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USAID 

UNITED STATES OF AMERICA 

******* AGENCY FOR INTERNATIONAL DEVELOPMENT 
OFFICE OF mE REGIONAL INSPECTOR GENERAUAUDIT 

CA.lRO, EGYPT November 12, 1996 

MEMORANDUM 

TO: DIRECTOR USAID/Egypt, John R. Westley 

FROM: RIG/A/C, Lou Mundy ~~ 
SUBJECT: Financial Audit of the Egyptian Fertility Care Society (USAID/Egypt 

Cooperative Agreement No. 263-0l44-A-00-7035-00) 

The attached report, transmitted on September 30, 1996, by Coopers and Lybrand, 
presents the results of a financial audit of the Egyptian Fertility Care Society (Society) 
as it pertains to USAID/Egypt Cooperative Agreement No. 263-0144-A-00-7035-00 under 
the Population and Family Planning Project (US AID/Egypt Project No. 263-0144). The 
purpose of the agreement was to fund a large scale introductory program of research on 
Norplant subdermal contraceptive implants. 

We engaged Coopers and Lybrand to perform a fmancial audit of the Society's incurred 
expenditures of $177,603 (equivalent to LE587,533) for the period October 1, 1990 
through May 31, 1993. The purpose of the audit was to evaluate the propriety of costs 
incurred during this period. Coopers and Lybrand also evaluated the Society's internal 
controls and compliance with applicable laws, regulations and agreement terms as 
necessary in forming an opinion regarding the Fund Accountability Statement. 

The audit report questions $79,243 (equivalent to LE261,504) in costs billed to 
USAID/Egypt by the Society. The questioned costs related primarily to lack of support 
for salaries, benefits, subcontract, and other expenses. Additionally, the auditors noted 
four material weaknesses in the Society's internal control structure and one material 
instance of noncompliance with applicable laws, regulations and agreement terms. 

In response to the draft report, responsible Society officials provided additional 
explanation to the report fmdings, however, they did not respond to the instance of 
material noncompliance. Coopers and Lybrand reviewed the Society's response to the 
findings but did not make any adjustments to the audit report (see Appendices A and B). 

u.s. Mailing Address 
USAID-RIGIA/C Unit 64902 

APO AE 09839-4902 

Tel. Country Code- (202) 
357-3909 

Fax # (202) 355-4318 

#106 Kasr El Aini St., 
Cairo Center Building, 

Garden City, Cairo, Egypt 
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The following recommendations are included in the Office of the Inspector General t s 
recommendation follow-up system. 

Recommendation No.1: We recommend that USAID/Egypt make a 
management decision on the questioned costs of $79,243 (ineligible costs of 
$5,817 and unsupported costs of $73,426) detailed on pages 10 through 16 
of the Coopers and Lybrand audit report, and recover from the Egyptian 
Fertility Care Society the amounts determined to be unallowable. 

Recommendation No.2: We recommend that USAID/Egypt obtain evidence 
that the Egyptian Fertility Care Society has addressed the material internal 
control weaknesses (lack of support for disbursements to subcontractors, 
improper allocation of common costs, inadequate accounting system, and 
lack of employee timekeeping records) detailed on pages 18 through 21 of 
the Coopers and Lybrand audit report. 

Recommendation No.3: We recommend that USAID/Egypt obtain evidence 
that the Egyptian Fertility Care Society has addressed the material 
noncompliance issue (failure to maintain adequate books and records) 
detailed on page 24 of the Coopers and Lybrand audit report. 

Recommendation No. 1 is open and will be considered to have had a management 
decision upon the Mission t s determination of the amount of recovery; it will be 
considered to have had final action upon the recovery or offset of funds. 

USAID/Egypt requested closure of Recommendation Nos. 2 and 3 since activities were 
completed under the Cooperative Agreement on May 31, 1993 and because the Mission 
has no active direct commitments planned for the Society. USAID/Egypt stated that 
should there be future activities with the Society, the Mission will ensure that the 
deficiencies identified are corrected by the Society prior to funding. Based on the 
Mission's management decision and final action, Recommendation Nos, 2 and 3 are 
closed upon issuance of this report. 

Please advise this office within 30 days of any action planned or taken to close 
Recommendation No.1. Thank you for the cooperation and assistance extended to the 
audit staff on this engagement and your continued support of the financial audit program 
in Egypt. 

Attachment: als 
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September 30, 1996 

Mr. Lou Mundy 

Coopers & Lybrand Egypt 

a professional services firm 

Regional Inspector General 
for Audit/Cairo 

United States Agency for 
International Development 

Dear Mr. Mundy: 

Tiba 2000 Center 
Rabaa EI-Adaweya 
Nasr City 
Cairo - 11371 

tel: 
fax: 

2608500 
2613204 

This report presents the results of our financial-related audit of United States Agency 
for International Development Mission to Egypt ("USAID/Egypt") resources provided 
through cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 
project and managed by the Egyptian Fertility Care Society ("EFCS") under 
USAID/Egypt's Population and Family Planning Project ("PFPP"), grant agreement 
number 263-0144, during the period from October 1, 1990 through May 31, 1993. 

Background 

The grant from USAID/Egypt to the Arab Republic of Egypt for the PFPP originated on 
June 30, 1983 with the objective of reducing the rate of Egyptian population growth 
in accordance with the Population and Family Planning Policy of the Government of 
Egypt ("GOE") as outlined in the "National Strategy Framework for Population, Human 
Resource Development and the Family Planning Program." The PFPP's primary 
purpose was to assist in strengthening further nationwide family planning systems in 
order to deliver effective contraceptive services to increasing numbers of married 
couples; specifically, to include private and public sector service delivery systems, 
training programs, community population development programs, measurement and 
analysis activities, and efforts to make people at all levels of society aware, informed 
pnd motivated to limit family size through a comprehensive information, education and 
communication program. 

The responsibilities for the grant agreement's activities were assigned to several 
USAID/Egypt-sponsored population projects, one of which was the National Population 
Council ("NPC"). NPC's responsibilities under the grant agreement included population 
research. NPC's plan for fulfilling the research requirements of the grant agreement 
necessitated that a large scale introductory program of research on Norplant 
subdermal contraceptive implants be completed. NPC searched for an organization 
that would be uniquely qualified to perform such research which was EFCS. EFCS 
was delegated the research responsibilities as agreed upon in the cooperative 
agreement number 263-0144-A-00-7035-00. Established in 1974 as an affiliate of 
the Egyptian Medical Association, the EFCS's mission was to mobilize research 
resources of the medical profession toward improving the status of women's health in 
Egypt. The EFCS conducted the introductory program of research on Norplant under 
two phases, Norplant-l and 2. Norplant-l consisted to activities related primarily to 
training for the insertion of the Norplant, clinical trials, the cohort study, and 
acceptability studies. Norplant-2 consisted of activities related primarily to training for 
removal of the Norplants and a continuation of the acceptability studies conducted in 

Coopers & Lybrand Egypt is a member of Coopers & Lybrand International, a limited liability association incorporated in Switzerland. 
1 
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Norplant-1. The EFCS's aim under the two phases was to provide guidance and 
education to physicians and deregulatory agencies regarding Norplant's introduction 
into Egypt and its acceptance in various sectors of the Egyptian society. 

Funding and management guidance was provided to EFCS for the Norplant projects 
through the cooperative agreement and its amendments beginning April 1, 1987 
through May 31, 1993. 

Audit objectives and scope 

The objective of this engagement was to perform a financial-related audit of 
USAID/Egypt resources provided through cooperative agreement number 263-0144-A-
00-7035-00 for the Norplant-2 project managed by the EFCS under the PFPP, grant 
agreement number 263-0144, during the period from October 1, 1990 through May 
31,1993. 

Specific objectives were to: 

1 . express an opinion on whether the fund accountability statement for EFCS 
related to the cooperative agreement number 263-0144-A-00-7035-00 for the 
Norplant-2 project presents fairly, in all material respects, project revenues 
received and costs incurred during the period under audit in conformity with 
applicable accouriting principles; 

2. determine if the project costs reported as incurred by EFCS related to 
cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 
project during the period under audit are allowable, allocable, and reasonable in 
accordance with agreement terms and applicable laws and regulations; 

3. evaluate and obtain a sufficient understanding of EFCS's internal control 
structure, assess control risk, and identify reportable conditions, including 
material internal control weaknesses; 

4. perform tests to determine whether EFCS is in compliance, in all material 
respects, with agreement terms and applicable laws and regulations; and 

5. determine if EFCS has taken corrective action on prior audit report 
recommendations. 

