 
in the aforementioned paragraph.
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T C -EGYPT
 
TRADE DEVELOPMENT CENTER - EGYPT 

Cairo in June 4th, 1995 

Hazem Hassan & Co. 
Cairo- Egjypt 

Dear sirs, 
Re: Trade Development Center 

Audit of Cooperative Agreement 
No. 263-0226-A-0226-A-00-2027-00 
and the Program Income Account 

Referring to the above mentioned subject and to the audit findings, I have the pleasure to 
enclose herewith our final comments prepared on the aforementioned findings. 

Should you need any further clarification, please do not hesitate to contact us. 

Very truly yours, 

Emad A idel Razek
 
Executive Director
 

cc. Tim O'Conor 

P.O.Box 28 Giza 1221 1.Floor 24. Nile Tower Bldg., 21 Giza St.. Giza. Egypt. E-MAIL: TDC @INTOUCH.COM
 
Tel.: (202) 627 006/570 2511/570 2532/43/54/86 Fax.: (202) 623 120/570 2565 Tlx. :93550 USEBC UN
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TDC'S COMMENTS
 
ON 

COOPERATIVE AGREEMENT FUND ACCOUNTABILITY STATEMENT
 
AUDIT FINDINGS
 

Draft Report Reference 1.a) Salaries and Benefits LE 21,441 ($6,400) 
This amount represents a bonus to two employees in excess of the approved budget.
 
Attachment 1, amendment 4, of the cooperative agreement approved a bonus of 8.3 percent
 
of the annual salary paid to each employee. These two employees worked for TDC for a
 
period less than one year while TDC paid them a full year's bonus. Therefore, the
 
excessive bonus is considered to be unapproved.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The payments cited in the draft report as bonuses were in fact
 
termination payments to two employees. In exchange, the two employees
 
tendered letters of resignation. TDC believes that the alternative to
 
the payments would have been legal action against TDC on the part of
 
the terminated employees.
 

During discussions of this finding with the auditors, they stated that
 
termination payments could not be made to employees who resigned; i.
 
e., because TDC obtained letters of resignation (to preclude legal
 
action on the part of the terminated employees) the termination
 
payments were "unsupported."
 

TDC believes that the payments were both reasonable and supported and
 
notes that the payments did not exceed the approved budget line item
 
for salaries and benefits.
 

Draft Report Reference 1. b) Salaries and Benefits LE 22,500 ($ 6,716)
 
This amount represents consultants fees. attachment 1, amendment 4 of the cooperative
 
agreement does not include consultants fees during the period in which this amount was
 
charged to USAID/Egypt. Accordingly the amount is considered unapproved.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

TDC believes that this cost should not be questioned. In a letter
 
dated September 27, 1993, to the TDC Executive Director, the project
 
officer noted that the budget was supposed to include 8 person months
 
for local consultants, that this provision was inadvertently left out
 
of the budget and that USAID/Egypt never intended to eliminate TDC's
 
ability to obtain local consultants.
 

Also, the payments were made to Mr. Mohamed Aziz Salem. He was
 
included, by name, in the original cooperative agreement budget under
 
the line item Salaries with the title "AG. Export Manager." The amount
 
budgeted for year one was LE 36,000. He received payments of LE 22,500
 
during April - December 1992 (year one ended March 15, 1993).
 

The cooperative agreement attachment 4 includes a budget of LE 22,500
 
under Salaries for year one for "Director of Ag". This agrees with the
 
amount actually paid to Mr. Mohamed Aziz Salem.
 

There is no question that USAID/Egypt approved payment to Mr. Mohamed
 



Aziz Salem - he was included in the approved budget by name and LE 
36,000 was budgeted specifically to pay for his services.
 

The audit issue is apparently Mr. Mohamed Aziz Salem's contract with
 
TDC. He was employed under a "consulting contract" rather than an
 
"employment contract." In spite of the type of contract used, TDC
 
believes the payments should not be questioned by the auditors on the
 
basis that the amendment 4 budget does not include consultant fees
 
because a) funds were specifically budgeted for Mr. Mohamed Aziz
 
Salem, b) the payments were made to him for services received in
 
accordance with that specific budget. Although TDC believes that
 
amendment four has no bearing on this finding because the amendment
 
was not effective until after the approved payments took place; TDC
 
notes that the actual payments of LE 22,500 were included in amendment
 
4 under the sub-line item "Director of Ag" in the Salaries portion of
 
the budget.
 

Draft Report Referencel. c) Salaries and Benefits LE 18,000 ($ 5,371)
 
Annual bonuses were paid to TDC employees in excess of the USAID/Egypt's approved
 
budget. Attachment 1, amendment 4 of the cooperative agreement approved annual bonuses
 
of LE 1,990 (S 596) for the period from
March 16, 1992, thrMarch arch 15, 1994. Bonuses paid during that period amounted to LE 

19,990 ($ 5,967). Therefore the amount of LE 18,000 paid in excess is consi !red to be 
unapproved. 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The March 16, 1992 cooperative agreement budget provided for bonuses
 
of LE 26,970 for the first year of the project.
 

The April 20, 1993, amendment 2 to the cooperative agreement budget.
 
provided for bonuses of LE 58,036. This amendment 2 budget was the
 
cooperative agreement budget until March 16, 1994, when amendment 4
 
took effect.
 

Bonuses actually paid during the period were LE 19,900. When this
 
amount was included in the amendment 4 budget, issued September 30,
 
1994, it was shown as LE 1,990. TDC believes the LE 1,990 entry in the
 
amendment 4 budget was an error.
 

Equally important is the fact that amendment 4 was issued after the
 
period in question. Amendment 4 was not the controlling budget during
 
the period these costs were incurred. TDC believes that for the
 
auditors to conclude that TDC must now repay LE 18,000 of legitimately
 
incurred costs to USAID/Egypt because of an apparent error in a
 
document that did not become effective until after the period in
 
question is totally unreasonable.
 

Draft Report Referencel. d) Salaries and Benefits LE 3,929 ($ 1,173) 
Medical insurance was paid in excess of USAID/Egypt's approved budget. Attachment 1, 
amendment 4 of the cooperative agreement approved medical insurance of LE 7,389 
($2,206) for the period from March 16, 1992, through March 15, 1993. Medical insurance
 
charged to USAID/Egypt during the period was LE 11,319 ($ 3,379). Therefore, the amount
 
of LE 3,929 ($ 1,173) paid in excess is considered unapproved.
 

TDC Resoonse TDC requests that this finding be deleted from the 
report.
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In researching documents for TDC's response to this finding, only LE
 
7,389 was found to be charged to USAID/Egypt during the period cited
 
in the audit. After a thorough search of TDC records failed to turn
 
up additional medical insurance payments, TDC requested and obtained
 
the auditors' references for this finding.
 

TDC found that one of the payments cited by the auditors as a medical
 
insurance payment was in fact a payment for building maintenance. Thus
 
the payments charged to USAID/Egypt equal, but do not exceed, the
 
amendment four budget.
 

Equally important, however, is the fact that Amendment 4 was not
 
controlling the budget during the period these costs were incurred.
 
(The budget in the cooperative agreement for the first year of the
 
agreement provided LE 13,600 for medical insurance.) TDC believes that
 
it is totally unreasonable for the auditors to conclude that TDC must
 
repay legitimately incurred costs to USAID/Egypt based on a budget
 
that did not become effective until after the period in which the
 
costs were incurred.
 

Draft Report Reference i. e) Salaries and Benefits LE 2,316 ($ 691) 
Social insurance was paid in excess of USAID's approved budget. Attachment 1, amendment 
4 of the cooperative agreement approved social insurance of LE 25,409 as the employer's 
share in the social insurance for the period from March 16, 1993, to March 15, 1994. 
Social insurance charged to USAID/Egypt during that period was LE 27,725 ($8,276). 
Therefore the amount of LE 2,316 ($691) paid in excess is considered to be unapproved. 

TDC Response TDC requests that this finding be deleted from the 
report.
 

As noted by the auditors, the cooperative agreement budget for social
 
insurance is for the employer's share. The social insurance payments
 
identified by the auditors as charged to USAID/Egypt for the period
 
are the total amount paid during the period and include both the
 
employer's and employees' share of the social insurance. The
 
employer's share was approximately two-thirds of the total payments
 
identified by the auditors and therefor well within the budget.
 

Equally important is the fact that the budget in effect when these 
payments were made included LE 57,024 in the sub-line item for social 
insurance for year two. TDC therefore does not accept the auditors' 
conclusion that the costs are 'unsupported". The fact is that the 
costs are supported by adequate documentation and have the required 
approvals and authorizations. TDC believes that for the auditors to 
conclude TDC must repay legitimately incurred costs to USAID/Egypt 
because of budget revisions in a document that did not become 
effective until after the period in question is totally unreasonable. 

Draft Report Reference 2. a) Other Direct Costs LE 13,554 $ 4,046 
This item represents sales taxes. Article 46, attachment B of the OMB circular A-122
 
stated that "Taxes are not allowable if tax exemption is available." On October 19, 
1992 TDC obtained a letter from the Tax Authority affording TDC exemption from sales 
tax. Although TDC obtained this letter, sales taxes were charged to USAID/Egypt. 
Therefore, this amount is considered to be unallowable. 

TDC Response This item is sales taxes on the telephone bills, airline
 
tickets and one imprest fund item.
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LE 6,830.71, Telephone
 

As stated by the auditors, "Althouqh TDC obtained fa 
letter from the
Tax Authority affordina TDC exemption frcm sales :ax] sales taxes were
charged to USAID/Egypt." This happened because a copy of 
the TDC
exemption was presented to ARENTO, but ARENTO refused to accept it,
insisting on an exemption letter addressed 
specifically to ARENTO.
Action to obtain the specific letter is under way but 
not yet been
 
completed.
 

TDC has prepared schedules of the telephone bills showing the sales
taxes charged to TDC from inception through the last billing (April
1995). TDC will present the documentation to USAID/Egypt and ask that
a letter be issued to the taxing authority requesting recovery of the
taxes. USAID 
has agreed to this procedure. Once this letter is
received by TDC it will be presented uo ARENTO for 
credit against

future telephone charges.
 

Action should be completed prior to the issuance of the final "Blue
 
Cover" audit report.
 

LE 6,484, Airline Tickets
 

The matter of taxes 
on airline tickets 
was also raised by the
USAID/Egypt 
FAST team during a review that preceded this audit. As a
result of the FAST review, TDC was provided a copy of the USAID/Egypt
Contractor Notice 29-93 and a copy of the letter from the GOE Ministry
of Economy and Foreign Trade, Central Department for Foreign Currency
exempting contractor employees working under contracts that are
financed by USAID/Egypt from the 10 percent tax on international air
tickets. From these documents and from discussions with USAID/Egypt's
Office of Project Support, it is TDC's understanding that only
American contractor employees are 
entitled to the 
tax exemption and
that Egyptian Nationals are not exempt and must pay the tax.
 
TDC will again review the airline ticket 
tax issue with USAID/Egypt,
 
and take action to recover these taxes if 
the taxes are recoverable.
 

LE 240, Imprest fund Voucher
 

This amount was 
included in an LE 1,200.90 voucher for the replenishment of the cashier's imprest fund. There 
were 13 cash receipt
vouchers involved. TDC did not attempt, to review this item.
 

