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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERAL 

NYAR UTCA 32 BUDAPEST HUNGARY 1071 
TELEPHONE 36-1-352-855 1/8553 

FACSIMILE 36- 1-352-8539 

January 14, 1999 

MEMORANDUM 

TO Duector, USAIDIKYIV, Gregory Huger 

FROM RIGlBudapest, James R Bonnell ..reO /2Q.oC ~ 
SUBJECT Agency-contracted AudIt ofUkrame Bureau of Freedom House's HabIts of the Heart 

Project for the penod September 21, 1994 to January 31, 1998, CooperatIve 
Agreement Nos 110-0007-A-00-4027, 121-0007-A-00-7040, and 121-0007-A-00-
00059 (AudIt Report No B-121-99-001-N) 

The attached report, prepared by the non-Federal audIt firm Ernst & Young of KYIV, UkraIne, 
presents the results of a financIal audIt of USAID resources managed by Freedom House for 
USAIDIKYIV'S HabIts of the Heart Project under three cooperatIve agreements 

On September 21, 1994, USAIDIKYIV entered Into a cooperatIve agreement With Freedom House, 
Inc to cover costs relatIng to the "HabIts of the Heart" project, a project to promote democratIc 
change In UkraIne by developIng and worlang WIth IndIgenous publIc pohcy research InstItutIOns 
and reform-onented, non-governmental organIzatIOns The ImtIai agreement proVIded $1,225,000 
to cover costs through September 30, 1996 Subsequent amendments and agreements Increased 
fundIng to $1,807,815 through January 31,1998 The cooperatIve agreements Included fundIng both 
for Freedom House, Inc (an Arnencan nonprofit organtzatIon) and Its field office In KYIV, UkraIne 

The ObjectIves of the audIt were to 

• audIt the Fund AccountabIlIty Statement and express an OpInIOn as to whether the 
Statement presents faIrly, In all matenal respects and In confOrmIty With the basIS of 
accountIng descnbed In the report, the use of funds In accordance WIth the grant 
agreement, 

• conSIder the grantee's Internal control structure In order to determme the audItIng 
procedures for the purposes of expressmg an OpIll10n on the Fund AccountabIlIty 
Statement and to report on sIgmficant mternal control defiCIencIes and matenal 
weaknesses, and 
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• test the grantee's complIance wIth the terms of the grant agreement as part of 
obtammg reasonable assurance about whether the Fund AccountabIlIty Statement IS 
free of matenal mIsstatement, and report on any IdentIfied matenal mstances of 
noncomplIance 

The audItors Issued a qualIfied opmIOn on the Fund AccountabIlIty Statement because they 

• were not able to obtam complete assurance that the funds advanced to sub grantees 
were expended for the purposes mtended and that expendItures reported bv 
subgrantees to Freedom House were not also reported to and recovered from other 
donors or sources of fundmg, 

• were not able to obtam complete assurance concernmg the completeness of revenues 
smce Freedom HousefU S could not confinn the exact amount of funds transferred 
to Freedom HouselKYIv for use In the project for the audIt penod due to madequacies 
m Its accountIng system, 

• IdentIfied unsupported costs totalIng $29,000, and 

• found that Freedom House dId not fully comply WIth UkraInIan accountIng, foreIgn 
currency, or tax legIslatIOn when reCeIVIng and dIsburSIng funds related to the project 

The report also mcludes a dIsclrumer of oplll1on concernmg the audItors' mabilIty to audIt $873,640 
m costs mcurred m the U S by Freedom House, conSIstIng of $430,665 In admInIstratIve overhead 
costs and $442,975 In dIrect expenses In addItIOn, the management letter that accompanIed the 
report contruned several other Issues conSIdered to be of lesser Importance, IncludIng the lack of a 
dISposItIon plan for non-expendable property purchased WIth program fundIng 

The report contams four recommendatIOns concemmg one matenal mstance of noncomplIance and 
three Internal control weaknesses It IS the responsIbIlity of USAIDIKYIV to ensure appropnate 
actIOn IS taken on all recommendatIons However, based on our reVIew we have only mcluded the 
recommendatIOns lIsted below In the Office ofInspector General's (OIG) audIt recommendatIOn 
trackmg system 