Preliminary planning and review procedures began in March, 1996 and consisted of 
discussions with personnel from the Office of the Regional Inspector General for Audit 
in Cairo ("RIG/A/C") and EFCS, and a review of the PFPP grant agreement and the 
cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 project. 
Audit fieldwork commenced in March, 1996 and was completed in April, 1996. 
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EFCS incurred project costs of $ 177,603 (equivalent to LE 587,533) during the audit 
period. On a judgmental basis, we selected for audit testing project costs incurred of 
$ 101,094 (equivalent to LE 334,433) which represents a coverage of 57%. Project 
costs incurred and tested were converted to u.s. dollars at the exchange rate of 1 
U.S. dollar = LE 3.30. 

Our tests of project costs incurred included, but were not limited to, the following: 

1. reconciling project aGcounting records to billings issued by EFCS to 
USAIO/Egypt to ensure that project costs were supported with appropriate 
books and records; 

2. testing of project costs incurred by EFCS and funded by USAIO/Egypt for 
allow ability, allocability, reasonableness and appropriate support; 

3. determining that procurement was made using sound commercial practices 
including competition, reasonable prices were obtained, and there were 
adequate controls on qualities and quantities received; and 

4. reviewing travel and transportation charges to determine whether they are 
adequately supported and approved. 

As part of our examination of EFCS, we made a study and evaluation of relevant 
internal controls and reviewed compliance with agreement terms and applicable laws 
and regulations. 

Audit results 

Fund accountability statement: 

Our audit procedures identified $ 79,243 (equivalent to LE 261,504) in questioned 
costs: $ 5,817 (equivalent to LE 19,198) in ineligible and $ 73,426 (equivalent to LE 
242,306) in unsupported project costs. 

The ineligible questioned costs related primarily to consultants' services for which 
EFCS could not prove allocability to the Norplant-2 project and project costs which 
were incurred prior to the inception or following the termination of the Norplant-2 
project. The unsupported questioned costs related primarily to project costs billed to 
USAID/Egypt for salaries, subcontracts, and other direct costs that were not 
supported with adequate documentation. 

3 
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Internal control structure: 

We identified four reportable internal control structure weaknesses, all of which are 
considered material weaknesses. These reportable internal control weaknesses related 
to EFCS's failure to: 1) maintain proper support for disbursements to subcontractors; 
2) account for common costs properly; 3) maintain an adequate accounting system; 
and 4) maintain adequate employee timekeeping records. 

Compliance with agreement. terms and applicable laws and regulations: 

We identified one material instance of noncompliance with agreement terms and 
applicable laws and regulations related to EFCS's failure to maintain adequate books 
and records. 

Status of prior audit findings: 

For the audit completed for the Norplant-1 project for the period from April 1, 1987 
through June 30, 1990, report number 6-263-91-04-N: 

A. Internal Control 

The prior audit noted three weaknesses involving the system of internal accounting 
controls surrounding the accounting function of EFCS as follows: 

1) consolidated receipt and disbursements statements are not prepared that would 
enable management to monitor the financial results of the project's activities; 

2) the project does not maintain time sheets for employees; and 

3) EFCS's computer software does not produce expenses listings from the 
project's inception to date. 

Current status 

The findings above are also noted in the current audit. (See the Report on the Internal 
Control Structure, internal control weaknesses numbers 1, 3, and 4). 

B. Compliance 

The prior audit noted one instance of noncompliance with agreement terms and 
applicable laws and regulations as follows: 

4 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
Coopers 
&Lybrand 

1) EFCS did not appoint a full-time executive director as recommended in the pre­
award survey. 

Current status 

The finding above is resolved. The EFCS executive director manages the activities of 
Norplant-2. 

Management comments 

EFCS's management comments have been obtained and are included in Appendix A of 
this report. 

Independent accountants response 

In response to management's comments, we have provided further clarification of our 
position in Appendix B of this report. 

Mission Response 

The mission response is included in Appendix C of this report. 

This report is intended for the information of EFCS's management and the United 
States Agency for International Development. However, this report is a matter of 
public record and its distribution is not limited. 

5 
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April 24, 1996 

Mr. Lou Mundy 

Coopers & Lybrand Egypt Tiba 2000 Center 
Rabaa EI-Adaweya 

a professional services firm Nasr City 
Cairo - 11371 

Regional Inspector General 
for Audit/Cairo 

United States Agency for 
International Development 

REPORT OF INDEPENDENT ACCOUNTANTS 
ON THE FUND ACCOUNTABILITY STATEMENT 

tel: 
fax: 

2608500 
2613204 

We have audited the accompanying fund accountability statement of the United States 
Agency for International Development Mission to Egypt ("USAID/Egypt") resources 
provided through cooperative agreement number 263-0144-A-00-7035-00 for the 
Norplant-2 project managed by the Egyptian Fertility Care Society ("EFCS") under 
USAID/Egypt's Population and Family Planning Project ("PFPP"), grant agreement 
number 263-0144, during the period from October 1, 1990 through May 31, 1993. 
This fund accountability statement is the responsibility of EFCS's management. Our 
responsibility is to express an opinion on this fund accountability statement based on 
our audit. 

Except as discussed in the next paragraph, we conducted our audit in accordance with 
generally accepted auditing standards and Government Auditing Standards, issued by 
the Comptroller General of the United States. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the fund 
accountability statement is free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the 
fund accountability statement. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating 
the overall fund accountability statement presentation. We believe that our audit 
provides a reasonable basis for our opinion. 

We did not have an external quality control review by an unaffiliated audit organization 
as required by paragraph 31 of Chapter 3 of Government Auditing Standards since no 
such quality control review program is offered by professional organizations in Egypt. 
We believe tha~ the effect of this departure from the financial audit requirements of 
Government Auditing Standards is not material because we participate in the Coopers 
and Lybrand worldwide internal quality control program which requires the Coopers 
and Lybrand Cairo office to be subjected, every three years, to an extensive quality 
control review by partners and managers from other Coopers and Lybrand offices. 

As described in Note 2, the accompanying fund accountability statement was prepared 
on the basis of cash receipts and disbursements which is a comprehensive basis of 
accounting other than generally accepted accounting principles. 

Coopers & Lybrand Egypt is a member of Coopers & Lybrand International. a limited liability association incorporated in Switzerland. 
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As detailed in the accompanying fund accountability statement and as more fully 
described in Note 4 thereto, the results of our tests disclosed $ 5,817 in ineligible and 
$ 73,426 in unsupported project costs. Project costs that are ineligible for 
USAID/Egypt reimbursement are those that are not program-related or are prohibited 
by agreement terms or applicable laws and regulations. Project costs that are 
unsupported are those that are not supported with adequate documentation. 

In our opinion, except for the effects of the questioned project costs as discussed in 
the preceding paragraph, the fund accountability statement referred to in the first 
paragraph presents fairly, in all material respects, project costs incurred by EFCS 
through cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 
project under the PFPP, grant agreement number 263-0144, during the period from 
October 1, 1990 through May 31, 1993 in conformity with the basis of accounting 
described in Note 2. 

In accordance with Government Auditing Standards, we have also issued a report 
dated April 24, 1996 on our consideration of EFCS's internal control structure and a 
report dated April 24, 1 996 on its compliance with agreement terms and applicable 
laws and regulations. 

This report is intended for the information of EFCS's management and the United 
States Agency for International Development. However, this report is a matter of 
public record and its distribution is not limited. 
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FINANCIAL-RELATED AUDIT OF USAID/EGYPT RESOURCES 
PROVIDED THROUGH 

COOPERATIVE AGREEMENT NUMBER 263-0144-A-00-7035-00 
FOR THE NORPLANT-2 PROJECT 

MANAGED BY THE EGYPTIAN FERTILITY CARE SOCIETY 
UNDER THE POPULATION AND FAMILY PLANNING PROJECT NUMBER 263-0144 

DURING THE PERIOD FROM 
OCTOBER 1, 1990 THROUGH MAY 31. 1993 

FUND ACCOUNTABILITY STATEMENT 

Questioned Proiect Costs 

Budaet Line Item Budget Actual Ineligible Unsuggorted 
(Note 1) (Note 1) (Note 4), (Note 4) 

Revenues received $ 166,192 

Salaries and benefits $ 62,899 $ 60,804 $ $ 18,425 

Consultants 15,934 12,105 3,194 

Subcontracts 28,715 20,610 19,695 

Other direct costs 86,625 84,084 2,623 32,317 

Totals before net over billing 194,173 177,603 5,817 70,437 

Net over billing 

TOTALS 

2,989 

$ 194,173 $ 177,603 $ 5Ji17 $ 73,426 

The accompanying notes are an integral part of this fund accountability statement. 
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FINANCIAL-RELATED AUDIT OF USAID/EGYPT RESOURCES 
PROVIDED THROUGH 

COOPERATIVE AGREEMENT NUMBER 263-0144-A-00-7035-00 
FOR THE NORPLANT-2 PROJECT 

MANAGED BY THE EGYPTIAN FERTILITY CARE SOCIETY 
UNDER THE POPULATION AND FAMILY PLANNING PROJECT NUMBER 263-0144 

DURING THE PERIOD FROM 
OCTOBER 1, 1990 THROUGH MAY 31,1993 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT 

NOTE 1 - SCOPE OF STATEMENT: 

The "Budget" column includes all USAIO/Egypt-approved project costs related to 
cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 project 
and is based on the most recent budget amendment within the audit period. This 
information is presented for informational purposes only. 