Draft Report Reference 2. b) Other Direct Costs LE 30,000 ($8,955)
This amount represents the cost of certain additions to the air conditioner to increaseits capacity. Attachment 1, amendment 4 of the cooperative agreement does not include
capital costs for air conditioners. Therefore this amount is considered to beunapproved.
 

TDC Response TDC requests 
that this finding be deleted from the
 
report.
 

The additions to the air conditioning were part of the refurbishment
 
of the office space.
 

The 
lessor provided peripheral air conditioning units located under
the windows as part of the lease agreement. However, when the interior
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offices were constructed, two additional units and related duct work
required to air condition
were those offices. The installation

conformed to specifications established by the landlord. Note that the
two units are not stand alone equipment, but a part of the building's

air conditioning system.
 

TDC believes that this is a legitimate refurbishment cost, whether or
not specified as 
a sub-line item in the amendment 4 budget.
 

Draft Report Reference 2. c) Other Direct Costs LE 23,397 ($ 6,984)Various expenses were paid on behalf of the US Investment Promotion Office (USIPO)Such expenses should have been paid by USIPO and not by TDC which subsequently charged
them to USAID/Egypt. To assume 
the responsibility of another 
entity, an explicit
approval from USAID/Egypt is required. Therefore this amount is considered unallocable.
 

TDC Response TDC requests that this finding 
be deleted from the
 
report.
 

Various expenses paid by TDC may have been billed to USIPO, but these
 
expenses were not, 
as stated by the auditors, "Paid on behalf of The

US investment Promotion Office 
(USIPO)".
 

According to a schedule provided by the auditors, five payments were
 
included in this finding:
 

May 1992 LE 5738.60
 
May 1992 2991.72
 
May 1992 6402
 
June 1992 6509.42
 
May 1992 1755.00
 

23,396.74
 

LE 5,738 was paid to American Express on check number 329221 for two
air tickets. Payment was made on May 10, 1992. The tickets were issued
 on March 5, 1992 and the statement for the account of USIPO was dated
March 24, 1992. However, the actual travel involved covered the period
March 6 to March 29, 1992, 
to promote trade in Germany. Because the
 purpose of this trip furthered TDC objectives and the activity carried
 over from USIPO after the startup of the cooperative agreement,
 

LE 2991.72 was paid to Xerox Egypt on July 17, 
1992, by check number
329223 for maintenance contracts. 
Two of the contracts are for the
period April 30 to July 30, 
1992. The tird contract is for the period
March 30, 1992 to March 30, 
1993. The entire period of the maintenance
 
is for TDC, not USIPO.
 

One of the Xerox contracts did include a charge in the amount of LE

844.80 for copies made during the period January 30, 1992 to April 30,
1992. Since the meter was not 
read on March 15, 1992, and given the
fact that the first 6000 copies on the meter were free 
and thus
attributable 
to USIPO, TDC believes that 
it is not unreasonable to
allow the total charge for copies to be reimbursed to TDC.
 

LE 6,402 was paid to Egypt Travel Service on May 28, 1992, by check
number 329243 for car rent for the period April 12, 1992, to July 11,
1992. Again, the benefit of this payment 
was clearly received after
 
the startup of the cooperative agreement.
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LE 6,509.42 was paid to ARENTO on June 7, 1992, by check number 329246
 
for international calls during the month of April 1992. 
Again, the
benefit of this payment was clearly received after the startup of the

cooperative agreement. TDC also notes that this item was also included
 
in the LE 263,026 questioned costs 
for personal and international
 
calls - it was double counted as an ineligible cost.
 

LE 1,755 was for 23 petty cash items purchased during the period Marcn
 
23, 1992 to April 14, 1992. The items were paid from the USIPO petty

cash fund because TDC did not have funds until the first USAID advance
 
was received. The petty cash fund was 
reimbursed from the USIPO bank
 account on April 4, 1992, by check number 271356 
to the cashier.
 

On May 4, 1992, TDC reimbursed USIPO by check number 329217 for the
 payment of 
these items. Check number 329217 was 
in the amount of LE
20,243 and included other reimbursed items in addition to the petty

cash in question. Again, the benefit 
of this payment was clearly

received after the startup of the cooperative agreement. TDC believes
 
this finding should be deleted.
 

Draft Report Reference 2. d) Other Direct Costs LE 7,615 ($2,273)
This amount represents rental expenses of part of 24th floor in the Nile Tower for the
period from January 1, 1992, through March 15, 1992. TDC was formed on March 16, 1992,and the approved budget does not 
include pre-operation expenses. Therefore the amount
 
is considered to be unallocable.
 

TDC Response TDC requests 
that this finding be deleted from the
 
report.
 

The lease for the 24th floor was effective November 15, 1992. TDC did
 
not pay rent on the 24th floor for periods before that time.
 

The payment in question was 
check number 382418 dated November 19,
1992, in the amount of LE 31,984.26 for 69 square meters on 
the 16th

floor. The rental rate was 
computed on the LE equivalent of $160 per

year per square meter. The invoice was for the period January 1 -

November 35, 1992.
 

TDC did as stated in the audit report, pay rent for the period January

1, March 15, at the time the organization was called USIPO. TDC

continued to pay rent for the same 
space through November 15, 1992.
 

In exchange for this payment, TDC occupied 
an additional 92 square

meters (in addition to the 69 square meters on which rent was paid)

on the 16th floor rent free during the period March 
15, 1992 to

January 1, 1993, under an agreement that USIPO had with the Egyptian
Businessman's Association. Also, TDC continued 
to occupy the 69
 
meters rent free from November 15, 1992 until January 1993, when TDC

moved tc the refurbished space on the 24th floor. The free rent at the

end of the period nearly offsets the payment at the beginning of the

period (November 15 to January 1 vs January 1 to March 15).
 

The alternative to making the payment in question would have been for
 
TDC seek a new agreement for office space.
 

TDC believes that the rental costs 
incurred by continuing the USIPO
 
agreement were by far the most economical way to provide office space

during the transition 
to the 24th floor. TDC requests that this
 
questioned cost be deleted.
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Draft Report Reference 2. e) Other Direct Costs LE 54,000 ($16,119) 
This amount represents a capital lease contract of a vehicle with the option to 
purchase. The total amount of the contract is LE108,000 ($32,239). Article F.d.,
 
attachment 1 of the cooperative agreement stated that "contracts exceeding $25,000
 
should have prior approval from USAID/Egypt. Based on the aforementioned article,
 
USAID/Egypt's approval is required. Therefore we questioned the lease expenses
 
charged to USAID/Egypt during the audited period as unapproved cost.
 

TDC Response TDC requests that this finding be deleted from the 
report.
 

The costs were questioned because "USAID/Egypt's approval is re
quired." 

TDC has been authorized by the agreement officer to incur costs 
associated with the leasing of vehicles since the agreement was signed 
March 16, 1992.
 

This authorization was reconfirmed in a letter from the agreement 
officer dated May 24, 1995. The reconfirmation applies to all the 
vehicles currently leased by TDC, including the lease questioned by
 
this finding.
 

Draft Report Reference 2. f) Other Direct Costs LE 263,026 ($78,515) 
This amount -epresents personal and international telephone calls. TDC did not maintain 
logs or other records to distinguish between personal and business calls. Although
business calls are allowable under the cooperative agreement, we considered all of the 
amount unallowable because TDC management were unable to prove that all the calls were 
for business purposes.
 

TDC Response TDC requests that this finding be reduced to L.E. 706.
 

The enclosed list represents the outcome of the work of 4 individual
 
TDC staff members who are still working in the office. They are as 
follows:
 

Emad Abdel Razek Executive Director 
Ali Nossrat Director of Sales and Marketing 
Amal El Malla Associate Director RMG 
Ihab Ramzy Financial Manager
 

The list covers the period from March 92 until October 94. The numbers 
listed represents those which looked unfamiliar and could not be 
immediately identified as business, for example the numbers in; Hong
 
Kong, India, Norway, Singapore, Romnia, South Africa, Portugal,
 
Bulgaria,Venezuela, Caribbean, Columbia, Peru and Guatemala.
 

All of these numbers were called and the outcome of the test is as 
follows:
 

- Hong Kong 31 calls costing LE 706 were personal 
- India Two numbers are faxes and the other gave no reply 
- Norway Nordek is an institution which assists in the promotion 
of 

imports from Third World countries. 
- Singapore The number was tried but it is a fax 
- Romania Importers of Egyptian food products were being 

traced. 
- South Africa Discussions were being held with one of TDC's consul

tants who was providing information concerning the ex
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port of Egyptian food products - Portugal aor 
Johnson of NEurowalk was retained by TDC to develop
 
some models for shoes. He had his office and factory
 
in Portugal. 

- Bulgaria These numbers were called but the respondents do not 
speak english. 
- Venezuela, Caribbean, Columbia, Peru & Guatemala Durina 1993 1994, 

TDC received assistance from Israeli experts. They
 
worked on cantaloupe products with Egyptian producers.
 
They were contacting these countries in order to get
 
feed-back on certain varieties of cantaloupe.
 

- Denmark The number was tried but it is a fax.
 

The final determination was that 31 calls totaling LE 706 were in fact
 
personal. Bills will be issued to recover the costs of these calls.
 

TDC installed a logging system effective August 1994. Since that time,
 
as noted by the audit report, "adequate control procedures over the
 
international telephone calls have been implemented."
 

TDC believes that the overwhelming majority of the calls were official
 
and it is unreasonable to find the entiie L.E.263,026 ineligible and
 
repayable to USAID/Egypt.
 

Draft Report Reference 3. a) Capital Cost LE 203 ($61) 
This item represents sales taxes. Article 46, attachment B of the OMB circular A-122 
stated that "Taxes are not allowable if tax exemption was available." On October 19, 
1992, TDC obtained a letter from the Tax Authority affording TDC exemption from sales 
tax. Therefore this amount is considered unallowable. 

TDC Response TDC did not attempt to review this item. TDC will further
 
research this finding and claim the tax (see TDC comments on finding
 
2. a.).
 

Draft Report Reference 3. b) Capital Cost LE 28,000 ($ 8,358)
 
This amount represents the cost of installing telephone lines and other various
 
expenses. All invoices were addressed to the US Investment Promotion Office (USIPO).
 
These expenses should have been paid by USIPO and not by TDC. Invoices related to these
 
expenses should be addressed to TDC in order to allocate the cost to TDC. Therefore,
 
this amount is considered to be unallocable.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The costs were incurred for TDC and not for USIPO. The telephone lines
 
were installed for TDC after TDC started operations. TDC received the
 
services, USIPO did not.
 

TDC notes that the payment was made May 5, 1992. TDC started on March
 
15, 1992. The payment was to ARENTO for the installation of 6 new
 
phone lines. The ARENTO invoices are on file with the TDC voucher.
 

The lines were initially in the name of USIPO. In a letter dated June
 
23, 1992, the MIC instructed ARENTO to change the lines to TDC. The
 
lines are currently in use by TDC.
 

TDC notes that the total expenditure was LE 27,388.90, not LE 28,000
 
as stated in the audit report. The TDC Financial Manager took an LE
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28,000 advance to pay for the lines. He redeposited LE 611.10 to the
 
CID bank account after completing the transaction.
 