RecommendatIOn No 1 We recommend that USAlDIKYlv reqUire Freedom 
HouselKYlv to develop and Implement a consistent polIcy on the qualIty, extent and 
tImelIness of financial reportmg and documentatIon submitted by subgrantees to 
support their program e"{pendltures 

RecommendatIon No 2 We recommend that USAlDIKYlv obtam a deCISIOn from 
USAID's RegIOnal Legal AdVisor on whether Freedom House IS reqUired to be 
registered With the UkramIan Government and, If so, whether USAID fundmg should 
be contmgent on the orgamzatIon bemg properly registered 

RecommendatIOn No 3 We recommend that USAlDlKylV make a determmatlOn on 
the dispOSItIon of program-funded, non-expendable property purchased by Freedom 
House or Its subgrantees 

• 

• 
fJ 



• 

• 

• 

• 

• 

• 

• 

We dId not Include a recommendatlOn on recovery of the unsupported costs of $29,000 as Freedom 
House's contnbutlOn to the program exceeded the planned amount by more than this amount 

One reason cIted by the audItors for renderIng a quahfied OpInIOn was that Freedom HouselU S 
could not confinn the exact amount of funds transferred to Freedom HouselKYiv because of 
madequacies m Its accountmg system and the audItors were also unable to reView documentatIOn 
for expendItures m the U S We have referred thts matter to the OIG's FInancial AudIt DlvlSlon for 
possIble further reView 

Please respond to thiS report Withm 30 days IndIcatIng actIOn planned or taken to implement the 
above recommendatIOns Thank. you for the cooperatIon and asSIstance extended to the Ernst & 
Young audItors and the RegIOnal Inspector General representatIve dunng the audIt 

Attachment aJs 
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Uk.r;].me Bure;].u of Freedom House 
"'-Habits of the He;].rt" Project 

AudIted Fund Accountabdlty Statement 

Penod from September 21, 1994 to J;].nu;].rv 31, 1998 

Executive Summary 

1 Background 

HabIts of the Heart IS a project to promote democratic change tn uuatne bv developIng 
and worltng wuh tndlgenous public pollcv research Institutions and reform-onented 
Indigenous non-governmental orgamzatIons (" sub grantees ') 

On Septembt!r 21, 1994, the U S Agency for [nternatlonal Development (' USAID' ) 
MISSIOn to Ukraine approved cooperative agreement number 110-0007- -\-00--+027 WhICh 
proVIded a total of $1 225 000 (after subsequent modIficatIons) to cover costs relating to 
the Habits ot the Heart" Project (' the ProJect") through to Septembe" 30, 1996 
CooperatIve agreement 121-0007-1\-00-7040 after subsequent modlticatlons (tncludIng 
grant number 121-0007-.1\-00-00059), proVIded an addmonal $582815 to cover costs 
relatIng to the Project through to January 31, 1998 The coooeratrve agreements Include 
fundtng for both Freedom House, Inc and the ukr:l1ne Bureau at Freedom House ( the 
Organization ) tn relatIon to the Project 

2 ObjectIves and Scope of the AudIt 

The obJecttve of the engagement was to conduct a finanCIal audit ot the fund 
accountabtltty statement of the Orgamzatlon's HabIts of the Heart' Project for the penod 
from September 21 1994 to January 31, 1998 prepared bv management The audIt was 
conducted tn accordance WIth US Government 4udumg Standard;, except as dIscussed m 
the accompanymg Report of Independent AudItors 

The speCIfic obJecttves of the audIt were to 

• Express an opmIon as to whether the fund accountabIlIty statement presents fmrly, m 
all matenal respects, project revenues and costs mcurred and reImbursed for the 
penod from September 21, 1994 to January 31, 1998 m accordance wIth the tenns of 
the aforementloned agreements and m confonmty vvlth the baSIS of accountmg 
descrrbed m Note 2 to the fund accountabIllty statement 