The "Actual" column represents cumulative project costs incurred by EFCS related to 
cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 project 
during the period from October 1, 1990 through May 31, 1993. 

NOTE 2 - BASIS OF PRESENTATION: 

The fund accountability statement of EFCS has been prepared on the basis of cash 
reciepts and disbursements. Consequently, incurred project costs are recognized 
when paid rather than when the obligation is incurred and project revenues are 
recognized when received. 

NOTE 3 - FOREIGN EXCHANGE: 

Project costs incurred in Egyptian pounds have been converted to U.S. dollars at the 
exchange' rate of 3.30 LE to 1 U.S. dollar. The exchange rate used is the average 
monthly free market exchange rate for the audit period from October 1, 1990 through 
May 31, 1993 as quoted by the Cairo Barclays Bank. 

NOTE 4 - QUESTIONED PROJECT COSTS: 

Questioned project costs are presented in two separate categories -- ineligible and 
unsupported. Project costs that are ineligible for USAIO/Egypt reimbursement are 
those that are not program-related or are prohibited by agreement terms or applicable 
laws and regulations. Unsupported project costs are those that are not supported with 
adequate documentation. 

Questioned project costs identified as either ineligible or unsupported are detailed as 
follows: 

9 
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NOTE 4 - QUESTIONED PROJECT COSTS (CONTINUED) 

Item Description 

A. Salaries and benefits 

1. We noted that EFCS employees do not maintain time records that account for 
their daily activities. EFCS employees are only required to prepare daily 
attendance reports that indicate their arrival and departure times. 

The allocation of employee time to the Norplant-2 project was made in an 
arbitrary manner that (1) was not supported by adequate timekeeping records 
(2) fluctuated from one month to the next and (3) was dependent on the funds 
available from the various donor agencies. 

Salary costs for an organization such as EFCS that administers many donor 
agency funds should ideally be included in an indirect cost pool. The indirect 
cost pool should then be allocated to the various funds administered by the 
organization. As EFCS does not maintain an indirect cost pool, it is crucial that 
timekeeping records be maintained for employees which clearly document the 
amount of time spent on the various donor's activities. 

To cite an example, 100% of the executive director's salary was charged to 
the Norplant-2 project, although the executive director's time was spent in 
administering all of the EFCS funds. This occurred because EFCS management 
did not understand the benefits of maintaining proper time sheets .• 

EFCS management contends that a fixed percentage was charged to the 
Norplant-2 project for each employee every month. However, our review 
indicated that the percentages charged varied from month to month for each 

10 
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NOTE 4 - QUESTIONED PROJECT COSTS (CONTINUED) 

Item Description 

A. Salaries and benefits (continued) 

employee and management was not able to provide a reasonable justification 
for the varying percentages. 

Effectively, the Norplant-2 project was charged salary costs for personnel who 
worked on non-USAID/Egypt sponsored activities. 

In addition, EFCS charged the employer's share of social security. Such 
payments are not allowable for USAID/Egypt reimbursement. 

Because EFCS cannot support either the salary cost charged or the portion 
attributable to the employer's share of social security charged to the Norplant-2 
project,the entire amo~nt charged to the Norplant-2 project for salaries and 
benefits has been questioned. 

Total salaries and benefits 

B. Consultants 

EFCS was authorized under the agreement with USAID/Egypt to hire 
consultants for activities that directly benefit the Norplant-2 project. EFCS 
contracted with ten consultants during the audit period and paid those 
consultants from the consultant budget provided by USAID/Egypt. EFCS was 
not able to demonstrate that certain services rendered by four of these 
consultants benefitted the Norplant-2 project commensurate with the amount 

11 
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NOTE 4 - QUESTIONED PROJECT COSTS (CONTINUED) 

Item Description 

B. Consultants (continued) 

billed to the Norplant-2 project. For all ten consultants, the only support 
provided was a contract signed by the consultants and a signed receipt 
evidencing that the consultants received payment from EFCS. However, for six 
of the ten consultants, we were able to determine through alternative audit 
procedures that these amounts were appropriately charged to the Norplant-2 
project. 

We were not able to verify that the activities conducted by the remaining four 
consultants directly benefitted the Norplant-2 project. We can, therefore, not 
conclude that 100% of the costs charged by these consultants should be paid 
for by the Norplant-2 project. The consulting services may be legitimate 
expenses to the EFCS organization and accordingly, these costs should have 
been accumulated in an indirect cost pool of which a portion may have been 
allocated to the Norplant-2 project. 
EFCS management contends that expenses for EFCS consultants are allocated 
to projects based on the size of the fund rather than how the particular service 
benefits the various donors' activities. Based upon our audit work, the entire 
billing to the Norplant-2 project for these consultants is questioned. 

The details of the four questioned consulting contracts are explained below: 

1 . EFCS contracted with a legal consultant to provide legal assistance and advice 
to EFCS. The cost of the contract was entirely charged to the Norplant-2 
project. However, no evidence was provided proving that the work actually 
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NOTE 4 - QUESTIONED PROJECT COSTS (CONTINUED) 

Item Description 

B. Consultants (continued) 

performed was directly related to the Norplant-2 project. The only services 
actually performed by the legal consultant involved matters related to a 
disgruntled former EFCS employee and an investigation from the social security 
department. The agreement with USAID/Egypt states specifically that the 
USAID/Egypt grant officer approves the direct charging of fees for services 
directly related to the project. Further, the consultant was hired on a retainer 
basis which is unreasonable given that legal advice is readily available 
in the market. 

2. EFCS contracted with a technical consultant for the Norplant-2 project, whose 
services were not specifically outlined in the contract. However, we were 
informed by EFCS management that the services provided related to cheque 

3. 

authorization. EFCS also employed a project director and a senior accountant 
who also perform cheque authorization procedures. 

No timekeeping records were kept by the consultant, and therefore, there was 
no documentation of the actual time which related to the Norplant-2 project 
activities to support the payments made. 

EFCS contracted with a tax consultant on a retainer basis to provide assistance 
to the Norplant-2 project. The cost of the contract was entirely charged to the 
Norplant-2 project. However, no evidence was provided proving that the work 
performed related to the Norplant-2 project. 
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NOTE 4 - QUESTIONED PROJECT COSTS (CONTINUED) 

Item Description 

B. Consultants (continued) 

4. EFCS contracted with a medical consultant to provide certain medical services 
to the Norplant-2 project staff. The payments for the consultant were charged 
entirely to the Norplant-2 project. EFCS did not provide a list of names of 
patient-employees that were served. Therefore, it was unclear whether the 
EFCS employees served include any of the Norplant-2 project staff. Therefore, 
the entire contract amount has been questioned. 

Total Consultants 

c. Subcontracts 

1. All expenditures related to the subcontracts budget line item were for payments 
made to contracted physicians to follow-up on the Norplant cases under 
experimentation. 

However, upon performing our detailed testing, we noted that EFCS could not 
provide original forms as support for payments made to physicians. See our 
Report on the Internal Control Structure, Internal Control Weakness No.1, for 
more details. 

All tested expenditures were unsupported by the original forms because EFCS 
was unable to access the original support. Only internally generated 
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NOTE 4 - QUESTIONED PROJECT COSTS (CONTINUED) 

Item Description 

c. Subcontracts (cont.) 

documents were provided as support. Accordingly, the total expenditures 
charged to the subcontracts budget line item are unsupported. 

Total Subcontracts 

D. Other direct costs 

1. 

2. 

EFCS classified the Norplant-2 project expenditures in the other direct costs 
budget into eighteen sub-budget line items. Ten of the eighteen sub-budget 
line items were allocated to the project without the benefit of reasonable 
justification for doing so. The cost for these various services, goods, etc. were 
either entirely or partially charged to the Norplant-2 project. However, no 
evidence was provided proving that the services, goods, etc. actually 
performed were directly related to the Norplant-2 project. We have, therefore, 
questioned the portions charged to the Norplant-2 project for the ten budget 
line items in question. 