Actached are copies of the vouchers, the advance check, the letter
 
from MIC to ARENTO, the deposit slip redepositing the LE 611.10, a
 
summary schedule of the ARENTO payments showing a total of LE27,388.90
 
and copies of the ARENTO invoices totalling LE 27,388.90.
 

Originals of these documents were filed with the vouchers when the
 
transactions took place and are available for examination.
 

Draft Report Reference 3. c) Capital Cost LE 391 ($ 117) 
TDC bought certain samples to be displayed in trade shows. The supplier's invoice was
 
issued in the name of one of TDC's employees rather than the name of the organization.
 
In order to consider this amount adequately supported, a supplier's invoice should be
 
addressed to TDC. Therefore this amount is considered to be unsupported.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

TDC disagrees with the audit conclusion that an invoice addressed to
 
an employee, in and of itself, creates a questioned cost that must be
 
refunded to USAID/Egypt. Especially given the relatively small amount
 
of the transaction. Since the draft report made no mention of
 
deficiencies in the voucher, in the approvals, in the check or other
 
supporting documentation, TDC believes that this transaction is
 
adequately supported and is reasonable, allocable and allowable for
 
reimbursement.
 

Draft Report Reference 3. d) Capital Cost LE 149,593 ($ 44,655)
 
Furniture, leasehold improvement and various expenses were charged to USAID/Egypt. Only
 
informal cash receipts were available. Additionally, total checks of LE 46,018
 
($13,371) were made payable to the TDC financial manager rather than the name of the
 
supplier. In order to consider these amounts as supported costs, three offers, vendor's
 
invoices, goods receiving reports and formal cash receipts are required. Therefore,
 
these amounts are considered to be unsupported.
 

TDC Response TDC requests that this finding be deleted from the 
report. 

The auditors questioned LE 149,593. However, LE 2,000 of the amount
 
questioned was refunded by a vendor in settlement of an advance.
 

The auditors state that only informal'cash receipts were available.
 
Also available were the approved vouchers, copies of checks and
 
receipts showing that the checks had been received. "Formal" receipts
 
were in the file, for a telephone set, kitchen equipment and a lamp
 
for example. There is a formal offer for the provision of office
 
chairs. There are summary statements from vendors showing line item
 
charges, total charges, advances received and amounts due.
 

The auditors included twenty-five check vouchers in this finding. Many
 
of these check vouchers were progress or installment payments as work
 
progressed. The auditors state that these vouchers must be supported
 
by three offers, vendors' invoices, goods receiving reports and formal
 
cash receipts in order to be acceptable for reimbursement by USAID/Eg
ypt.
 

Whether or not these requirements have been met, TDC notes that the D 

9
 

http:27,388.90
http:LE27,388.90


transactions have been independently verified by USAID investigators.
 

The transactions took place.
 

The fact that there was an independent verification by the grantor
 
agency is satisfactory evidence of the transactions.
 

TDC was told during discussions with the auditors, after the draft
 
report was issued, that the finding had been discussed with the USAID
 
investigators and investigative documents were reviewed. The auditors
 
said that as a result of these contacts with the investigators the
 
"existence" of the costs had been verified; and as a result, the
 
finding had been revised to question the entire amount as unsupported
 
because the "reasonableness" of the transactions could not be verified
 
by the auditors.
 

Irrespective of the imperfections in the past procurement process, TDC
 
believes that the instant transactions have been meticulously reviewed
 
after the fact and found to be eligible for reimbursement.
 
TDC acknowledges the audit findings in the internal control section
 
of the draft report with respect to procurement procedures. As noted
 
in the audit report section on events subsequent to the audit, the
 
policy and procedures manual currently being developed addresses these
 
issues.
 

Draft Report Reference 4. a) Technical Assistance LE 9,500 (Equ.$2,836)+$1,487=$4
,323
 
Fees for a lawyer were charged to USAID/Egypt. Item d., article 34, attachment b of the
 
OMB circular a-122 stated that "legal fees are unallowable unless otherwise provided

for in the award". The USAID/Egypt approved budget. did not include this type of 
expenditure. USAID/Egypt's approval is requir.d for these fees, therefore, this amount 
is considered to be unallowable. 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

As noted in the audit report, TDC was required by the cooperative 
agreement to establish itself as a legal entity. Legal advice was 
needed in order to initiate this process. TDC believes that a 
precedent for financing legal fees was thus provided for in the award. 

The fees in question were incurred 'to defend an employee lawsuit
 
inherited from USIPO, assistance in obtaining the resignation of
 
another employee, and assistance in oplning a tax file.
 

Draft Report Reference 4. b) Technical Assistance $5, 900 
This amount represents the cost of a feasibility study for the establishment of a fruit
 
and vegetable packing station in Egypt and the cost of evaluation of another
 
feasibility study for a pharmaceutical company. Conducting feasibility studies is not
 
included in the project papers or the cooperative agreement. USAID/Egypt's approval is
 
required for this work. Therefore this amount is considered to be unapproved.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The questioned activities directly contribute TDC's mission and are
 
fully supported by USAID/Egypt.
 

One of TDC's major promotion areas is fresh fruits and vegetables. The
 
study on the packing station was done to determine feasibility of
 

10
 



setting up a facility for small producers that would meet internation
al standards.
 

The pharmaceutical study was requested by the company and by MIC.
 

Draft Report Reference 5. a) Promotion Materials LE 1,882 ($562)
 
Costs of participation in the Nairobi exhibition were charged to USAID/Egypt. The
 
objective of the cooperative agreement is to promote Egyptian exports in Europe and the
 
Middle East. Nairobi is not within the area stated in the agreement. Because this
 
exhibition was not approved by USAID/Egypt, this amount is considered unapproved.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The Board approved participation in the Nairobi Exhibition. The
 
USAID/Egypt TI/FI Assistant Director attended the board meeting and
 
did not disapprove of TDC's participation.
 

TDC believes therefore that USAID/Egypt implicitly approved this
 
participation.
 

Draft Reoort Reference 5. b) Promotion Materials LE 7,591 ($2,266) 
Various expenses were charged to USAID/Egypt but lacKed adequate supporting documenta
tion. The oily description mentioned in the documents is "Expenses related to TDC 
function". Desci .ption as "Expenses related to TDC function" is not adequate to support 
the cost. Therefore this amount is considered to be unsupported. 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

As noted by the auditors, TDC has supporting documents for the
 
functions in question. The auditors noted that invoices were available
 
but the only description was TDC function.
 

In addition to invoices, TDC has correspondence, agendas, invitations
 
and other documents of the purpose and details of many of the charges
 
questioned by the auditors on file. TDC believes these other documents
 
provide the descriptions sought by the auditors.
 

TDC believes these costs are adequately supported.
 

Draft Report Reference s. c) Promotion Materials LE 5,000 ($1,492)
 
This item represents payment to the Management Engineering Society as support for the
 
seminar of Privatization and Management. Under OMB circular A-122, donation is not
 
allowable. Because the available supporting documents explicitly stated that this
 
amount was to support the seminar and not to attend the seminar, this amount is 
considered to be unallowable.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The EED Project Paper and subsequent Cooperative Agreements oblige TDC
 
to promote exports to Europe and the Middle East. The purpose of TDC
 
participating in the cost sharing of the Management Engineering
 
Society seminar, as noted in their letter, was to promote and increase
 
Egyptian exports. As well as promoting the idea of exporting the
 
seminar also focused on improving the quality of products for export.
 
The seminar was under the patronage of Dr. Atef Ebeid, the Minister
 
of Public Works in Egypt. This minister is a strong proponent of
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export development in Egypt having responsibility for, among other
 
things, privatization and the ISO 9000 Program. He is also a strong
 
supporter of TDC's activities and encouraged TDC participation in the
 
seminar.
 

This cost was allocated to Promotional Material while in fact it is
 
best classified as Seminars. TDC's budget clearly allows for financing
 
seminars. There is no requirement for TDC to pay the whole cost of a
 
seminar. In fact, if it can save money through others participating
 
in the event, and achieve the same effect, it is a more prudent course
 
of action. This still remains true even if the other party takes the
 
responsibility of collecting TDC's portion of the cost and settling
 
the bill. OMB Circular A-122 clearly does not preclude TDC from
 
exercising good business practice in reducing it's cost exposure.
 

Draft Report Reference 6. a) Trade Shows $15,838 
This amount represents value added tax (VAT) charged on the rental costs and other 
expenses incurred during the exhibition. Article 46, attachment B of the OMB circular 
A-122 stated that "Taxes are not allowable if tax exemption was available". VAT is 
refundable and should not have been charged to USAID/Egypt. Therefore this amount is 
considered to be unallowable. 

TDC Response TDC has identified the VAT payments and is in the process
 
of submitting the original documents to obtain refunds.
 

Draft Reoort Reference 6. b) Trade Shows $65,626
 
Various expenses were incurred during exhibitions and the supporting documents are not
 
available. This finding is attributable to the fact that the control over the filing
 
system is not adequate. All amounts charged to USAID/Egypt should be supported by
 
adequate documents. Therefore this amount is considered to be unsupported.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The amounts involved are:
 

Interstoff Exhibition $27,000
 
Cibus Participation Fee 4,378
 
Koln Messe stand/equipment rental 12,665
 
SIAL exhibition, Exec. Dir. travel 2,645
 
Vouchers are misplaced 18,938
 

$65,626
 

$ 27,400 was construction fees for the Interstoff exhibition, April
 
6-8, 1994. The expenditure was for the construction and decoration of
 
three stands for the exhibition. Supporting documents available
 
include:
 

A budget for the exhibition.
 

Deko Bau Sud quotation, 4/4/94 $26,242 (DM 43,300)
 
Mess Montage Service quotation 4/4/94 $37,921.21 (DM 52,670)
 
Kanya Egypt 3/25/94 quotation $27,400
 

The Kanya quotation is in English and includes a detailed list
 
of what is to be provided.
 

An invoice from Kanya dated 4/20/94 in the amount of $27,400,
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including 15 percent VAT.
 

An analysis dated 5/18/94 of the three offers and a recommenda
tion from the TDC Export Promotion Coordinator that the Kanya 
offer be accepted. (After the fact, but it is justification for 
choosing Kanal - and the offers were received before the show.) 

A memorandum dated 5/18/94 from the Export Promotion Coordinator
 
requesting, and receiving, EXD and Sales and Marketing Director
 
approval to issue a check in the amount of $27,400 to The Kanal
 
Egypt General Manager.
 

A copy of the May 19, 1994 check to the General Manager of Kanya,
 
with the general manager's signature signing for the check.
 

TDC believes this amount is adequately supported.
 

$4,378.19 was the fee for participation in the Cibus exhibition.
 
Supporting documents for this payment include:
 

The exhibitor's copy of the invoice.
 
A statement showing hot TDC's particulars will appear in the
 
exhibition catalog.
 
A copy of the check issued in payment of the invoice.
 

TDC believes this amount is adequately supported.
 

$12,665 was for stand and equipment rental at the Koln Messe exhibi
tion. Supporting documents for this exhibition include:
 

Photocopies of the invoices from Koln-Messe. TDC notes that the
 
invoices are faxes and that these faxes are dated 23 January 93
 
for the rental and equippinq of stands at an exhibition that took
 
place on 5-7 February. Advance payment was required.
 
A copy of the CIB DM check dated 26 January 1993 issued in
 

payment of the invoices.
 