• Evaluate and obtam a suffiCIent understandmg of the reCIpIent's mternal control 
structure related to the Project and assess control rIsk tn order to detennme our 
audltmg procedures for the purpose of expressmg our opmIOn on the fund 
accountabilIty statement and not to prov ide an opmlOn on the mternal control 
structure 

• Perform tests of the Orgamzatron s compllance 'WIth cer"J.tn prO'vlSlons of agreement 
t~rms and lavv5 and regulatlons as part of obtammg reJ.sonable assurance about 
\\ hether the fund accountabIl1tv statement IS free ot mater'al misstatement and not to 
provIde an opmIOn on the Overall complrance WIth these orOvlSlOns 

1 



Ukraine Bureau of Freedom House 
""HabIts of the Heart" Project 

Executlve Summary (Contmued) 

3 SummarY of AudIt Results 

The tollo\vmg I!> a summary of audit results 

• The Report of [ndependent '\uditors expresses a qualIfied opInion on the tund 
accountabIlIty statement The reason for the qualtfied opmlOn as more tulh 
descnbed In the Report of [ndependent AudItors and the Schedule ot' Frndmgs and 
QuestlOned Costs was because the AudItors 

1) were not able to obtarn complete assurance that the tunds advanced to 
sub grantees were expended bv sub grantees tor the purposes rntended and that 
expendItures reported by sub grantees to the Orgamzatlon as rncurred were not 
also reported to and recovered from other donors or sources of fundrng, 

11) were not able to obtam complete assurance concernmg the completeness at 
revenues smce Freedom House Inc could not confinn the exact amount ot 
funds transterred to the OrganrzatlOn for use In the Project for the penod from 
September 21, 1994 to Januarv 31, 1998 due to madequacies rn Its accountmg 
svstem 

lll) Identtfied unsupported costs totalIng $29,000 and 

IV) noted that the OrganIzatIon dId not fully comply with UkraInIan accountmg 
torelgn curren<.v or tax leglslatlOn when recelvmg and dIsburSing funds related 
to the Project 

• In addmon the Report of Independent AudItors Includes a dIsclaImer ot opmlOn 
relatmg to admInIstratIve overhead and dIrect charges mcurred by Freedom House, 
Inc In the Umted States whIch were not audited bv Ernst & Young Ukrame 

• The AudItors IdentIfied three reportable COndltlOns, Includmg one conSIdered to be a 
matenal weakness whIch are IdentIfied In the Schedule of FIndmgs and QuestIoned 
Costs 

• The AudItors IdentIfied one materIal Instance of noncomplIance whIch IS descnbed In 

the Schedule of FmdIngs and QuestIoned Costs 

-J Summary of Management's Comments 

Management of the OrganIzatIOn dId not prOVIde wntten comments concermng the audIt 
findmgs 

• 
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The Board 0 f D lrecto rs 
Freedom House Inc 

• Ernst $. Young L,kr,)lne 
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Wr:. have Judlted the accompanvmg fund accountability statement of the Uk.ralne Bureau 
of Freedom House ( the OrgamzatlOn) HabIts of the Heart Project ( the ProJect) tor 
the per10d from September 21 1994 to Januarv 31 1998 The fund accoLlntabtlltv 
~tatement IS the responsIbilIty of the OrganIZatIon s management Our responslbtlltv is to 
e\.press an OpIntOn on the fund accountability statement based on our audIt 

Except as dIscussed In the follOWIng paragraphs, we conducted our audit of the fund 
accountabIlIty statement In accordance WIth {J S Government -{lIdztmg Standards Issued 
bv the Comptroller General of the Umted States Those Standards reqUire that we plan 
and perform the :lUdit to obtaIn reasonable assurance aeout whether the fund 
accountabIlIty statement IS free of materIal mIsstatement -\n audit mcludes examinIng, 
on a test baSIS eVIdence supportIng the amounts and dIsclosures In the fund accountability 
statement An audit also mcludes assessIng the accountIng prInCIples used and slgntficant 
eStimates made bv management as well as evaluatIng the overall fund accountabIlIty 
statement presentauon We belteve that our audIt prOVIdes a reasonable baSIS for our 
OpInIOn 