Office rent was charged to the l\lorplant-2 project under the utilities sub budget 
line item for two months after the project ended. The project's extended 
completion date was May 31, 1993. Rent for June and July, 1993 was 
charged. 

3. . An automobile insurance policy was paid in May and was charged to the 
Norplant-2 project for eleven months after the project ended. The project's 
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NOTE 4 - QUESTIONED PROJECT COS'TS (CONTINUED) 

Item Description 

D. Other direct costs (cont.) 

extended completion date was May 31, 1993, Insurance for June, 1993 
through April, 1994 was charged to the Norplant-2 project, therefore, eleven­
twelfths of the insurance charge has been questioned. 

4. Phone and telex charges were billed to the Norplant-2 project that were 
incurred prior to the project's inception. The project's inception date was 
October, 1990. Phone and telex charged for August and September, 1990 
were charged to the Norplant-2 project and are, therefore, ineligible for 
reimbursement. 

Total Other direct costs 

E. Net over billing 

1. The billings to the Norplant-2 project for our audit period exceeded the amounts 
recorded in the project's books and records. The differences occurred within 
the salaries and benefits and the consultants budget line items. EFCS cannot 
explain the source of or the reason for the differences. 

Total Net over billing 

TOTAL EFCS QUESTIONED PROJECT COSTS 
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625 

180 

2,623 32,317 

$ $ 2,989 

2,989 

$ 5,817 $ 73,426 
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April 24, 1996 

Mr. Lou Mundy 

Coopers & Lybrand Egypt Tlba 2000 Center 
Rabaa EI-Adaweya 

a professional services firm Nasr City 
Cairo - 11371 

Regional Inspector General 
for Audit/Cairo 

United States Agency for 
International Development 

REPORT OF INDEPENDENT ACCOUNTANTS 
ON THE INTERNAL CONTROL STRUCTURE 

tel: 
fax: 

2608500 
2613204 

We have audited the fund accountability statement of the United States Agency for 
International Development Mission to Egypt (nUSAID/Egypt") resources provided 
through cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 
project managed by the Egyptian Fertility Care Society (nEFCS") under USAID/Egypt's 
Population and Family Planning Project (npFPp"), grant agreement number 263-0144, 
during the period from October 1, 1990 through May 31, 1993, and have issued our 
report thereon dated April 24, 1996 in which we qualified our opinion due to the 
effect of $ 79,243 in ineligible and unsupported project costs. 

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

We did not have an external quality control review by an unaffiliated audit organization 
as required by paragraph 31 of Chapter 3 of Government Auditing Standards since no 
such quality control review program is offered by professional organizations in Egypt. 
We believe that the effect of this departure from the financial audit requirements of 
Government Auditing Standards is not material because we participate in the Coopers 
and Lybrand worldwid.e internal quality control program which requires the Coopers 
and Lybrand Cairo office to be subjected, every three years, to an extensive quality 
control review by partners and managers from other Coopers and Lybrand offices. 

The management of EFCS is responsible for establishing and maintaining an internal 
control structure. In fulfilling this responsibility, estimates and judgments by 
management are required to assess the expected benefits and related costs of internal 
control structure policies and procedures. The objectives of an internal control 
structure are to provide management with reasonable, but not absolute, assurance 
that the assets are safeguarded against loss from unauthorized use or disposition, and 
that transactions are executed in accordance with management's authorization and 
recorded properly to permit the preparation of the fund accountability statement in 
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accordance with the cash disbursements method. Because of inherent limitations in 
any internal control structure, errors or irregularities may nevertheless occur and not 
be detected. Also, projection of any evaluation of the structure to future periods is 
subject to the risk that procedures may become inadequate because of changes in 
conditions or that the effectiveness of the design and operation of policies and 
procedures may deteriorate. 

In planning and performing our audit of EFCS's fund accountability statement as 
described in the first paragraph, we obtained an understanding of the internal control 
structure. With respect to the internal control structure, we obtained an 
understanding of the design of relevant policies and procedures and whether they have 
been placed in operation, and we assessed control risk in order to determine our 
auditing procedures for the purpose of expressing an opinion on the fund 
accountability statement and not to provide an opinion on the internal control 
structure. Accordingly, we do not express such an opinion. 

We noted certain matters involving the internal control structure and its operation that 
we consider to be reportable conditions under standards established by the American 
Institute of Certified Public Accountants. Reportable conditions involve matters 
coming to our attention relating to significant deficiencies in the design or operation of 
the internal control structure that, in our judgement, could adversely affect the 
organization's ability to record, process, or summarize, and report financial data 
consistent with the assertions of management in the fund accountability statement. 

REPORTABLE CONDITIONS 

1. EFCS did not maintain proper support for disbursements to subcontractors. 

Physicians from five Egyptian universities have entered into subcontracts with EFCS 
related to experimentation with Norplant. In accordance with EFCS procedures, the 
university-affiliated physicians submit preprinted EFCS claim forms to their respective 
universities in order to receive remuneration for their services. The university then 
forwards the claim form to EFCS. The claim form is technically reviewed and 
approved by the EFCS project coordinator, who then prepares a disbursement request 
for each of the five universities. The disbursement request lists only the number of 
claim forms for each type of consultation and is multiplied by the appropriate unit price 
and is approved by the EFCS project director. The claim forms are then filed by 
university. The authorized disbursement request is the only supporting document 
maintained and readily available by EFCS as support for the disbursements made to 
the universities. 

As a result of the current system surrounding disbursements to subcontractors, the 
EFCS accounting department was not able to trace disbursements made to the 
subcontractors, and reimbursed by USAID/Egypt, to the claim forms. Therefore, the 
only support provided by EFCS was the approved disbursement request, which does 
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not include any relevant information to support the payments made to the universities. 
USAID/Egypt requires that all disbursements for which they are billed be supported 
with adequate, verifiable, third-party documentation. 

We also noted that claim forms may be submitted for payment more than once. 
Although EFCS data entry clerks stated that it was impossible to enter a claim form 
for the same service more than once, we noted that it had, in fact, occurred. 

This breakdown in controls over disbursements to subcontractors occurred generally 
as a result of insufficient knowledge and understanding by EFCS management in the 
importance of maintaining supporting documentation for incurred expenditures and of 
what constitutes a sound internal control system. 

Recommendation 1 

We recommend that the EFCS claim forms and disbursement requests be redesigned 
and include a serial number that is coded to indicate the university, date, service, 
payment order, etc. so that the disbursement request may be traced to the claim 
forms. The claim forms should then be filed by serial number and not by university. 
Disbursement requests should be filed to correspond with USAID/Egypt billings. 

* * * * * 

2. EFCS did not account for common costs properly. 

EFCS receives funds from several donor agencies for varying durations, funding levels, 
and activities. Prior to October, 1990, EFCS used an USAID/Egypt-approved indirect 
cost rate. However, Modification 4 of the USAID Cooperative Agreement allowed 
EFCS to discontinue its use and authorized the charging of all expenditures on a direct 
cost basis. 

The charging of costs on a direct cost basis is an acceptable method provided, 
however, that the organization's expenditures are readily identifiable with the 
particular grant or contract being charged and the process of apportioning common 
costs is not unduly burdensome. For example, if a copying machine is used for 
activities relating to ten different projects or donor agencies, a counter or other device 
must be used to apportion the costs of operating the machine among the ten projects. 
The organization must be prepared and equipped to maintain such detailed records for 
common costs to meet the verification requirements of the various donors. 

Although EFCS was authorized by USAID/Egypt to discontinue use of its indirect cost 
rate, the EFCS accounting system is simply not equipped to account for and allocate 
its common costs among the various donor agencies. Currently, the EFCS accountant 
arbitrarily allocates each voucher among the various projects in an arbitrary and 
subjective manner without the ability to support the allocation made. 

19 
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Recommendation 2 

We recommend that EFCS be required to establish an organization-wide indirect cost 
rate. The allocation of indirect costs and the computation of the indirect cost rate 
may be accomplished by (i) separating the EFCS total costs as either direct or indirect, 
and (ij) dividing the total allowable indirect costs by an equitable distribution base (i.e. 
total direct costs). Due to the inadequate accounting system and the inability to 
recreate proper records, the establishment of an indirect cost rate should be done 
prospectively and would require technical assistance from an USAID/Egypt-approved 
CPA firm. 