A copy of TDC's check transmittal letter dated 27 January 1993.
 

The shipper's copy of the international airbill for the check.
 

The transactions took place in advance of the exhibition. TDC attended
 
the exhibition. TDC notes that the invoices required advance payment
 
and that the invoices were "contemporary valid as order confirmation".
 

TDC believes this amount is adequately supported.
 

$2,645 was for a TDC function and other expenses at the SIAL exhibi
tion. Supporting documents for this exhibition include:
 

A signed statement by the TDC Executive Director that two
 
invoices (FF 1,000 and FF 2,134.8) had been lost. The US dollar
 
equivalent is $ 633.
 

A faxed invoice in the amount of FF 9,962 from the Intercontinen
tal Hotel - Paris. The US dollar equivalent is $2,012.
 

TDC believes this amount is adequately supported.
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Draft Report Reference 6. c) Trade Shows $37,766
 
This amount represents the costs of participation in the Nairobi and Dubai exhibitions.
 
The objective of the project is to promote exports in the Middle East and Europe. These
 
two exhibitions do not fall within the area stated in the agreement. USAID/Egypt's
 
approval is required. Therefore, this amount is considered to be unapproved.
 

TDC Response TDC requests that this finding be deleted from the 
report.
 

$19,266 was for the Nairobi exhibition. The Board approved participa
tion in the Nairobi Exhibition. The USAID/Egypt TI/FI Assistant
 
Director attended the board meeting and did not disapprove of TDC's
 
participation. TDC believes therefore that USAID/Egyp implicitly
 
approved this participation.
 

$18,500 was for the Dubai exhibition. TDC considers Dubai to be part
 
of the Middle East for the purposes of implementing the cooperative
 
agreement.
 

With regard to the Dubai exhibition, TDC notes that payments for the
 
space and exhibition expenses were made in June-July 1992. In
 
September 1992, in a letter to TDC, the Project Officer stated that
 
the work that had already gone into this activity was much appreciated
 
but that no further "exploratory" efforts were to be conducted in the
 
software area. Thus TDC had approval for this exhibition.
 

Draft Report Reference 6. d) Trade Shows $5,300 
Various expenses were charged to USAID/Egypt but lacked adequate supporting documents. 
The only description mentioned in the documents is "expenses related to TDC function".
 
All amounts charged to USAID/Egypt should be supported by adequate
 
documents. Therefore this amount is considered unsupported.
 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

As noted by the auditors, TDC has supporting documents for the
 
functions in question. The auditors noted that invoices were available
 
but the only description was TDC function.
 

In addition to invoices, a TDC trip report and a report from the
 
Egyptian Ambassador to the EEC on the meetings are on file. TDC
 
believes these reports clearly provide the description sought by the
 
auditors.
 

TDC believes these costs are adequately supported.
 

Draft Report Reference 6. e) Trade Shows $3,942 
This amount represents amounts spent on flowers and charged to USAID/Egypt. The 
USAID/Egypt approved budget did not list such expenses. This cost should not be charged 
to USAID/Egypt. Therefore it is considered unallowable. 

TDC Response TDC requests that this finding be deleted from the
 
report.
 

The expenditures are for the leased flowers/plants used in the
 
decoration of the exhibition booths/stands. TDC participation in the
 
trade shows is approved by USAID/Egypt and the individual trade show
 
budgets include setup and decoration of the booths in addition to
 
rental of the space. TDC believes that the decoration of booths with
 
leased flowers/plants is a common practice at these events.
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Given the facts that there is a budget item for trade shows and the
 
fact that USAID/Egypt approves the shows, TDC does not agree with the
 
audit report statement that the USAID/Egypt approved budget did not
 
list such expenses.
 

Draft Reoort Reference 6. h) (Maybe f)) Trade Shows $1,094 
The cost of items lost during exhibitions was charged to USAID/Egypt. The members of 

the staff, in whose care these items had been placed, should have been held responsible 

for payment of the cost of those lost items. This amount should not have been charged
 

to USAID/Egypt. Therefore this amount is considered to be unallowable.
 

TDC Response TDC requests that this finding be deleted from the
 

report.
 

The memorandum requesting reimbursement for lost items is in error.
 

The payment is for rental costs for sound equipment leased for the
 
exhibition. The employee who wrote the memorandum initiating this
 
payment is no longer employed by TDC.
 

Draft Report Reference a) Page 22 $33,427 
TDC incurred various types of expenses in facilitating its operation and achieving 

practice dictates that such expenses
project objectives. However, prudent business 

should be reasonable relative to the size of the activities.
 

TDC Response TDC requests that this finding be deleted from the 
report. 

The total budget for the period amounted to $2.02 million. As a
 

percentage of this, $33,427 amounts to a mere 1.7 percent. This is a
 

small price to pay given all the expenditures did to further program
 

objectives as confirmed by the auditors' statement above.
 

Draft Report Reference b) Page 22 $6,332
 

TDC incurred costs which did not relate to TDC activities
 

TDC Response Questioned cost paid to USIPO by TDC $3,599
 

TDC requests that $2,810 be deleted from the report. This amount
 

represents 9 new telephone lines for TDC and a subscription to a post
 
if the invoice was marked
office box. All of these were for TDC even 


for USIPO. An explanation of the balance of $798 was not provided to
 
the auditors.
 

Questioned cost paid for life insurance premiums. $1,608
 

TDC requests that this amount be deleted from the audit report. TDC
 
pays no life insurance premiums. If the amount was for foreign medical
 
insurance, this was approved by the Project Officer on May 5, 1993.
 
(See letter attached.)
 

$1,125
Questioned fees for personal credit cards. 


TDC requesus that this amount be deleted from the audit report. The
 

fees were paid for corporate cards, not personal cards.
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Draft Report Reference c) Page 23 $20,485 
The amount was spent from PGIA but not supported by adequate documents
 

TDC Response TDC requests that this amount be deleted from the audit
 
report. TDC has the original documents available for inspection.
 
Copies of the documents are attached.
 

INTERNAL CONTROL STRUCTURE
 

Draft Report Reference Page 25, 1. There are deficiencies in TDC's Control 
Environment.
 

TDC Response As a general comment on this finding, and on the entire
 
report on the internal control structure, TDC believes the language

is unduly harsh and moralizing. For example, the finding states in
 
substance that the attitude, awareness and actions of TDC management
 
in general do not comply with project requirements.
 

TDC states, categorically, that management's attitude is to fully
 
support the project objectives, the requirements of the agreement and
 
good business practice. TDC is absolutely committed to the implementa
tion and execution of a well controlled business operation. In fact,

the draft report section on events subsequent to the audit notes that
 
TDC has been responsive to the recommendations in the report and that
 
substantial progress has been made by TDC in addressing the internal
 
control and compliance issues discussed in the draft report. TDC
 
strongly requests that this finding be revised to avoid giving report

readers the impression that TDC lacks the will or commitment to
 
implement this project.
 

The finding goes on to state that the auditors noted "many instances"
 
where incurred costs were charged to line items without regard to
 
USAID/Egypt's regulations or to whether The cost was related to TDC.
 
T:C rejects this statement. TDC knows of no instance where charges
 
were made to budget line items without regard to whether or not the
 
cost was related to TDC. TDC knows of no instance where costs were
 
charged without regard to USAID/Egypt's regulations. TDC strongly
 
requests that this statement be deleted from the report to avoid
 
giving report readers the impression that TDC was irresponsible in the
 
management of USAID/Egypt funds.
 

With regard to the specific finding that the executive committee has
 
met only twice since the inception of TDC, although the organizational
 
structure calls for the executive committee to assume overall policy
making, . TDC notes that there were meetings with individual executive 
committee members (who are all volunteers serving without compensa
tion) as needed and that there was frequent telephone contact between 
the Executive Director and individual executive committee members 
during the period covered by the audit. 

Recommendation The audit report notes that a policy and procedures manual is in 
draft and recommends that a) TDC management comply with the policy and procedures

manual after the manual is approved by USAID/Egypt and b) that the manual be changed

to require that the executive committee meet quarterly.
 

TDC will comply with the approved manual. The manual has been modified
 
to provide for annual meetings of the executive committee with more
 
frequent meetings if needed.
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Draft Report Reference Page 26, 2. There are deficiencies pertaining to TDC's 
ability to record, process, summarize and report income generated from USAID 
supported/financed activities. 

TDC Response TDC agrees with the substance of this finding as stated
 
in sections 2.1 and 2.2 and is committed to implementing the recommen
dation. With respect to the specific findings:
 

Item 2.1 of the audit report states that no prenumbered source documents are used such
 
as cash receipts, cash disbursements vouchers and journal vouchers. TDC notes,
 
however, that there were source documents and records - the program
 
income funds were deposited in a bank account, the account bank 
statements were on file, receipts from trade show participants were
 
deposited into the account and disbursements from the account required 
two signatures and were supported by invoices and other documentation. 

TDC will acquire and use prenumbered cash receipts books. With 
regard to disbursements vouchers, the current TDC practice is to 
use the check number on the disbursement voucher and that the 
checks are pre-numbered. With respect to journal vouchers, TDC
 
believes that there will be so few of these, that effective 
control can be achieved by numbering journal vouchers consecu
tively as these vouchers are prepared.
 

Item 2.2 of the audit report states that no project ledger or subsidiaries are
 
maintained.
 

Subsequent to the audit, TDC established a program income ledger
 
and reconstructed the transactions from March 1992. Currently,
 
transactions are recorded as they arise.
 

Recommendation The audit report recommends that TDC establish and implement the
 
accounting records stated in the policy and procedures manual after being approved by
 
USAID/Egypt.
 

TDC will comply with the approved manual.
 

Draft Report Reference Page 27, 3. There is no system for maintaining, monitoring
 
and reconciling advance accounts. In addition, TDC invoices USAID/Egypt for advances
 
made rather than the actual project costs incurred.
 

TDC Response TDC agrees with the substance of this finding, including
 
the statement in the audit report that starting in October 1994,
 
advances transactions are recorded in the project ledgers and that
 
advances are no longer billed to USAID/Egypt. w1ith respect to the
 
specific findings:
 

Item 3.1 of the audit report states that there is no system in place to effectively
 
monitor advances. For example, TDC allows many employees to receive advances without
 
the benefit of adequate records to document and control these advances.
 

TDC notes that, whether or not the records are "adequate," there
 
are procedures in place; employees receiving advances in currency
 
from the imprest fund sign for the advances and the advances are
 
monitored by the cashier. Also, vouchers are prepared for
 
advances by check. Advances by check are now shown as open items
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in the project ledger and reported to USAID/Egypt on the monthly
 
vouchers. In other words there are records to document and
 
control employee advances.
 

Item 3.2 of the audit report states that advances are not reconciled on a timely basis;
 
there are often significant delays in reconciliations of the advances.
 

Since October 1994, the balance of outstanding advances as shown
 
in the project ledger is analyzed and a listing prepared showing
 
the details of the outstanding advances.
 

Item 3.3 of the audit report states that an advance subsidiary ledger is not maintained
 
to ensure proper matching of actual expenses to the appropriate budget line items and
 
to facilitate the follow-up of the outstanding advances balance.
 