We do not have a contmuIng educatlon program that fully satlsties the requtrement set 
forth m Chapter 3, paragraph 3 6 of US Go"ernment .fudrcmg Standards However our 
current program prOVIdes for In excess of 80 hours of contInUlng educatIOn and tr:l1ntng 
everY t'Wo years We are takmg appropnate steps to attend a cOnnntLlng educatIon 
program that fully satIsfies the reqUIrement 

We dId not have an e\.terna1 qualItv control reVIew by an unaffilIated audIt orgamzation 
as requlred by Chapter 3, paragraph 3 33 of US Government rl.udzrzng Standards, ~mce 
no such program IS offered by profeSSIonal orgamzations m l; krarne We belIeve that the 
effects ot thIS departure from {J S Governmem rl.udltmg Standards IS not matenal 
because we partICIpate m the Ernst & Young International worldwlde mtemal quallty 
control reVIew program whIch reqUIres our office to be subject to an extenSIve quality 
control revIew by partners and managers from other Ernst & Young InternatIonal affillate 
otfices on an annual baSIS 

As IS descnbed m Note 3 to the fund accountabIlIty statement, we dId not audIt the costs 
reported as admlmstratIve overhead and dlrect expenses mcurred by Freedom House, Inc 
m the Umted States These amounts were provtded bv Freedom House Inc and are 
presented In the accompanvmg fund accountabtlIty statement In order to reconCile the 
total expenditure of grant tunds The supportmg documentation for these expenses IS 
'llamtamed m the Umted States and was not made avaIlable to us Therefore, the scope ot 
our \Vor~ was not sutficlent to express and we do not express, an OpInIOn on the costs 
reported as admInIstratIve overhead and dtrect expenses totalmg $430 665 and $4 ... 12 975 
re~pectlvelv Incurred bv Freedom House Inc m the Umted States for the peflod trom 
September 21 1994 to Januarv 31 1998 

Freedom House Inc could not confirm the e\.act amount of funds transferred to the 
OrgCinizatlOn tor use In the Project for the peflod from September 21 1994 to Januarv 31 
1998 due to InadequaCies in the accountIng system Theretore we \Vere not able to obtam 
complete assurance concernmg the completeness ot revenues and the fund accountabilIty 
statement ret1ects revenues as recorded In the OrgamzcltIon's accountIng records onlv 



E.!J ERNST & YOUNG 

The maJ0ntv at the Organrzatlon 5 e'<pendltures were mcuITeJ through subgontees Our 
audIt procedures mcluded tests to ::.atlstv oLIrse!ve::. that lhe amounts reported In the 
accompanYing f1.md accountabdltv statement clS subgrants "\ere adv::lnced to subgrantee::. 
Ho\\ever the subgrantees \-vere not subjected to an mdependent audIt nor Jld the', 
generallv appear to have formaltzed a svstem ot accountmg and Internal l.oncrob 
Theretore we \\-ere unable to obtam assurance that the f1.mds advanced to ::.ubgrantees 
were e'<pended by subgrantees for the purposes Intended ard that c\.pendltures reoortcd 
b\ subgr::mtees to the OrgamzatlOn as Incurred were not abo reportee to and reco\ erd 
trom other donors or ::>ources ot tundmg 

The results of our tests dIsclosed the following materIal queStiOnable costs as detatled In 

the fund accountabIlItv statement (1) There were no costs that were e'<pllcnlv questiOned 
because thev were not program related, unreasonable or prohIbited by the terms of the 
agreements, and (2) $29,000 In costs that were not ::.upported wuh adequate 
documentation In additIon the results of our procedures dIsclosed that the Organlz:::ttlon 
dId not complv with UlraInIan accounting, forelgn curre'1CV or ta,\ legislatlOn \\ hen 
receiving or dIsburSing tunds related to the Project 

fn our opmlOn, e'\cept for the effects of the questionable COSLS and rebted adJustmencs It 
anv as might have been determmed to be necessarY had we been able to satistv ourseh es 
as to revenues and sub grants and had Ukramliln leglsbtJon been rull' complIed \vltl1 ::t~ 
reterred to In the precedmg paragraphs and e,<cludmg the co::>ts \vhIch ,vere not audited J.S 

descnbed above the ti.md accountabdItv statement reterred to above presents talrl\ In all 
matenal respects project revenues and costs Incurred and reImbursed tor the peflod trom 
September 21 1994 to January 31 1998 III accordance wuh the terms of the agreemerts 
and III confonnrtv wlth the basls of accountmg descnbed m "'-ate :2 