* * * * * 

3. The EFCS accounting system is not adequate for USAID/Egypt agreements. 

A well-designed and functioning system of internal controls is required for all projects 
financed by USAID/Egypt. The weaknesses we noted in the EFCS system of internal 
accounting control may reduce the system's ability to adequately monitor and control 
the processing, accumulating and reporting of financial information. Specifically, we 

. noted that: 

1) EFCS did not maintain a proper general ledger; only a chronological listing of all 
transactions related to the EFCS's organization-wide expenditures is kept; 

2) transactions are recorded according to the due date rather than the date 
actually paid. For example, March salaries may be recorded in March even 
though the salary was not paid until July; and 

3) consolidated receipts and disbursements statements are not prepared. As a 
result, EFCS management is not able to properly monitor the financial results of 
the project's activities. 

The inadequate accounting procedures used at EFCS occurred primarily because a 
proper accounting policies and procedures manual was not available for use and the 
EFCS management has insufficient experience with and knowledge of what 
constitutes a proper accounting system. 

Recommendation 3 

We recommend that an accounting policies and procedures manual be developed that 
is specific to the EFCS operations and complies with USAID/Egypt requirements. The 
manual should be flexible to allow for adaptation to the various donors requirements. 
EFCS accounting staff should then be trained on the proper application of the 
accounting procedures contained in the manual. Finally, EFCS management should 
consider the merits of using a computerized accounting system, especially in light of 
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the future demands placed on EFCS if they are required to use an indirect cost rate to 
account for its common costs. 

* * * * * 

4. EFCS did not maintain adequate employee timekeeping records. 

We noted that EFCS employees do not maintain time records that account for their 
daily activities. EFCS employees are only required to prepare daily attendance reports 
that indicate their arrival and departure times. 

The allocation of employee time to the various donor agencies is made in an arbitrary 
manner that (1) is not supported by adequate timekeeping records (2) fluctuates from 
one month to the next and (3) is dependent on the funds available from the donor 
agencies. 

Timekeeping records provide the "input" data for preparing salary billings to the donor 
agencies; therefore, the records should provide reliable evidence that employees have 
worked the time which is being charged to the donor agencies. Adequately 
maintained time records will reasonably ensure that donors are charged for only the 
portion of the employees' time that is attributable to their sponsored activities. 
Inadequate timekeeping records can lead to donors being billed for employee costs 
that do not benefit their activities and employees being remunerated for time not 
worked. In addition, inadequate timekeeping records may prevent EFCS management 
from properly monitoring employees' performance. 

Recommendation 4 

We recommend that EFCS emphasize proper payroll processing controls by requiring 
that all EFCS employees prepare timekeeping records which segregate time worked by 
donor or project. Review and approval of hours worked, hours of overtime and other 
special benefits should be performed by the employee's immediate supervisor who has 
knowledge of the authenticity of the hours worked and the EFCS Executive Director. 
Such approval should be documented on the employee's timekeeping records or other 
supporting document before the pay is processed. In addition, the EFCS accountant 
should update each employee's vacation balance from the timekeeping records on a 
monthly basis. 

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

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

This report is intended for the information of EFCS's management and the United 
States Agency for International Development. However, this report is a matter of 
public record and its distribution is not limited. 

22 

I 
I 
I 
I 

-
I 
I 
I 
I 
I 
I 

I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Coopers 
&Lybrand 

Coopers & Lybrand Egypt Tiba 2000 Center 
Rabaa EI-Adaweya 

a professional services firm Nasr City 
Cairo - 11371 

April 24, 1996 

Mr. Lou Mundy 
Regional Inspector General 
for Audit/Cairo 

United States Agency for 
International Development 

REPORT OF INDEPENDENT ACCOUNTANTS 
ON COMPLIANCE WITH AGREEMENT TERMS 
AND APPLICABLE LAWS AND REGULATIONS 

tel: 
fax: 

2608500 
2613204 

We have audited the fund accountability statement of the United States Agency for 
International Development Mission to Egypt ("USAID/Egypt") resources provided 
through cooperative agreement number 263-0144-A-00-7035-00 for the Norplant-2 
project managed by the Egyptian Fertility Care Society ("EFCS") under USAID/Egypt's 
Population and Family Planning Project ("PFPP"), grant agreement number 263-0144, 
during the period from October 1, 1990 through May 31, 1993, and have issued our 
report thereon dated April 24, 1996 in which we qualified our opinion due to the 
effect of $ 79,243 in ineligible and unsupported project costs. 

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

We did not have an external quality control review by an unaffiliated audit organization 
as required by paragraph 31 of Chapter 3 of Government Auditing Standards since no 
such quality control review program is offered by professional organizations in Egypt. 
We believe that the effect of this departure from the financial audit requirements of 
Government Auditing Standards is not material because we participate in the Coopers 
and Lybrand worldwide internal quality control program which requires the Coopers 
and Lybrand Cairo office to be subjected, every three years, to an extensive quality 
control review by partners and managers from other Coopers and Lybrand offices. 

Compliance with agreement terms and applicable laws and regulations for EFCS is the 
responsibility of EFCS's management. As part of obtaining reasonable assurance 
about whether the fund accountability statement is free of material misstatement, we 
performed tests of compliance with EFCS's agreement terms and applicable laws and 
regulations. However, the objective of our audit of the fund accountability statement 
was not to provide an opinion on overall compliance with such provisions. 
Accordingly, we do not express such an opinion. 

Coopers & Lybrand Egypt is a member of Coopers & Lybrand International, a limited liability association incorporated in Switzerland. 
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The results of our tests of compliance disclosed the following instance of material 
noncompliance with the provisions discussed in the preceding paragraph: 

MATERIAL NONCOMPLIANCE 

1. EFCS failed to maintain adequate books and records as required by the 
cooperative agreement. 

The details of the questioned costs of $ 79,243 are included in our Report of 
Independent Accountants on the Fund Accountability Statement. 

Specifically, we noted that EFCS failed to: 

• present third-party support for subcontractor costs; 
• account for common costs properly; 
• invoice USAID/Egypt for incurred costs as reported in their books and 

records; and 
• maintain adequate employee timekeeping records. 

Recommendation 1 

We recommend that EFCS comply with their USAID/Egypt cooperative agreement by 
designing and implementing an accounting system that meets USAID/Egypt donor 
requirements. 

* * * * * 

This report is intended for the information of EFCS's management and the United 
States Agency for International Development. However, this report is a matter of 
public record and its distribution is not limited. 
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FINANCIAL-RELATED AUDIT OF USAIDfEGYPT RESOURCES 
PROVIDED THROUGH 

Appendix A 
Page 1 of 6 

COOPERATIVE AGREEMENT NUMBER 263-0144-A-OO-7035-00 

MANAGEMENT COMMENTS 

~5 cs; 't~"~~n '*~, 
g~"-"SV-~~i~Y~? 

Cairc, $Gptembill' 26, 1996 

Mr. JElffory He~tge. 
D1rect~l' 
COOpGNI 1& Lyb~d Eifpt 
Tlba ~OOO Center 
AI:.~ E1 Adawe:fa 
Nul' City. Cairo 

URGENT 

Su.bject: RUpOIlBII to Draft NFA Re'pQl:t on the Emtian FertiUty Care Society, 
NorplAnt 2 ProJeot, Local EXpendlturea 11l~\lrrec1 unc1er the p;)pulaUon 
Ilnd Fe.mily PlAM1ni P'roleot No. 21S3-01."-:A-OO-103S-00 (October 1, 
1930 to.:! M&y 31, 1&93) 

Door Mr. H.nt~li. 