TDC's procedure is to match actual expenses to the budget line
 
items at the time advances are liquidated. It is at that time
 
that invoices and other supporting documentation are available
 
from the advancee to categorize and support the expenses. Since
 
Oct-ber 1994, follow-up of outstanding advances is facilitated
 
by information recorded in the project ledger and the periodic
 
detailed listings of outstanding advances.
 

Item 3.4 states that TDC bills advances to USAID/Egypt rather than the actual project
 
costs incurred.
 

As noted in the section of the report on events subsequent to the
 
audit period, since October 1994, TDC no longer bills advances
 
to USAID/Egypt.
 

Recommendation The audit report recommends that: 

a) An advances subsidiary ledger should be maintained and should be reviewed and 
approved by the financial manager.
 

TDC has set up the detailed advances data in t-e project ledger
 
itself.
 

b) Monthly advance totals frcm the project or cash ledger should be compared with the
 
advances subsidiary ledger and differences should be investigated.
 

TDC has so few advances outstanding at any one time, it is
 
practical and effective to list the details in the project ledger
 
as notes to the control account: This is being done.
 

c) Excessive advance balances should be refunded promptly to TDC and additional
 
advances should not be granted without performing reconciliations of prior advances.
 

Should advance balances become excessive, TDC will arrange for
 
prompt refunds. TDC will consider advances outstanding in
 
determining the timing and amount of additional advances.
 

Draft Reoort Reference Page 28, 4. segregation of duties between the custody of 
cash and the bookkeeping function is lacking. 

IDC Response Prior to the approval of the new structure by USAID in
 
January 1995, TDC had limited accounting personnel. In such situations
 
it is not uncommon in the private sector for the same individual to
 
handle, what would otherwise be, dispirit functions.
 

Given the approval of the new organization structure TDC has already
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filled the new 
posts in the accounting structure 
and is therefore

segregating the functions of 
authorizing transactions, recording

transactions, and maintaining custody of assets as recommended by the
 
audit.
 

Recommendation The audit also made the recommendation tnat since the manual includes
the position of Personnel and Administrative Manager, preparation of 
the payroll be
assigned to the 
 Personnel and Administrative Manager rather the
than Accoun
tant/Financial Controller.
 

TDC believes that to consolidate custody of the personnel records and
preparation of the payroll would in to
effect allow one individual 

control who gets paid what amount without benefit of internal check.
TDC believes 
that payroll should be prepared by the accounting

department based on information from the personnel department along

with approved time and attendance records.
 

Draft Report Reference Page 29, 5. The control procedures over cash are 
inadequate.
 

TDC Response TDC agrees that cash transactions are the type of
transactions that are significant 
to the financial statements. With
 
respect to the specific findings:
 

5.1 The audit report states that bank reconciliation procedures are not adequate and
reconciliations are not prepared in a timely manner. Additionally there is 
no evidence
of review or approval of bank reconciliations. 
Improper bank account reconciliation
procedures offer the opportunity for an irregularity to occur and be concealed.
 

As noted 
by the audit report, the TDC Cashier/Administrative

Secretary reconciles the bank 
statements and the Financial
 
Controller reviews them.
 

5.2 The audit report states that controls over the supply of 
unused checks are not
adequate 
and there is easy access to stocks 
of new checks which are vulnerable
 
documents.
 

TDC's unused checks are locked 
up. Regarding access to 
new
checks, the procedure is a) the Financial Controller requests a
specific quantity; e. g., "Four books of 
50 blank checks", on a
form issued by the bank for that purpose; and b) the bank has TDC

approval to give the check stock to 
one TDC messenger who is
authorized to receive the checks: The messenger returns the blank

checks to the 
Financial Controller and the 
supply of checks is
locked up. TDC believes that 
the check stock is adequately
 
controlled.
 

5.3 
The audit report states that control procedures over guarantee checks are grossly
inadequate. TDC receives checks from its clients as 
guarantees of good faith when the
clients make reservations to participate in international exhibitions. We noted that:
 

There is no register maintained for recording the receipt and details of these checks.
 

Many checks were filed with the supporting documents instead of being kept in a safe.
 

No individual was assigned the 
responsibility of receiving and 
safeguarding these
 
checks.
 

TDC notes that there are currently no guarantee checks on hand.

The control of these instruments has been the subject of much
internal TDC discussion. TDC will 
set up a register for the
receipt and disposition of the checks and lock them 
up when
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received. A separate prenumbered cash receipts book will be used
 
by the Cashier to receive guarantee checks. As an added precau
tion, TDC is considering a requirement that the checks be post
dated to the first day of the exhibition; i. e., the date that
 
a check could be cashed if the exhibitor did not participate in
 
the exhibition. This decision has not yet been taken.
 

Recommendation The audit 
report recommends that detailed procedures for preparing

bank reconciliations be incorporated in the manual and approval of b.nk reconciliations
 
be assigned to a responsible officer who is independent of all cash processing and
 
recording activities.
 

Copies of the April 1995 reconciliations are attached showing the
 
procedures, preparers and approvers.
 

Recommendation The audit report also recommends that control procedures over unused
 
checks and guarantee checks, 
such as keeping checks in a locked safe, maintaining a

register for guarantee checks and assigning custodial accountability to the responsible

individual be incorporated in the manual.
 

TDC will include procedures in the manual.
 

Draft Report Reference Page 30, 6. The accounting system for the cooperative 
agreement accounts is not adequate.
 

TDC Response With respect to the specific findings:
 

Item 6.1 of the report states that budget amendments are not reflected in the project

ledger or billings submitted to USAID/Egypt. As a result, comparison 
between
 
accumulating actual expenditures and the budget is impaired.
 

TDC notes that no budget line item has ever been overspent. Each
 
expense voucher submitted to USAID/Egypt shows the cumulative
 
expenditures and the budget by line item. Budget amendments are
 
reflected in the billings when the funding changes become
 
effective; i. e., when cooperative agreement amendments become
 
effective. Thus expenditures are compared and reported to
 
USAID/Egypt on a monthly basis.
 

Item 6.2 of the audit report states that the project ledger does not include budgetary

sub-line items. Accordingly, accumulation and presentation of expenditures incurred,
 
on the sub-line item level, are seriously impaired.
 

TDC notes that the project ledger accumulates expenditures at the
 
line item level and that this information is adequate to prepare

and support the expenditure vouchers submitted to USAID/Egypt.

The policy and procedures manual includes a chart of accounts to
 
classify and summarize TDC's transactions. TDC believes that
 
recording sub-line item budgets and expenditures in the project

ledger would be unduly cumbersome and redundant.
 

Item 6.3 of the audit report states that the petty cash register is not maintained and
 
prenumbered forms are not used to control petty cash transactions.
 

TDC uses an imprest fund to make small currency and coin
 
payments. The paid invoices, advance receipts 
signed by TDC
 
employees and replenishment vouchers in transit; along with
 
currency, coins and checks must equal the amount of the fund. In
 
this situation, TDC sees little value in using prenumbered forms.
 
Subsequent to the audit, TDC set up a register to make it easier
 
to process replenishment vouchers.
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Recommendation The audit 
report recommended that control procedures, 
to ensure
 
conformity with USAID/Egypt's approved budget and the maintenance of a project ledger,
be added to the policy and procedures manual. Additionally TDC should record the most
recent budget 
amendment in the billings submitted to USAID/Egypt.
 

TDC will add procedures to the manual for keeping the project ledger.

TDC will record the most recent 
budget amendment figures in the
 
billings submitted to USAID/Egypt.
 

Draft Report Reference Page 31, 
7. The control procedures concerning payroll and
 
personnel are not adequate.
 

TDC Response The audit 
report noted that salaries and benefits costs represent

approximately one third of total expenditures 
incurred during the audited period.
Therefore the design and effectiveness of the control procedures over this area should
be closely scrutinized by TDC management. However, during the audit, the auditors noted
the following weaknesses relating to management's ability to identify, quantify and
 
control salaries and wages.
 

TDC agrees that salaries and benefits represent about one third of the

expenditures audited. With respect 
to the weaknesses relating to

management's ability, TDC has the following comments on the specific
 
findings:
 

Item 7.1 of 
the audit report states that no formal hiring process exists.
 

TDC has a process. Openings are advertised, resumes are evaluat
ed, candidates are interviewed and from the process, 
the best
 
candidate is selected.
 

Item 7.2 of the audit report states that time and attendance records are not complete,
and no review is made nor approval given before remuneration is made. This breakdown
in the internal control structure may allow employees to be paid for time not worked.
 

TDC notes that, effective August 1994, employees sign in and out
 
on a daily basis and that time sheets are maintained.
 

Item 7.3 of the audit report states that no comprehensive payroll sheets are prepared
before disbursals are made. This maximizes the risk that an employee may be paid twice
for the 
same effort or that payment may not be in accordance with approved salary

rates.
 

TDC notes that subsequent to the audit field work, comprehensive

payrolls were retroactively prepared from the inception of the

project and that pay is now based on the payroll. TDC started as
 
a small organization and is still relatively small in terms of

number of personnel. TDC knows of no instance where an employee

was 
paid twice or payments were not in accordance with approved
 
salaries.
 

Item 7.4 of the audit report states that no personnel policy exists to regulate annual
increases, bonuses, and staff loans and advances. For example, the auditors noted that:
a) annual increases are assessed without the benefit of a documented evaluation process
or the support of prescribed criteria, b) employee advances are 
not reconciled on a
timely basis, c) outstanding advances are not liquidated prior to the issuance of new
advances; d) certain employees are paid salaries but do not have valid contracts with
TDC and e) no salary pay slips are used as 
evidence that employees have received their
 
salaries.
 

TDC does annual appraisals as the basis for determining annual

salary adjustments. There are criteria. TDC's current policy is
 
no salary advances to employees. Travel and procurement advances
 
are monitored through the advances column in the project ledger
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and monthly analysis of outstanding advances. All TDC employees

have valid contracts with TDC. Employees' salaries are deposited

directly into their accounts by TDC's 
bank and pay slips are

issued. Therefore, in addition to the pay slips, 
there is
 
independent verification that salary has been paid.
 

As noted in the audit report, payrolls have been prepared retroactive
ly and all the payroll and personnel items included in the 
audit
 
report have been addressed by the policy and procedures manual.
 

Recommendation The audit report recommended that TDC comply with 
:he policy and
 
procedures manual after it has been approved by USAID/Egypt.
 

TDC will comply with the recommendation.
 

Draft Report Reference Page 32, 8. The control procedures over procurements and 
safeguarding of fixed assets are 
not adequate.
 

TDC Response The audit report states that during 
the audit, the

auditors noted the following 
weaknesses relating to procurement

procedures and the safeguarding of fixed assets:
 

Item 8.1 of the audit report states that no procurement policy is applied. For example,
there are no regulations to ensure that TDC obtains competitive bids for items, priced
at more than certain specified amounts, or that it chooses the best possible prices for
items not subject to competitive bidding requirements, by using approved vendor lists
and supply items catalogs. Because of this, the risk exists that TDC may procure gocds
and services at prices 
that are not reasonable and competitive. Particularly the
auditors 
noted that no sound procurement procedures were applied for procuring

computers and leasehold improvements.
 

While there is always room for improvement, TDC notes that the
 
computer procurement was approved by USAID/Egypt. The leasehold
 
improvements were also investigated by AID and as noted by the

auditors the amounts expended were verified by the investigators.
 