ThIS report IS mtended for the IllfonnatlOn of the Orgamzatron and the U S Agencv tor 
[nternatlOnal Development (' LJSAID") However upon rele::l~e by LS <\1D thIS report IS 

i1 matter at publrc record and ltS dIstnbutlOn IS not lrmIted 

June 1,1998 

• 
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Ukrame Bureau of Freedom House 

~~Hablts of the Heart" Project 

Fund AccountabIlity Statement 

• Period from September 21, 1994 to January 31, 1998 
(In US Dollars) 

Budget Actual QuestIOned Unsupported Reference 

• Revenues 

Agreement No 110-0007-A-00-4027-00 S 1 225000 $1,225000 S S 

Agreement No 121-0007-A-OO-7040-00 5&2 & 15 582 & 15 

Total Revenues $ 1,807,815 $1,807,815 $ $ 

Costs Incurred 

• Subgrants 

Agreement No 110-0007-A-OO-4027-00 $ 410,000 $ 426,092 $ $ 29000 9&-1 

Agreement No 121-0007 -A-00-7040-00 225,000 250,4&2 

635000 676,574 29000 

Personnel Costs 

• Agreement No 110 0007-A 00-4027 00 1&9,400 26,401 

Agreement No 121 0007-A-00-7040-00 9& 900 71433 

28&,300 97 &34 

Travel and Per Diem 

Agre~ment No 110-0007-A-OO-4027-00 90,900 17,763 

• Agreement No 121-0007-A-00-7040-00 32900 163&0 

123,800 34 1.+3 

Office Equipment and Supplies 

Agreement No 110-0007-A-00-4027-00 52,375 &,245 

Agreement No 121-0007-A-00-7040-00 & 100 4 &6& 

60,475 13,113 

• Conferences 

Agreement No 1 I 0-0007-A -00-402 7-00 26,200 5,236 

Agreement No 121-0007 -A 00-7040-00 5,000 2,462 

31200 7698 

• CommuflIcatlons 

Grant No 1 IO-0007-A-00-4027-00 2& 000 19586 

Grant No 121-0007-A 00-7040-00 17400 10 828 

45400 30414 

Consultants/Interpreters 
Agreement No IlO-0007-A-00-402700 7625 24)0 

• Agreement No 121-0007-A-00-7040-00 1800 150 

9425 2,600 

Other Program Costs 

Agreement No 110-0007-A-OO-4027-00 21 150 21640 

• Agreement No 121 0007-A-00-7040-00 23000 3 1438 

$ 441)0 $ 53078 $ S II 



Ukrame Bureau of Freedom House 
"HabIts of the Heart" Project 

Fund Accountablllty Statement (Contmued) 

PerIod from September 21, 1994 to January 31, 1998 
(In US Dollars) 

Budget Actual QuestIOned Unsupported 
Other Direct Costs 

Agreement No 1 IO-0007-A-00-4027-00 $ 76200 $ 10832 $ S 

Agreement No 121-0007 -A-00-7040-00 13200 7889 

89,400 18,721 

Independent Audit 

Agreement No IIO-0007-A 00-4027-00 50000 

Direct Expenses Incurred by Freedom 

House, Inc In the Umted States 

(Unaudited - See Note 3) 

Agreement No 110-0007-A-00-4027-00 413605 

Agreement No 121-0007-A-00-7040-00 29370 

442,975 

"'dmlmstratlve Overhead Incurrer..! by 

Freedom House, Inc In the Umted 

States (Unaudited - See Note 3) 