Further to EFCS Note for the Record sent dated September 10, 1996 to the USA!O 
whIch ac1d.Nlsed procedur-al aspects/problema of your firm's pMlparation and. 
subtIJ.1$slon of the abov.,-r-efeNinced dl"a!t report and the ract that f11ldin&t' Uited in 
th .. report weN not cUscuuea with EfCS 1n a.n &\ldlt cloaeout meeting; EFCS hereby 
r€:'lpondlS to !:Iotes included in the repol'~: 

A. R.esPOnH to the "l'uport of Iudapen4ect Accountants on tbe Internal Cont;ol 
Structure. 

Nut .. No.1. (Pale 19) 

T4., first note (payment to lnvestiptora 1s baud on claim rorm~pe.l'ed by thlil 
uW7erslty-atfillated physicians) reflect; a grave mi'~.4''''' the nat\ll'\! ot 
the work supported uoder the aucUted iI'8J1t. Pl~se- note thatl 

a) This aeoond component of the Norplant J>loojeot was developed. for continut!l.tiotl of 
ulruw:ty ongo1n& Nsaarch activities CIlzo"l<Qd out by • nUa'lbE:l' of 1nvastliUtOl'1> 
as,;1gneci at tile five r-e&Garcb centera. Wltll tile Baine bases tor coat e.UmaUoo and 
b1lliui ap~U.<:l 111 the conUQ\ulUOn (traJ:1t; 

b) 'tbe cvst$ allocatlldl spent u..nder the budiet line "Subcolltracts" were to 
cowpen ... te co-invutigators fo~ their ~ a..nlS in-house costa tlot in terms ot t1xed 
wOllthly aa.la.ry payment., but h:l terms ot IIper torm payments" actually Mlclillv~d. 
loalUled a.nd pl'Oceaaed at EFCSi 

c) A sched1.lle ot the rates tor .. ~h pA1d form took into OOIlIic:leNUon the type of 
lervlcl) provideclat tile cl1nic in %'elation to case follow-up. Study tOl'DlS 1 aDd not as 
s\.3tec1 "cla.\En (orws" are submitted by the research centera on a monthly bul. tor aU 
foUow-upa cOlllplete" durin, the pNced.1na Illonth. These are reviewed by the proj"l:lt 
tcc!:u:UW alAte. then proceased. aod data pro'otellll are reported to the co-

ffEST AVAILABLE COpy 
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Appendix A 
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FINANCIAL-RELATED AUDIT OF USAID/EGYPT RESOURCES 
PROVIDED THROUGH 

COOPERATIVE AGREEMENT NUMBER 263-0144-A-OO-7035-00 

v .... :,,:':~~:'l ;~>!e~i~1.~a 
S~p~ ... ~~bel' :~, 11))6 
liage " 

MANAGEMENT COMMENT.s 

r..;.v"'~llgatot', ACt~1al date of j,laj'alsnt for a (tivan roc-til rnay take place in the mOlltn 
roulJ"ing ita re~lpt a.EI forals aN SQIll6 Umes returnQd. to tho centers for correction 
a!lU x-e-shlpplllg with th~ next sh.1pment and. when thully accepted, a. payment advice 
coverin, ull processed (orma by type (or e&cb c.ntu fa lllilued i 

oj) A f!xed pt'QCP.dure is appUed in all research projecta carried out by EFCS: batches 
ot forma prociBied are advised to the ~Ilcerlled project coordInator upon completion 
,:f data entry and claaininC aetiv!tle~. All accepted (orals are authorized for p!l;·a::ellt 
to thl! respective iAvesUgator by the projeut coordlc.ator, co·sl~.d by the pcogt"\tn 
officor and then l1uthorized (or paymeQt by the executive director. Double paYlllcut 
is oul possible AS these forc:.& are unique (there 19 only on. 2nd year toUow up visit 
aad the data proceuin, progrtWl a dQsli1led to pick up any douhJa entries 1.Il tllls 
Ngard) i the forms a.re thlll filed in tile patient CUes -immed1ately· && they were 
subject to NviiW by external data quallty NlvlewiMi at any point in tbe study (our 
study coincided With the FDA review ot int8l'natiollAl studi;a involving Norplant 
\ycl'ldwide); • 

e) DUg to the colltinued rollow-up of casee tor a period ot ttVI yure. til' tUl removal". 
of tlllil ~ntrac~pt1ve methc4. CUlni ot pati.nt record. cannot be kept/tiled with the .~ 
pl\Yalect InyolceJ receipt. Patient records have to be tn&lnta.lned In separate patient 
flies which are kep," activ. for periodio. rntew.. data ctaanJni and technical 
monitoring purposes; 

f) YoUI.' staff (audit team and theIr supervisor) wert! informed ot all the above and 
of the faot that EFCS malnta.ltls aU patient records 011 alte tor a cel'ta.ln period after 
completion of all related data analysis functionl. AU IItudy recorda are then boxed 
by center and transfer to the EFCS stores where tbey art kept for a period Qf five 
yoars (more than what is required by aU our contracts). For the purpose ot 
astab1!sbinjt th1rd party requirements, iiC& bIIou,. '** box .. ai tor_ fw t.wo 

. at tlw five P*l'tkfpatflrceeteN and1Jllde1b .... ftll.bI-.,.....ucilton rev! ..... Review 
fi..nally took place by the USAID its.lf on Monday 231'4 Sept.; 

Condus1on: Both uotes are Inaccurate, in taot tJupportini doouments (I.e •• data 
collection forma) are present fol' all forms payments lllAd. to co-Investigators and not 
double pa:'mants wer-e m&de to auy of the invesUptora in th. form ot' forma 
paymeJ?ots. 

Note No. 2. (~ge ~O) 

Nil~otlatioll of thla ~,was ude 011 the basis that EFCS no lonser operated under 
an overhead cost b&sa, that all proj.ot ooata are b111ed. on a d.ireot balll. Elltimatea 
of theae ~(,;sta was basad on the expenditure level. ot the previous IP'nt. Al1ocat1OJ1 
of coata cUcl DOt vuy tor •• tJlUtes. fD tha project ucl sa aU otbn QS)8Nte«t projectlt'­
Accordingly, all coati were bUIed as, direct COlt. ancS there was DCt Nq\UnlMDt 
stated in the project contract that states w. needed to ,... ... btWD.of project 

. ooats. even thou of allindi~ct COlt natut'e. • 

BEST AVAfLABLE COpy 
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MANAGEMENT COMMENTS 

\, r:, .... ~ :"~. c:-:r~ ::--:!:4. ~~, 
'-:'~~" .... ""'1:.' ~-:1, :~;'oS 

~"I,; 3 

Yc .... r :-ecc~eodat!oo tllat EFC~ eitllbUsctiS an O\.'g&niu.t1oQ-wide Indlr.:ot OJst rate 
eli>S".lcueo$ thAt aU fund.lJ:l.g agao<:ies will accIJpt to pay that ~te. In tact, only US,,1!) 
Is ~iillD~ to do so and a..Il our other major donors reluae to aupp.Ot't oV"l'hoaad •• Tbla 
WaE. the \.Io.derly1nl' factor behind our cb&niing ttl. aocounUn, ,yetem a8 of October' 
1990 as wellt into three major contract. with WHO, ror<1 FoundaUon and lTNFPA who 
declined covel"9.ie ot IncUrect costs, and would only accept direct bUUni ot all cost. 
Nlated to tMlr projects. Since EFCS doe. llot have any private/uQobUpted tunda 
to draw 00. in caJOe ot 6hort!~s In coverap ot fixed cost., we weN obUged to chAnp 
tho: basel or our contracts, Lnd this was approved by the USAl!)/F?!. Pleaae iEl1t 

p~jeet contract SJlcl ii..a.a..c.cialNport5 subtu1mcl to tha USAID. 

Noto No. ~ (paS. ~1) 

Both points (l) IUld (2) are wccl.lrate and We contest f1ndlnp. EFCS al8.!ntainl botll 
gO)lol"9.11~dger for the whole orga.n1z.&Uon and by projeot (the lAtter 18 computerized) 
and both were reviewed by the junior audltora lsal(t1ed by you!." fll'ln to perform th! .. 
Quciit. llecordins of transactions 1e !!lade upon payment and not all lItated (exarople 
E,1ven I.s not even possible, ialaries In parUcular cannot be defert'ed fol." tour months 
- unless theN Is a drasUc ahorta,e of funding, 1.e. IS crt I!' lituation). Ail. to point 
(3) a coot>oUdat&d t'eC1!!ptB SJld diabursements report ill pr&pat-ed on a quarterly 
l:.asis, corroborated by bAnk statements and are forwarded with the periodIc fInanciAl 
Nporta. 

An EFCS PoUcles and Procedures MaAual D..aS been developed alnce 198T as part ot a 
Deloitt, Ho.aklna and Sells consultancy that pNparacl EFCS tor the USAID m-Award 
Audit performed prIor to the lien-Ature of the Norplant project Contracts. With. tM 
exception or thli Indirect cost pool, aU Itamll on th$ chArt ot aeeounta let by DMS a1'9 
!;till used 1n our accounUni system. We also adhere to the Bet or procedurea that 
ellS\.Ire internal COlltrol a6 per their advice. EFCS lnvolvecltn financial Dl&llAg(!Ql(!nt, 
budgeting and Mcounting are alrMdy trained on tbe system and both ~ IIl&nual And 
'" computerized system of book-keepl.ng are operated to fulf1l1 the requirementi of 
fUlldinj[ aienciea and. Egyptian laws. Your staff never requested to see that manual. 
but it i$ lIJr-eady then.. 