Item 8.2 of the audit report states that no procedures were followed to ensure that the
purchase of unnecessary or duplicate items could not occur. Lack of such procedures may

cause TDC to purchase redundant items.
 

While TDC did not have in place a system of multi-part requisi
tion forms, 
formally reviewed and approved by management, TDC

does note that 
it was a very small organization in terms of

personnel during the period covered by the audit and knows of no
 
instance where unnecessary, duplicate and/or redundant items were
 
procured.
 

Item 8.3 of the audit report notes that purchasing functions are not assigned to a
particular employee or department. Many employees may make purchases on behalf of TDC.
Furthermore checks are made payable to the employee who carried out the transactions.
This may lead TDC to lose control over regular business transactions and the way may

be clear for the processing of unauthorized transactions.
 

TDC knows of no instance where TDC has lost control over regular

business transactions and no 
instance where an unauthorized
 
transaction has been processed. However, TDC is aware of the
 
importance of sound procurement procedures as evidenced by the
 
procurement requirements of the operations manual and TDC is
 
committed to following sound procurement procedures.
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Item 8.4 of the audit report states that assets are not 
insured, detailed property

records are not maintained and physical counts of assets are not performed in a routine
 
manner.
 

As noted by the report, TDC has made a count of physical assets
 
and a detai-ed list has been prepared. The next step is to
 
incorporate these assets into the accountin records including

the general ledger and subsidiary property records. TDC will also
 
initiate competitive procurement actions to arrange for reason
able insurance coverage.
 

The audit report noted that subsequent to the audit period, a physical

count of assets 
was made and the policy and procedures manual was
 
provided.
 

Recommendation The audit report recommended that TDC comply with the policy and
 
procedures manual after it is approved by USAID/Egypt and compare the property list
with the capital costs 
line item which was charged to USAID/Egypt.
 

TDC will comply with the recommendation.
 

Draft Report Reference Page 34, 9. The control over the 
filing system is not
 
adequate.
 

TDC Restonse The audit report states 
that during the audit the auditors noted that
 
TDC staff were unable to locate numerous documents. A sound internal control 
system
requires that all significant events and transactions be clearly documented and

available for examination. The auditors believe that TDC's inability to locat. 
certain
documents is attributable to inadequate controls over the storage of 
documents and

inadequate assignment of responsible staff for maintaining complete 
and organized

files.
 

The report goes on 
to state that as a result documents supporting approximately

$138,000 of total cost incurred during the period could not be 
located.
 

TDC notes that the auditors questioned $65,626 of Trade Shows costs
 
as unsupported due to 
the filing system. TDC believes that the files
 
support $46,688 of these costs. Copies of the supporting documents are
 
submitted to the auditors in TDC's response to the monetary findings.

The documents supporting $18,938 could not be located by TDC subse
quent to the audit.
 

Recommendation The 
audit report r-commends that TDC comply with the policy and
procedures manual after it has been approved by USAID/Egypt and also recommends thatTDC use a filing system that j-, documented, sufficiently controlled, and tracksdocuments or files throughout the transaction process, and further recommends that the
accounting system should not 
record any payment that is not supported by adequate

documents or does not have the necessary approvals.
 

TDC recognizes the importance of the files, will 
comply with the

policy and procedures manual and avoid recording any payment not
 
supported by adequate documents or necessary approvals.
 

Draft Report Reference Page 34, 10. There is no price list or formal policy for
 
regulating TDC client commissions.
 

TDC Response The agreement with USAID is that 
a full policy of self

sustainability be developed during the plan period 1995/96. 
Prior to

this the objective has been to test what the market will bear in terms
 
of cost recoupment. This is being done in the absence in the market
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place of a track record of development projects charging for their
 
services. In fact there have been instances when TDC has been charging
 
for a particular service which was provided free by another project.
 
In other instances there has been no competition.
 

For TDC to fix it's prices to a particular list in this unstructured
 
market would be detrimental to it's ability to negotiate with clients.
 
TDC's general approach to cost recoupment is to maximize cost recovery
 
where possible while treating similar clients/jobs on an equal basis.
 

Draft Report Reference Page 35, 1. The control procedures over international 
telephone calls are inadequate.
 

TDC Response The audit report states that TDC does not maintain logs or other
 
records and that international lines are available to all TDC staff.
 

As stated in the audit report, the auditors noted that, subsequent to
 
the audit period, TDC implemented adequate control procedures over
 
international calls.
 

Draft Report Referenca Page 35, 12. The control procedures over vehicle usage are 
inadequate. 

TDC Response The audit report noted that there were no vehicle logs to distinguish
 
between per.;onal and business use.
 

As noted by the audit report, TDC instituted vehicle logs and a system
 
of charges for non-official usage of vehicles.
 

Draft Report Reference Page 36, 13. There is a lack of control over the payment 
process. 

TDC Response The audit report states that from the auditors' review of supporting
 
documentation, it is not evident if and when an invoice has been paid. Unless paid
 
invoices are marked "paid", the possibility exists that an invoice may be paid more
 
than once, hence depleting the cash assets and indicating a weakness in the internal
 
control system.
 

The audit report also states that TDC's policy and procedures manual control procedures
 
for cash disbursements do not include a method that prevents invoices from being paid
 
twice.
 

Recommendation The audit report recommends that TDC mark all invoices "paid" at the
 
time they are processed for payment.
 

TDC knows of no instance where an invoice had been paid more than once
 
resulting in cash assets being cepleted and internal control weakened
 
because invoices were not marked paid and it was not evident if and
 
when an invoice had been paid.
 

TDC notes that the payment approval process may be weakened if
 
reviewers rely too much on a "paid" mark as opposed to examination of
 
supporting documentation.
 

However, TDC now has a rubber stamp with line items for inserting the
 
date and the check number and invoices are marked paid, including the
 
date and the check number.
 

Draft Report Reference Page 38, 1. TDC has no legal status in Egypt. 
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TDC Response The audit report states that a) TDC was not registered in accordance 
with applicable Egyptian law, b) the cooperative aqreement provides that "TDC shall be 
established as a legal entity within one year following the award of the agreement, 
unless such requirement is waived by the Mission Director in writing" (underlining 
added), c) TDC should have been registered before March 15, 1993, and d) the 
noncompliance is a material violation of both the Cooperative Agreement and Egyptian 
law. 
The audit report notes that TDC receivoj legal advice on November 10, 1992, on 
alternative ways in which TDC could be registered in Egypt, and since that date, TDC
 
has nct taken any action regarding this matter (underlining added).
 

TDC notes that the USAID/Egypt Mission Director approved a waiver of
 
the "separate legal entity" requirement for TDC on December 21, 1992.
 
TDC believes that no further action is necessary at this time.
 

Draft Report Reference Page 38, 2. Instances of noncompliance with the cooperative
 
agreement.
 

TDC Response The audit report states that TDC did not comply with provisions of the 
cooperative agreement regarding the allowability, allocability and reasonableness of 
costs charged to USAID/Egypt and that cost were charges to USAID/Egypt that were 
neither approved nor supported by adequate documents. 

TDC has included in this response to the audit report detailed 
comments on the questioned costs. As shown in the detailed comments,
 
TDC believes that all of the costs questioned by the auditors are
 
eligible and supported under the terms of the cooperative agreement
 
and should be deleted from the report, with the exception of some
 
telephone calls and questioned sales taxes and VAT amounting to less
 
than $20,000.
 

Recommendation The audit report recommends that TDC take necessary corrective 
actions to comply with the cooperative agreement and ensure that all costs billed to. 
USAID/Egypt are within the USAID/Egypt approved budget or have prior approval from
 
USAID/Egypt.
 

TDC believes it is in material compliance with the cooperative
 
agreement. TDC believes that with the exception of the aforementioned
 
tax payments/collections, all costs billed to USAID/Egypt are within
 
the approved budget. However, TDC has in process a policy and
 
procedures manual that addresses many of the concerns expressed by the
 
auditors in other sections of this report.
 

Therefore, TDC believes this recommehdation is redundant and should
 
be deleted from the report. TDC also notes that the language of the
 
recommendation is so unspecific that ft would be difficult to reach
 
agreement on when the recommendation is implemented.
 

Draft Report Reference Page 40, 1. Instance of noncompliance with the applicable
 
regulations and local laws of the Government of Egypt.
 

TDC Response The audit report states that the auditors noted that TDC did not 
withhold taxes on payments for purchases, supplies or services. This non compliance may 
expose TDC to penalties assessed by the Government of Egypt. 

TDC will explore ways to resolve this difficult compliance situation
 
with USAID/Egypt.
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Auditors' Comments
 

General
 

Our comments below address the responses cf TDC's management

relating to those situations where we believe additional
 
clarification is warranted.
 

Our comments follow the sequence of the findings and TDC's
 
responses. Attachments to TDC's responses are not included in
 
Appendix I, because some of them are in Arabic. These
 
attachments are available upon request.
 

Reclassification of Questioned Costs 
Questioned Costs were presented in the draft report as 

ineligible and unsupported costs. Unsupported costs included
 
costs that were not supported by adequate documentation or did
 
not have the required prior approval. For the purpose of
 
segregating the unsupported costs, all unapproved costs were
 
reclassified under the "ineligible, column as unallowable
 
costs.
 

The 	Cooperative AQreement Fund Accountability Statement
 

1. 	 Salaries and Benefits
 

a) 	 TDC's management asserted that this amount represents

termination payments. Termination payments are not
 
included in the USAID/Egypt's applicable budget, and
 
no USAID approval was obtained for this type of
 
payment. Therefore, we still consider this amount to
 
be an unapproved cost. Our position remains the same.
 

b) 	 TDC's management asserted that the consultants' fees
 
were inadvertently left out of the budget. Because
 
the approved budget did not include consultants' fees
 
during the period in which this amount was charged to
 
USAID/Egypt, and the said amount was paid based on 
a
 
consultancy contract, we still consider the amount to
 
be an unapproved cost. Our position remains the same.
 

c) 	 TDC's management asserted that it believes that the
 
annual bonus entry in the amendment No.4 budget was
 
an error and amendment No.4 was niot controlling the
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budget during the period -.1hen These c s-s were 
incurred. Because amendment c.- sateo nrc-;ect 
budget since the inception of Thbe agreemen>, :ind was 
accepted by TDC management, amenciment No.4 budget was 
applied as criteria. Therefore, :nriuali bonu,;es plaid 
in excess of that budget are s.,.:I1 c:-;nsded to be 
unapproved. Cur position remains he :ame. 

d) 	 TDC classified the said amount in the accounting 
books and in the voucher subm-- U-, iDgpt as 
a medical insurance rather than:) ie - ct costs. 
However, based the -'s1crn v :on documents u-ovided 
to us, this finding has been remavec'. 

e) 	 Based on the documents and rfcin unseqently 
provided to us, this finding Ctis neen remo.e, 

2. 	 Other Direct Costs
 

a) 	 TDC's response does not change our position. The said
 
amount is still considered to be unallowable. 

b) 	 TDC's management asserted that "the additions to the 
air conditioning were part of tne refurbishment of 
the office space" 

Item (4) .b. (1), Article 13 of ,2MB Circular No.A-122 
states that "Capital expendit.,res for general purpose 
equipment are unallowable as :, direct: cost except 
with the prior approval of awarding agency" 

Additionally, item (4) .d. of -This *Src ar states 
that 	 "capital expenditures for impr, .nrs to land 
buildings, or equipment which mateiially increase 
their value or useful life are unallowable as a
 
direct cost except with the prior approval of the 
awarding agency.
 