Agreement No 110-0007-A-00-4027-00 273,150 273 150 

Agreement No 121-0007-A-OO-7040-00 157515 157515 

430665 430665 

Total Costs Incurred $ 1,807,815 $1,807,815 $ S 29,000 

See accompanymg notes 

Reference 
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1 General 

lJkr:llne Bureau ot Freedom House 
Hablts of the Heart Project 

Notes to Fund Account:lbtlltv Statement 

PerIod from September 21, 1994 to Januarv 31, 1998 
(In US Dollars unle'is otherWise stated) 

The Uk.r::l.!ne Bureau ot Freedom House (' the Orgamzatlon) IS a not-tor-profi.t 
orgamzatton whIch was establIshed m Ukrame m September 1991 as an Jtfiltate ot 
Freedom HOllse Inc a not-for-profit non-sto(.k orgamzanon Incorporated m the State ot 
New York. The OrgamzatlOn s mam office IS located in KVlv Ukrame 

Freedom House Inc IS a nonpartlsan orgamzation that momtors human nghts and 
polttlcai and economiC freedom around the world EstablIshed m 1941 by Eleanor 
Roosevelt and Wendell Wtllkle Freedom House was founded to strengthen democratic 
mstitutions at home and abroad Freedom House mamtams ItS offices m New York Ctty 
and Washmgton DC 

Habits of the Heart" IS a project to promote democratic change In Ukrame bv developing 
and workmg with mdlgenous public pollcv research mstItutIons and reform-onented 
mdIgenous non-governmental orgamzatIOns (' subgr<lntees) On September 21, 1994 the 
u S Agencv for International Development ( USArD ') MISSion to Ukr:llne approved 
cooperative agreement number 110-0007-'\.-00-4027 "vhlch prOVIded a total of 
51 225,000 (after subsequent mOdlIicatlons) to cover costs relatmg to the Habits ot the 
Heart" Project ( the Project) through to September 30 1996 CooperatIve agreement 
121-0007-A-00-7040 after subsequent modlficatlOns (mcludmg grant number 121-0007-
A-00-00059), prOVIded an addItIOnal $582 815 to cover costs relatmg to the Project 
through January 31, 1998 The cooperatlve agreements mclude fundmg for both Freedom 
House, Inc and the OrganizatIon m relatIon to the Project 

2 Slgmficant Accountmg PolICies 

BaSIS of PresentatIOn 

The OrgamzatIon prepared the accompanying fund accountabIllty statement based upon 
actual e'<penditures (cash basIS of accounting) Incurred that were related to the Project 
The fund accountabilIty statement mcludes e'<pendnures Incurred m Ukrame as well as 
e'<pendltures mcurred m the Umted States by Freedom House Inc relatmg to the Project 
The fund accountablltty statement IS not Intended to be a presentatlOn m conformity wnh 
Internatlonal Accounting Standards, any other generally accepted accountmg pnnclples 
or accountlng and ta'< legIslatIon for statutory reportmg In ukrame 

Foreign Currency TranslatIon 

The OrgamzatlOn s fund accountabIllty statement has been presented m US Dollars 
because It IS the OrgamzatlOn's functlOnai currencv I e the maJonrv of ItS revenues and 
costs are either received mcurred or otherWise measured m L.S Dollars Accordmglv 
tr::msactlOns and balances not alreadv measured m uS Dollars (onmanlv UkraLI11an 
Hrvvma) have bee"! remeasured mto uS Dollars bv applvmg the flctl.lal market e'<change 
[flte \v hen the transactIOn occurred 

The offiCial e'<change rate of the Natlonal Bank. of Ckrame whIch was general Iv 
conSIdered to appro'<lmate the mark.et e'<change rate, ranged bet'l,';een apPw'<lmatelv 
UAH 0 7121 for one US Dollar and UAH 1 9297 for one uS Dollar tor the penod from 
September 21 1994 to Januarv 31 1998 



ukraine Bureau ot Freedom House 
, Habits of the Heart' Project 

Notes to Fund Accountability Statement (Contmued) 