Note No.4 (pap 2~) 

St!ltQi1lent 1. Inaccurate: audit team were ~ven time .heet" p1'e.,Al'ed. tor the put'po!J* 
of QllUn~ stalf t.J.me for fully alld partially supported atalC members. Only ,tatt fully 
supported. by the pr,t received 100\ of tb.elr 5&!!.rl~a trom the project. In llddiUon 
to time aheets, EFCS maint.al..na attendance t1.rne card. which IncUcate the hours or 
offlce attendan~ tor all employee. (thoae we:e alao .hewn to the al.lcUtora). It ta the 
relipooaib1llty ot EFCS management to ass1iU project duties and authorize payntent. 
for a taU time tor activitiea usuaUy Inoluded !n tbe perfodic report III t01'Wuc1.d to the 
USAID/Pop1.1l&tion Office. SupporUnj[ dOC\Ull6nta were provided and are available 
for revIew. 

BEST AVAILABLE COpy 
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,',::. ~ • ..; .. :' ":':' ~r : i 0:;: ~ ~ ~ ~ -?; 

s~?t\.·~t,';~4 :20, ~;j~ 
~Ilgi 4 

P:ilaie be ad.vle&d that thoa lotter dated April :2-1, 1986 (l'8fe"red ~o gn pali 23 and 
':'~:'I!:!' P<l.;;ea ill th6 audit report) ..... u Il~Vel' tOr'W~rdid tQ E:FCS alld waa included only 
with th", dratt audit l"eport. As you are awa~t audit flnd1np were Ilot d1.cunld 
wltb EFCS, which would havi el1mi.D.ated aw.ny of the oomment. liJte<i. 

TU!J following nolu. respond \0 the tindlllgs Uatl<1ln th$ QueAt:!oned. Proojlct Coeta 
u LnC\U'~ in EQ'p~ Pounda aa tlley appea~d OD. palea 10-17 or the cir&lt audit 
roport. 

A. Salarl08 • BenJlts (pq"It 10) 
I 

L ~ote Is m.o.ccur-ate. time Noordll are present for aalarle. ~d to pi'eject Qtaif'. 
Staff fully or partillUy supported by the p,vj • .;;t were l'Q'lWl'<IQ to \r..ap r-"(,C'll'ci ot t1t.na 
apeut on ~a!'rying out project acUvltles. ya.e..-....... U..xeou'b. 41~r 
bem, paid l00~ b~ thll gHAt. (2nlil p&C*~pQ... pa.p,11l1a 1n&~ClU'&t .. Fluctuauoll!l 
In the per~ntl.\ge or time bWed to the projllct for d!!fe1'lllt staff Clembers renacts the 
ftlet that t!.m~ sheeta weN k.ept and maintained throughout tbe proJeot. No p4l'lllenta 
were ",.ade for non-project .taff 0" nOIl-USAID/EiYPt sponsored &ctivitiea. . 
2. Stuca we do not operate on M indirect COlt rate basis, eJJ EFCS staff, exoept for 
t:lS06i'"UloQllt and accounting ataU, are hiNd on a project baai& (thoy at'e not 
pertt.all.ont staff) to perform specific tasks related to project operation. Your 
NCll:runendation U!isumes that all dOllor &.iillclea aocept to pay overheads, which aa 
~ .. u'~\.4VUc:r .... ~. _""' ... 1 .... _ .. I.. ~ ••.. 

3. As for the "Employu'a ShaN" in the socla1 {Il&ure.nee, EFes fa a non-profit, non­
governmental ol'ga.n1z.a.tlon that dapends totally on projects tor operation of !ts. 
activities. The salaries and belletita amount for each ItaU memoer includes both 
employer's and employee's lihare ot the social insurance pa.1d monthly as !'9qulred by 
Eg-IPUan laws (please see EFCS Policies It.lld Procedure, ManlJ.al fo1' full details on 
snlarl~s and benefits pa.td to employees). Moreover. this was navel' noted by allY of 
our auditors a.a either IneUgible or unallowable. 1t has all'Qlldy bean approved by the 
~aplctivQ donor aiGllcy, In tWa CUI, tn.. USAID. 

B. COnaultAants (~, U) 

:-.lone ot the COllliultCLIlti hired under the PNSeo.t grant were hired witbou t a COil tr-act 
that specifIed duUQS and explcted outcollles. whioh were direotly relAted to the 
NOl'pla.ut 2 Pro:&ct. R.eporta prepared period.1c.a.lly Included the outcome of the 
assigned duties performed by t.lla ten h.l.re<1 colllult.anta. 

1. A lepl CQIl8ultant hAndle4 aU contractual upectl ot toe Norplant 2 Project and 
ll.l. time wu pald tor atter service. actlally relldered.. 

2. A flnlUlcial eOllsultant provided teohnic:41aerv!cea twice wiakly (3 !lours Nch 
.. tett) for review of accounUng procedure&, ol.ltst&.lldina payment. and co-.ignature 

. of checko. a& I, requJred by ErCS Bylaws. 

BEST AVAILABLE COpy 

I 
I 
I 
I 

-
I 
I 
I 
I 
I 
I 

I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
Coopers 
&Lybrand 

FINANCIAL-RELATED AUDIT OF USAID/EGYPT RESOURCES 
PROVIDED THROUGH 

Appendix A 
Page 5 of 6 

COOPERATIVE AG REEMENT NUMBER 263-0144-A-OO-7035-00 

"~: . .;.-.:'~,: ~·Y H":'I.~..;~q 

.:;~;:.:~~.'c~.: :13, j.1~d 
pdS~ 5 

MANAGEMENT COMMENTS 

3. The !lirvl~a of 1\ tAX ad,:,l&ol' wo~ hlNl4 for Qi1tt1bU.!l1ng taX (ilea tor aU EFCS 
etnploy~a and to rouow up on COt:oplii.nCil with our projeots witb tb. E~t!an tax 
law!5. Each pNjQQt was blllQd Ha ahare ot the con.ultancy baaed on the number ot 
& taft worklni on the projeot. . 

4. A medlc.a.l cOnB\llta.nt wt\& hJred on & call baaia to tlueaa the allowabillty of 
1'CVCl l'ted slck leaves for authorlzLlUOIl purpOSe6. Norplant 2 Project W!oS ~haried Ii 
rnln.l..w..11 omollnt tor calls tnada for pro~ct staft only. 

C. Suboout.ro.ota (~ 15) 

FindiIlii' contested: A detailed N&pOnSes 1& given above. C~60 reports/data 
,.'(,llectioll (orms iN avaJlabla at EFCS if further rwView of the aupporti:li docuc::ellts 
i/O ~t.l.U t't.'Iq,wMd 

1). Othor Dl.roct eo&t.a (pap 13) 

1. All ~&ts WeN entered, bUled and reported on a direct cost basis. Justification 
ur · .... by tl.laae costs were &~ at toa Ntu .tated was baaed on experience in the 
(il'St i~nt (Norplant Project) and were billed u they weN dJrectly related to project 
a<.:tivlUtl •. As to basia of cost allocauoll, partial or total bUllni c1ep.nda on the nature 
of the expenditure (if a tr&..1.n1llg session Is held to train co-lnvutlptora worklni In 
the research study, all related OQst ••• uoll u stationery, photocoPyini, audio. 
vi$ua! tt.aterlala - aN billed to tbe proJect). Aotivity report. pr.p~u'9d on a thNe­
CI1l)l'ltb..iy basia SUflPOl't then tJll)la of expenditul'1I' and' aN Available tor AudJtora 
revlaw. 

2. Statement Is maccurate: N'e'~'!'I6a' ... _'AI r....lt.aMf •• h.lll' ... 19a&.oU1Ce apace 
)""T)tai. .. o.pllichb.~ Ma;,l:.l"'OD.l~ .. In other words, cia.pita the fact that' 
JUice rent.&.! 18 pa;" \.oy EFCS on an c.wlu&l baals, the project wal biUed Ita shAre of 
tWa cost tor the duratioQ ot the contract only and not AI stated. 

3. Project c,aa.-..-~It'eII'~a paid annually. coverin~ llab1llUe./daa:ap for tne 
duration of the year. It is not possible to make lIIotltbly 01' even quart.l"l~ 
UlstaUmenta aa ttUa affects the coat of l~surance alld type 01' cover. As for thE 
L1ablUty lllsurance Polley covering both EFCS and co .. !.nv .. Uptors against mal­
prtl~Uce law auits, this insurance could not h&VQ be.u interrupted aod had to b( 
kept actLva even betw~n projeot contn\ctlJ. In any cue, the addition 1II0Dthi 
coverage was credited to the aubaequen~ lJSAIO iNnt funded by USA!O-POPUlatiOl 
Coullcil for continuatioD of Norplant projeot aotivities. 