Item(4), Article 13 of OMB C.,ccular ro.A-122 gives
 
the following examples of general purpose equipment: 
office equipment and furnishing, air conditioning,
 
equipment, motor vehicles and automatic data
 
processing equipment.
 

Because the Agreement budget does not include capital
 
costs for air conditioners and because USAID/Egypt
 
approval of such expenses was not obtained, this 
finding is still considered to be unapproved and our
 
position remains the same.
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c) 	 Based on the documents and clarification subsequently
 
provided to us, this finding has been removed.
 

d) 	 We agree with TDC's management that the rental
 
expenses were for part of the 16th floor. However,
 

these expenses were paid before the initiation of the 
Cooperative Agreement and the a-pproved budget does 
not include pre-operating expenses. Therefore, this 
amount is still considered to e uinallocable. our 
position remains the same. 

e) 	 Based on USAID/Egypt's approval, which has been 
provided to us subsequent o :he issuance of the 
draft report, this finding has been iemcved. 

f) 	 TDC's asserted ':-sted themanac ement r-
international calls, which looked l1i1 amiliar and 
could not be immediately identified as business 
calls, and it believes that the majoritv, of the calls 
were official. 

Because this verification was limited to only calls
 
which looked unfamiliar and did not include all
 
international calls, we were unable to satisfy
 
ourselves that the majority of the calls were
 
official as asserted by the management. Therefore,
 
our position remains the same.
 

3. 	 Capital Cost
 

a) 	 Based on TDC's management response, our position
 
remains the same.
 

b) 	 Based on the Incuments and clarification provided to 
us, subseque i. -,othe issuance of the draft report, 
this finding h beenI removed. 

c) 	 Statement No.31 on auditing standards states that "To
 
be competent, evidence must be both valid and
 
relevant". Supportinq documents not addressed ro an
 
organization are considered to be irrelevant.
 
Therefore, our position remains the same.
 

d) 	 This finding has been discussed with the Office of 
Investigations - Cairo Field Office - (RIG/I) - to 
discuss the objectives and scope of work, procedures 
made and evidence obtained by RIG/I. 
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Based on the work performed, either by RIG/I or
 
ourselves, we are not able to assure the
 
reasonableness of the amount charged to USAID/Egypt
 
as a leasehold improvement. Therefore, our position
 
remains the same. However, ".:e reclassified the
 
questioned cost as unreasonable
 

under the "ineligible" column rather than
 

"unsupported" column.
 

4. 	 Technical Assistance
 

a)&b)TDC's management response does not change our
 
position. Therefore, these amounts are still
 
considered to be questioned costs.
 

5. 	 Promotion Materials
 

a) 	 TDC's management asserted that USAID/Egypt's implicit 
approval !'.as obtained. USAID/iy,..pt's e:.:plicit and 
documented approval is required. Therefore, our 
position remains the same. 

b) 	 Documents provided to us with the TDC management
 
response are the same documents that we verified
 
during our audit. These documents are not adequate to
 
support the cost charged to USITD/Egypt. Therefore,
 
our position remains the same.
 

c) 	 Documents and clarification provided to us do not 
change our position which remains the scone. 

6. 	 Trade shows
 

a) 	 Based on TDC's management response, our position
 
remains the same.
 

b) 	 Based on TDC's management response, this finding has
 
been modified as follows:
 

L,)
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Amount as Resolved Remaining 
per the questioned questioned 
draft report cost cost 

Interstaff Exhibition $ 27,000 -- (1) 27,000 

Cibus Participation 
fee 4,378 3,709 (2) 669 (3) 

Koln Mess stand/ 

equipment rental 12,665 11,013 (2) 1,652 (3) 

Sial Exhibition 2,645 -- (1) 2,645 

Vouchers misplaced 18 -- (1) 1,938 

$ 65,626 14,722 50,904 

(1) 	Documents provided to us are not adequate.
 

(2) 	Based on documents, subsequently provided to us, this
 
amount has been removed.
 

(3) 	This amount represents value added tax charged to 
USAID/Egypt. 

Accordingly, the total of questioned costs became $50,904 
which is made up of unsupported costs amounting to $48,593 
and unallowable costs a-tmounting to $.-321 

c) 	 TDC's manacement asserted that U.AiD, Egypt's iplicit 
approval '.as obtained for participation in the 
Nairobi exhibition. However, USATD/Egyp's explicit 
and documented approval is required. Therefore, our
 
position remains the same.
 

The 	 Dubai exhibition was for "Software Development. 
Article TI.B.2.a, Attachment No.2 of the Cooperative
 
Agreement states that "The project shall target
 
assistance to selected group o)f high rotential 
Egyptian procedures to build Egypt's capacity to 
increase exports to Europe and the Middle East in two 
primary sectors: light manufacturing and fruits and 
vegetables". We believe that eDevelopment 
is irrelevant to either the light manufacturing or 
the fruits and vegetables ectors. Therefore, 
USAID/Egypt's approval is required for this 
exhibition. Our position remains the same. 
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d) 	 Documents and clarification, subsequenti, provided to 
us, do not change our positiss. which remains the 
same. 

e) TDC's management asserted that decoration of booths
 
with leased flowers/plants is a common practi-e at
 
these events. However, we still ita
believe such
 
expenses are 	 Pur remains theunallowable. cosition 

same.
 

f) 	 Documents provided to us, hiich are the same
 
documents that we verified during our audit, do not 
change our position. Therefore, this amount is still 
considered to be unallowable.
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Auditor's Comments
 

Program Income Fund Accountability Statement
 

Item a) paqe 23
 

This cost has been questioned based on the type and nature of
 
the expenditures and has no relation to the total budget. Our
 
position remains the same.
 

Item b) page 23
 

related a questioned of..;3, According
This is to cost 2,399. to
 
TDC records, This amount represents the refund to -J3AID;Egypt, 
by a bank draft dated December 22, 1993, of a questioned cost
 
raised during the Non Federal Audit of USIPO. Our position
 
remains the same.
 

Based on documents and clarification subsequently provided to
 
us, the amounts of $1,608 and $1,125 have been removed.
 

Item c) paqe 24 

Documents provided to us do not change our position.
 
Therefore, this amount is still considered to be unsupported.
 

Additionally, paragraph 24, Appendix A of 0MB circular A-Il0 
states that "Program income earned duringo the project period 
should retained by the recipient in accordance .jith the 
federal awarding agency regulations or the terms and
 
conditions of the award". Therefore our position regarding
 
the ineligible costs remains the same.
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Auditors' Comments
 

Internal Control Structure
 

Paae No.27, findinq No.1
 

TDC's management: agreed on our recommendation in spite of the
 
fact that they disagree on the finding. However, our position
 
remains the same.
 

Paqe No.28 and 29, findings No.2 and 3
 

TDC's management agree with the substance of this finding. Our
 
position remains the same.
 

Page No.30 through 38, findings No.4 through 13
 

TDC's management response does not change our position which
 
remains the same.
 

Auditors' Comments
 

Compliance with Laws and Regulations
 

Page No.41, findings No.1 and 2
 

TDC's management response does not change our position which
 
remains the same.
 

Page No.44, finding No.1
 

TDC's management response does not change our position which
 
remains the same.
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UNITED STATES AGENCY for INTERNATIONAL IXEVE!.,i):'L~ 

'I1ll'' 

AiRO, EGYPT 

August 20, 1995
 

M EMO.RAN.D OM 

TO: 	 Louis Mundy, RIG/A/C
 

FROM : 	Shirley Hunter, OD/FM/FA
 

Subject : 	Audit of The Trade Development Center - Egypt (TDC), 

Cooperative Agreement No. 263-0226-A-00-2027-00 and the 

Related Program Income Account. Draft Report Dated July 

19, 1995.
 

Following 	is the Mission response to the subject draft report:
 

Recommendation No. 1:
 

Finding No. (1.b): The Ineligible amount of $6,716 - page No. 14
 

of the audit report.
 

* 	 The amount represents consultants fees not included in the 

USAID approved budget as per amendment No. 4 of the 

Cooperative Agreement. Although the amendment was issued 

subsequent to the payment of the fees, it restated the project 

budget since the inception of the agreement.
 

consultant fees were not specifically stated
* 	 Although the 
under the sub-categories of the "salaries and benefits" line 

item of amendment No. 4, Mission believes that the sub

categories were included for illustrative purpose only, and 

that it was not the intention to prohibit the payments of such 

fees. To document this fact, amendment No. 6 was issued 

approving 	a revised budget which covered the period from the
 

project inception through March 1996 (see copy attached). The
 

revised budget included the main line items only to provide
 

more flexibility to TDC management in determining the types of
 

expenses under each line item.%
 

Based on the above, Mission believes that the amount is considered
 

eligible and requests closure of this part of the recommendation.
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Finding No. (1.c): The Ineligible amount of $5,371 - page No. 12
 
of the audit report.
 

The amount represents annual bonuses paid to TDC employees in
 
excess of the USAID approved budget as per amendment No. 4 of
 
the Cooperative agreement. The amendment approved annual
 
bonuses of $596 while the payments amounted to $5,967.
 

* 	 TDC has responded that the bonuses' expenses incurred ;n the 
Fiscal Year ending March 16, 1994, amounted to LE 19,900. 
Amendment No. 4 was issued subsequent to March 16, 1994 and 
has, erroneously, included a revised budget of LE 1,990 for 
bonuses for the same period. Mission concurs with TDC 
response, and believes that this typographical error is 
confirmed by the fact that the previous approved budgets for 
bonuses actually exceeded the annual average of LE 25,000. 
Accordingly, Mission has taken a corrective action by issuing
 
amendment No. 6, which included consolidated line items and
 
provided sufficient coverage for the questioned amount.
 

Therefore, this amount is now considered eligible and Mission
 
requests closure of this part of the recommendation.
 

Finding No. (4.a): The Iaeligible amount of $4,328 - page No. 18
 
of the audit report.
 

This amount represents legal fees paid by TDC in the absence
 
of budget provision or USAID approval.
 

In his memo dated May 29, 1995, the cognizant USAID Project
 
Officer has responded that the legal fees were necessary for
 
TDC activities to obtain legal assistance and advises
 
regarding an employee dismissal case, and for establishing a
 
tax file. The Project Officer has also confirmed that his
 
verbal approval was given to TDC, at that time, to incur these
 
expenses. Further, attached is an e-mail from LEG, dated June
 
13, 1995, confirming that the Project officer has no problem
 
in retroactively approving such costs.
 

Mission believes that the amount is now considered eligible and
 
requests closure of this part of the recommendation.
 

Based on the above, Mission requests that the $344,007 questioned
 
under recommendation No. 1 be reduced by $16,415. Mission is
 
working with TDC management to resolve the remaining $327,592.
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Recommendation Nos. 2 and 3:
 

Mission worked closely with the auditee to resolve the material
 
internal control weaknesses and non-compliance issues during the
 
discussion paper and draft stages. TDC has assigned a financial
 
consultant to assist in addrpssing the findings, and has taken
 
corrective actions including the issuance of a revised financial
 
and administrative manual (see attached TI/FI memo dated July 25,
 
1995 and TDC letter dated August 2, 1995).
 