3 Expenditures Incurred bv Freedom House, Inc III the l nIted States 

Freedom House Inc Incurred mdlrect costs and certain dIrect costs In the Unrted States 10 

relatIOn to the Project Freedom House Inc allocated mdlrewt co~ts totalmg 5472 .324 to 
the Project based on overhead rate~ ot 4087% 40 20~0 - 40 g-% 2900% and 24 80 0/

0 tor 
the ti~cal \lears ended June 30 1998 1997, t 996 and 1995 resoectlveh The tenus ot the 
cooperatlve agreements however, lImIted the amount ot indIrect co~ts to be charged to 
the Project to $430,665 and accordmgly, thIS amount was reoorted In the accompanvlOg 
tund accountability ~tatement Freedom House Inc also reported that It Incurred 
$495 993 In direct costs m the Umted States relatmg to the Project The fund 
accountablhtv statement reports only $442 975 of these dIrect costs In order to reconcIle 
the total expenditure of grant funds Ernst & Young Ukrame dId not audIt these dIrect or 
mdIrect costs as the supportmg documentatlOn for these e'Cpenses IS mamtamed In the 
Umted States However Ernst & Young Ukra me dId sIght copIes of mVOlces supportmg 
equIpment with a total value ot $48 183 related to purchases bv Freedom House Inc The 
eqUIpment was prOVided to subgruntees m Ukrame 

~ Unaudited Schedule of Expenses as Recorded bv Freedom House, Inc 

The followmg IS a schedule proVided by management of F~eedom House Inl. whIch 
<.,umrnanzes the total grant expendItures as recorded m ItS accounts for the penod trom 
September 21, 1994 to Januarv 31, 1998 (unaudited) 

Subgranrs 
Personnel co~ts 
Trave! and per diem 

Office equipment lnd 

supplies 

Conferences 

Communlcanons 

Consultants/ 

Interpreters 

Other program costs 

Other dlrecr cosrs 

[ndependenr audlc 

Total direct costs 

I.\dmmlstrltl\le 

overhead 

Agreement I 

o\ctual 

S 471 79'2 

221 965 

5.3 717 

94093 

5,540 

23,432 

84952 

12000 

23699 

991,190 

S 1184 [04 

Agreement 2 

o\ctual Total -\ctuaf Total Budget Difference 

S 234482 

14960 

29322 

3303 

2454 

21530 

86859 

30 -1.38 

I) 130 

438,978 

179 -1.10 

S 618388 

S 706 T..J. 
23692) 

8.3 039 

97896 

7994 

44962 

171 311 

42433 

38329 

1 .. HO,168 

S 63)000 S (71274) 

288.300 

12.3 300 

60475 

3! 200 

4) 400 

9·Q) 

44 !)O 

89400 

)0000 

1,377,150 

) I 375 

40761 

(.37421) 

2.3 206 

433 

(162336) 

1712 

50571 

)0000 

(53,018) 

SI,902 ~9: 5 1807,815 S (9'+ 677) • 
ThiS schedule has not been audlted by Ernst & Young L vame However, the total 
expendItures were agreed to Freedom House, rne s financIal statements as of and for the 
,ears ended June 30 1997 1996 and 1995 audIted m accordance WIth OMB Clrcubr A-
133 b" Freedom House Inc s Independent audItors m the Lnlted States Expenditures 
Incurred In the penod JUly 1 1997 to January 31 1998 ha,e not vet been audIted In the If • 
UnIted States 
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Ukraine Bureau of Freedom HOLlse 
, Habits of the Heart' Project 

Notes to Fund Accountabtllty Statement (ContInued) 

~ Unaudited Schedule of Expenses a!) ReLorded bv Freedom House, Inc 
(Contmued) 

The schedule does not reconctle to the accompanvmg h.md accountabdltv statement due 
to differences m classificatIOn and the tlmmg ot certam accountmg entnes between 
Freedom HOllse Inc and the OrgamzatlOn In addmon the actual amount of expenses m 
these categones mcurred bv Freedom House Inc m the uOlted States exceeded that 
whlch was reported m the accompanvmg fund accountabtlltv statement The excess 
amount ot expendItures was not recoverable trom USAID and theretore, for presentatIOn 
purposes \-vas not mcluded m the fund accountabIlttv statement (see Note 3) 