4. Telephones and telex coats incurred in a given montb lMy be billed at the end c 
ita quarter, I. II. alter cloaeout of project book. &Ild .tArt ot new ones. As the. 
costa wire directly related projeot operation, WI bad no oth.l' alternative but to bi 
tb.em to the Norplant pnt operated at tim. 01' blllln,. 
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Mr. J~fr\lry H\Hl\~S 
S~pteQQer 241 19S8 
1»(68 

MANAGEMENT COMMENTS 

.< 

~. 

1. Findloa; statod is inaccurate: aupporUn, document. are pre.ent for aU p&id out 
alr.oulltS. Salaries and coc.iultaUon {iQS 1Q particular", very well documentad e. 
the"e relate to specific terms stated in; the project cvntraet. Documentation 11 
Q.va.ll&o\e foi:' rev1ew upon r-oquut. 

1 hope tkw.t our reaponae cover. all pointa mentioned lA ~h. aud1~ Hpol't. W. 
certainly needed to work with yeu rather than reaponc1 to an already prepal"8ci 
Nport. Wit, thorofare kindly uk that you tt.lce &.ll the above1nto consIderation, the 
circumstances iiurround.ini preparation of. this audit report, the f&.ct thAt we had no 
challcfi to. diSCUSi audit findinp with your st4£t first arior to submlsa10n of the 
NpOl't to USAID in Nvia1ng the audit tinditlp and Ul. p~p&ration ot the final audit 
r-eport. - . ~ 

Your kiu4 assistanc:e in thit matter will be apprecJ.atid. 

Slm~rely. 

Pr-ot. £ultld1ll. Ostlllt.l1 l{US&n 
E:xec:uUve Director 

00: USAlD/FM 
.', .... 
,,' (' . ~ 

r.! 

.. ; '.r:: .(.: 
a. 
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COOPERATIVE AGREEMENT NUMBER 263-0144-A-00-7035-00 
FOR THE NORPLANT -2 PROJECT 

MANAGED BY THE EGYPTIAN FERTILITY CARE SOCIETY 
UNDER THE POPULATION AND FAMILY PLANNING PROJECT NUMBER 263-0144 

DURING THE PERIOD FROM 
OCTOBER 1, 1990 THROUGH MAY 31,1993 

INDEPENDENT ACCOUNTANTS RESPONSE 

During the entrance conference held at the USAID/Egypt offices on March 31, 1996, 
EFCS management selected the EFCS accountant to oversee the audit amI as the 
individual to whom we were to direct our audit findings and recommendations. 

All relevant audit findings and recommendations were discussed with the EFCS 
accountant and Project Director during the performance of the audit. A final close-out 
meeting was held on April 24, 1996 to discuss all continuing audit findings. This 
meeting took place with the EFCS accountant prior to issuance of the draft audit 
report. The EFCS Project Director was invited to attend this meeting, but he was not 
available. However, as mentioned above, he was informed of all audit findings and 
recommendations during the course of the audit. 

The management response to the draft audit report is due within thirty days of the 
closing conference which was held at USAID/Egypt offices on July 29, 1996. An 
additional two-week extension was granted by USAID/Egypt to EFCS to give 
consideration to EFCS's statement that it was not made aware of the audit findings 
and due to the technical complexities of the draft audit report. Subsequently, a second 
two-week time extension for the receipt of EFCS management comments was granted 
by USAID/Egypt. Accordingly, EFCS was allowed an additional one month extension 
over the normal thirty-day management response period. , 

The deadline for receipt of management comments was, therefore, extended to 
September 26, 1996. We did not receive their comments until September 29, but 
have, nevertheless, included them in their entirety in Appendix A. 

In response to EFCS management comments, we have including our response below. 
Please note that the finding references correspond to those used in the draft and final 
audit reports. 
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INDEPENDENT ACCOUNTANTS RESPONSE (CONTINUED) 

INTERNAL CONTROL 

Point 1, page 19 

Management's response is noted but it does not change the validity of our 
recommendation. 

Appendix B 
Page 2 of 4 

EFCS's response included an explanation of their system for paying subcontractor 
costs which is consistent with our understanding. We continue to assert that EFCS is 
unable to tie costs billed to USAID/Egypt to third-party documentation. 

Point 2, page 20 

Management's response is noted but it does not change the validity of our 
recommendation. 

Regardless of whether EFCS used a direct or an indirect cost system, USAID/Egypt 
requires that all disbursements for which they are billed be supported with verifiable 
support for the allocation. 

EFCS's comments that they receive funding from various donor agencies who do not 
agree to reimburse for overhead in no way effects the USAID/Egypt grant. If other 
donors do not accept to pay their share of indirect costs, it does not obligate 
USAID/Egypt to assume those costs. 

Point 3, page 21 

Management's response is noted but it does not change the validity of our 
recommendation. 

Point 4, page 22 

Management's response is noted but it does not change the validity of our 
recommendation. 

A meeting was conducted between the EFCS Project Director and Coopers & Lybrand 
to discuss the benefits of maintaining proper time keeping records. Also present at 
this meeting were the EFCS Financial Consultant and the EFCS Project Administrative 
Manager. The EFCS Project Director does not believe that time keeping records serve 

I 
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any useful purpose because such records could easily be adjusted to agree with the 
billing to USAID/Egypt. 

QUESTIONED COSTS 

A. Salaries and benefits, page 10 

Management's response is noted but it does not change the validity of the finding. 

EFCS provided our audit team with daily attendance reports that indicated the 
employees' arrival and departure times. We were not provided with records that 
would substantiate the salaries and benefits charged to USAID/Egypt. Had EFCS 
provided us with time records to substantiate such charges, this amount would not 
have been questioned. 

The employer's share of social insurance is not eligible for USAID/Egypt 
reimbursement as stated in the Population and Family Planning Umbrella Grant 
Agreement. EFCS must obtain alternative funding for costs not reimbursable by 
USAID/Egypt. 

B. Consultants, page 13 

Management's response is noted but it does not change the validity of the finding. 

We were not able to verify that the activities conducted by the four consultants 
directly benefitted the Norplant-2 project. We can, therefore, not conclude that 100% 
of the costs charged by these consultants should be paid for by the Norplant-2 
project. 

C. Subcontracts, page 15 

Management's response is noted but it does not change the validity of the finding. 

See response above under Internal Control, Point 1. 
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D. Other direct costs, page 16 
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Management's response is noted but it does not change the validity of the finding. 

1. USAID/Egypt reimburses on an actual incurred costs basis and not on an 
estimated costs basis. EFCS management stated that, "costs were 
estimated at the rates stated was based on experience with the first 
grant ... " 

2. EFCS did not provide documents to support their statement related to rental 
payments. 

3. USAID/Egypt reimburses actual costs incurred for the benefit of the projects 
it supports for a specified project implementation period. Costs incurred for 
periods before or after the project period are not eligible for USAID/Egypt 
reimbursement. 

4. EFCS did not provide documents to support their statement related to 
telephone payments. 

E. Net overbilling, page 17 

ryJanagement's response is noted but it does not change the validity of the finding. 

As a standard auditing procedure, we compared the billings issued by EFCS to 
USAID/Egypt to the EFCS chronological listing of transactions. Where differences 
occurred, we asked for an explanation. Differences that could not be' explained or 
reconciled were questioned. 

• 
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO, EGYPT 

-------------

DATE November 6, 1996 

TO Lou Mundy, RIG/A/e . 

Eric Schaeffer, A/OD/FM/~ FROM 

SUBJECT Financial Audit of the Egyptian Fertility Care 
Society, Norplant 2 Project, Local Currency 
Expenditures Incurred under the Population and 
Family Planning project No. 263-0144. 
Draft Report dated October 6, 1996 

Following is the Mission's response to the subject draft report. 

Recommendation No.1: 

We recommend that USAID/Egypt make a management decision on the 
questioned costs of $79,243 (ineligible costs of $5,817 and 
unsupported costs of $73,426) detailed on pages 10 through 16 of 
the audit report, and recover from the Egyptian Fertility Care 
Society the amounts determined to be unallowable. 

Mission Response: 

Mission is working with EFCS to resolve and close this 
recommendation. 

Recommendation Nos. 2 and 3 on internal control and non­
compliance: 

The EFCS Cooperative Agreement was completed on May 3~, ~993. 
There are currently no active direct commitments with EFCS, and 
none are anticipated in the future. Therefore, it is not cost 
effective to require EFCS to address the internal control and 
non-compliance issues identified in the audit. However, should 
there be future activities with EFCS, Mission will ensure that 
the deficiencies identified are corrected by EFCS prior to 
provision of funds. 

Based on the above, Mission requests closure of Recommendations 2 
& 3. 

106 Kasr EI Aini Street 
Garden City 
Cairo, Egypt 