Accordingly, Mission requests that reccmmendation Nos. 2 and 3 be
 
resolved. Closure will be requested upon the USAID final
 
assessment of the corrective actions, and the approval of TDC
 
financial and administrative manual.
 

Based on the above, --ission requests the issuance of tha final
 
report.
 

-3
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

-AIRO, EGYPT 

MEMORANDUM
 

TO: Tim O'Connor, TI/FI
 

FROM: Fred K. Kirschstein, TI/FI
 

SUBJECT: Legal Costs of TDC
 

DATE: 5/29/95
 

understand that the auditors may question TDC's expenses

Lncurred for leaal advice. 
As you may know, USAID required in

the Cooperative Agreement that TDC obtain legal status believirg

(erroneously) that TDC had no 
leqal status. This requirement

stemmed from an inability of various government ministries to

deal with organizations created by Presidential decree. 
 The

French legal system, as it is applied in Egypt, allows for the
creation or organizations such as 
TDC through either Presidential
 
Decree, 
laws passed by the People's Assembly, or Ministerial

Decrees. Croanizations created in such a way are 
legal. Egypt,

however, has not mace provisions for IiQw organizations formea

under Ministerial or Presidential dec-iYs will be treated by

other Administrative offices. 
 This fact led to misunderstandirg

within USAID concerning the legal status of TDC.
 

The diiferent hierarchy of law coupled with the underdeveloped

state of Egyptian law related to the private sector including

contract law, trust law, and a variety of other areas (which TDC
by virue of its Jesign had to address) raised a host of 
cuestlons amonast Project Committee members on the basic
 
!ecaiies of TDC'3 activities. __,iven the abscence of law in
 
many o 
these areas, USAID requested on several occasions that

TDCohLtain sare legal advice. (Whether legal advigeg is 
tE same
 as 1egal counsel is detaLbe and I would argue that the intent

of The orohibition on -eaaThzunl was 
not intended for the
 
purposes presently being used by the auditors of TDC). 
 Howevei,

what is not debatable is 
that seeking such advice was a directive
 
to TDC from one USAID office or another.
 

-houc'-out the initial 
three years of TDC, committee members
would require legal advice before agreeing to various activities
 
under discussion at TDC. A few examples will suffice to make the
point. 
 TDC had been advised by USAID contracted technical
 
assistance to join the New Desert Growers with an equity

inves=eant. The purpose of 
this exploratory issue was to find a
legal entity which also had the possibility of creating a self

sustaining organization. 
Making a direct equity investment had
 
never been done before in a USAID project and legal advice was
 

106 Kasr El Aini Street 
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The result of that
critical to avoid audit vulnerabilities. 
 a

episode led to suggestions from TDC's legal counsel 

that 

a better option which again led to
"trust" account might be 


further legal questions. The quest to satisfy the legal
 

structural question required of TDC in the Cooperative Agreement
 

led to a variety of other questions which were directly 
related
 

to TDC's efforts to become a self-sustaining, legal organization
 

under Egyptian law.
 

As for the legal expenses incurred for advice on employee
 

dismissals, it should be noted that Egyptian law makes in 
almost
 

To avoid project delay,
impossible to dismiss an emplcyee. 

significant cost, and other complexities, some USAID projects
 

the employees or pay exorbitant amounts to avoid
 
either retain 


11SIPO's and TDC's approach was more consistent 
with
 

the courts. 

Western management style and saved both tax payer 

dollars and TDC
 

project monies.J To penalize them for this approach 
would be
 

short sighted and inflexible. USAID projects must have the
 

ability to dismiss employees for fraud, unethical behavior, 
or
 

not expend funds cost effectively to
we
c~rAft. To require that 
sit well with the U.S. Congress
ido;miss these employees would not 


or the Office of the Regional Inspector General.
 

the tax file was directly
TDC's expenditures for legal advice on 

It is not the fault of TDC that
legal status.
related to its 


Egypt has made no allowance for how organizations 
formed under
 

Ministerial decrees or Presidential decrees will 
be treated by
 

offices or Ministries. That is a hole in
other Government 

Egypt's legal code which rie.ther USAID or TDC 

had the ability to
 

correct.
 

case of Rafikcertify that in the
Conseauently, this letter will 

filing, I, as the TDC project
Abbar and in the case of the tax 

legal advice in 
officer at that time, verbally approved seeking 

-both of those cases. 



Appendix III
 
Page 6 of 12
 

.UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO, EGYPT 

MEMORANDUM
 

Date: July 25, 1995
 

From: Mona Kaldas, TI/FT
 

To: Mohamed Mounir, FM/FA
 

Subject: Approval of Operations Manual
 
Trade Development Center (TDC)
 
Export Enterprise Development Project
 
No. 263-0226
 

Attached is a copy of the revised draft of the TDC Operations

Manual (Part I). Please let me know if yoy have any comments on
 
this draft. Your approval of this draft is needed for its
 
acceptance by USAID. Thank you.
 

106 Kasr El Aini Street 
Garden City -. 
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Operations Manual
 
for
 

The Trade Development Center
 

Operations Manual 

PART I 

Developedi by
 
Chemonics International
 

Export Enterprises Development Project
 
July 1995
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1 ORIGI NAL 	 Pgedi9Iof1
 

AMENDMENT OF COOPERATIVE AGREEMENT 
 (C) 

Apni 
I
 

PAGE 1 OF 3
 

1. 	COOP AGREEMENT No.: 263-0226-A-00-2027-00
 
2. 	COOP AGREEMENT Effective Date: 03/16/1992
 
3. 	Amendment No.: 06
 
4. 	Effective Date of Amendment : May 31, 1995
 

5. 	Recipient: (Name and Address) 6. Administered By:
 

Egypt U.S. Joint Business Council 	 Office of Contract Services
 
Trade Development Center USAID/Cairo
 
21 Giza St., Flr. 16 Cairo Center Bldg., 10th Flr.
 
Giza, Egypt 106 Kasr El Aini St.,
 

Cairo, Egypt
 

7. 	Fiscal Data: 8. Previous PIO/T's:
 

PIO/T No.: N/A 	 263-0225-3-92032, A.I.,
 
Appropri tion No.: n/a A.2., A.3., A.4., and A.5.
 
Allotment Symbol : n/a
 
Technical Office: TI/FI
 

Amt. Oblig. Prior to this Amendment: $2,193,406 LE6,934,882 
Amt. Oblig. by this Amendment : $ -0- LE -0--
Total Obligated Amount . $2,193,406 LE6,934,406 

9. 	A. The purpose oC this Amendment No. 06 is as stated on the following pa;es.
 

(continued on page two)
 

AID 	TECHNICAL OFFICE: USAID/Egypt, TI/FI
 

10. 	This Amendment is entered into pursuant to the authority of the Foreign
 
Assistance Act of 1961, as amended. Except as herein provided, all term3
 
and conditions of the grant referenced in Block 1 remain unchanged and in
 
full force and effect.
 

11. Recipient is required to sign this document(for acknowledgement) and return 6
 
copies.
 

12. 	RECIPIENT: THE UNITED ATATES OF AMERICA
 
EGYPT-U.S. JOINT BUSINESS COUNCIL AGENCY FOR NTERNATIONAL DEVELOPMENT
 

(
BY: ' '- " BY:BY: ' 	 f,4 

NAME: Ali El Husseini 	 James C. Athanas
 

TITLE: Chairman, Executive Committee TITLE: Agreement Officer
 

DATE: _ _ .. 	 _, DATE : ___.. _,,_.._ " , 	 -/ -.
 

I' 
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CA No.:263-0226-A-00-2027-06
 
Egypt-U.S Joint Business Council/TDC
 
Page Two
 

The purpose of this amendment is to correct errors in the budget as
 

put forth in Amendment number 04 of this Agreement and to implement
 
and
 new guidance regarding award and administration of Grants 


Cooperative Agreements. Therefore the Agreement is modified as
 

follows:
 

I. Attachment 1, Schedule (pg. 2 of 12)
 
D.1 - Cooperative Agreement Budget 

Delete the budget as shown in its entirety and insert in
 

lieu thereof the attached budget shown as Attachment 
la.
 

revisions to this budget

** - The Recipient shall only make in 

accordance with clause of this Agreement entitled revision 
of Grant 

Absent any of the requirements of the clause
 (AgreemenL) budget. 

a request to the Agreement Officer, the recipient


necessitat ing 
 When making

shall have complete flexibility regarding line items. 


(that do not require Agreement Officer
 
revisions to the budget 


for
submitting requests

approval) the Recipient shall, when 


items and
 a budget showing the revised line 

oavments, include 

amounts against which the invoice is submitted.
 

the Agreement

The effective date of this amendment is the date of 


Officer's signature on the face of this document but this budget
 
the period


revision shall apply to programmatic expenditures for 

of this Agreement, unless
until the ex-iration
March 16, 1994 


amended in writing by the Agreement Officer.
 

Ii
 



Attachment la Page 3 

,,ca---.-._..__TDC
BUDGET FOR YEAR 4 (1995/6) AND REMAINING PIPELINE FUNDS 

BUDGET TOTAL YR1-3 BUDGET YR4 PIPELINE FUNDS FUNDS REQUIRED YR4Mar. 92 - Mar. 95 Mar.'95 - Mar. '96 (REMAINING BALANCE) Mar.'95 - Mar. '96 

LE 
 US$ 
 LE 
 US$ 
 US$
SALARIES AND BENEFITS 
LE LE us$1.810,941 0 1,449,634 0 296,923 0 1,152,711OTHER DIRECT COSTS 0

3,412,867 475,391 1,521,750 100,000 1,061,713 252,490
CAPITAL COSTS 460,037 (152,490)

484,585 0 1,232,000 0 56,451 0 1,175,549 0TECHNICAL ASSISTANCE 0
106.240 378,166 50,000 511,000 96,740 163,143 (46,740) 347,857PROM. EVENTSIMATERIALS 452,929 1,339,849 100,000 569,214 289,963 364,143 (189,963)MIS 205,071
667,320 0 602,870 0 602,870 0 0 0 

TOTAL 

6,934,882 2,193,406 4,956,254 1,180,214 2,404,660 779,776 2,551,594 400,438 

TOTALS CONVERTEDTO US$ 2,-,82 2,193,406 1,492,848 1,180,214 724,295 779.776 768,552 400,438 

COMBINED TOTALS L.E. &S$ 
2,673,062 1,504,071 1,168,990
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Tim OConnor@TI.FI@CAIRO
 

Jim Athanas@PROC@CAIRO,Eugene Rauch@PDS.PS@CAIRO
 

Vicki Moore@LEG.AD@CAIRO
)M: 


ject: 

e: 

Feesre: Legal 

Tuesday, June 13, 1995 18:59:41 CAI 

ach: 

tify: Y 

iwarded by: 

Based on the information you provided and
 ry for the delay in responding. 

has no problem
 

t I already know, assuming the cooperative agreement 
-ficer 


h retroactively approving these costs, I would 
-snppQrt_taking that action.
 

sure that TDC understands that approval in advance
 
do, however, need to make 


they are expected
types of expenditures, if 

needed in the future for these 


be financed by USAID. 
Thanks, VM
 

i2
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