Your attentIOn IS drawn to the large differences noted between the actual and budgeted 
amounts m certam categones 10 the schedule above and 10 the accompanymg fund 
accountabIlltv statement Ernst & Young Ukrame did not consider whether these 
dlfferences should result m any of these costs be10g questioned smce It was outslde the 
scope of Its audit 

/ 
I~ 
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Report of Independent Auditors on Internal Controls 

The Board of DIrectors 
Freedom House Inc 

We have audIted the accompanvmg fund accountabIllty statement ot the UkraIne Bureau 
of Freedom House ( the Orgamzatlon') HabIts ot the Heart Project ( the Project ') for 
the penod trom September 2l 1994 to Januarv 31, 1998 and have Issued our report 
thereon dated June 1 1998 

E\.cept as dIscussed m the Report of Independent Auditors accompanymg the fund 
accountabIlitv statement we conducted our audit of the fund accountabIhty statement m 
accordance '.!\lith US Government -ludamg Standards Issued bv the Comptroller General 
of the Umted States Those Standards reqUlre that we plan and perform the audit to 
obtam reasonable assurance about whether the fund accountabIlitv statement IS free of 
matenal mIsstatement 

The management of the Orgamzatlon IS responsIble for establIshmg and mamtammg an 
mternal control structure In nlltillIng thIS responslbllitv estlmates and judgments bv 
management are required to assess the expected benetits and related costs of internal 
control structure poliCies and procedures The ObjectIves of an mternal control structure 
are to provIde management With reasonable, but not absolute assurance that the assets are 
safeguarded agamst loss from unauthonzed use or dlsposItlon transactIons are executed 
in accordance WIth management's authonzauon and m accordance WIth the terms of the 
agreements, and transactIOns are recorded properlv to permIt the preparatlOn of the tund 
accountabIlItv statement in conformity WIth the baSIS of accountmg descnbed m Note 2 to 
the tund accountabdm statement Because of mherent ltmitatlOnS many mternal control 
structure, errors or megulantles may nevertheless occur and not be detected Also, 
prOjectIOn of any evaluatIon of the structure to future penods IS subject to the nsk that 
procedures may become inadequate because of changes m condItlons or that the 
effectIveness of the deSIgn and operatIOn of polICIes and procedures mav detenorate 

In plannmg and performmg our audIt of the fund accountabilIty statement ot the 
OrganIZatIon for the penod from September 21, 1994 to Januarv 31, 1998 we obtamed an 
understanding of the mternal control structure WIth respect to the mternal control 
structure, we obtaIned an understandIng of the deSIgn of relevant polICIes and procedures 
and whether they have been placed m operatlon, and we assessed control rIsk In order to 
determme our audItmg procedures for the purpose of expreSSIng our opImon on the fund 
accountabIlIty statement and not to prOVide an opImon on the mternal control structure 
Il,.ccordmglv, we do not e'Xpress such an OpInIOn 

We noted certatn matters mvolvmg the mternal control structure and itS operatIOn that we 
conSIder to be reportable condItIOns under standards establtshed by the A.mencan InstItute 
of CertIfied PublIC Accountants (' AICPA") Reportable conditIons involve matters 
commg to our attentIon relatmg to sIgmficant defiCIenCIes in the deSIgn of operatIOn of 
the internal control structure that, m our Judgment, could adversely atfect the reCIpient's 
abdlt" to record, process, summanze and report finanCIal data conSIstent wnh the 
assertIons of management m the tund accountabIlIty statement 

Reportable condmons are descnbed m the accompanymg Schedule of Fmdmgs and 
QuestIOned Costs as Items 98-1 98-3 and 98--+ 

-\ materIal \veakness IS a reportable condItIOn m whIch the deSign or operatIon of one or 
more of the mternal control structure elements does not reduce to a relatIvely lovv level 
the nsk that errors or lITegulanties m amounts that would be matenal m relatIon to the 
fund accountabdltv statement may occur and not be detected withm a timeiv penod by 
employees m the normal course ot performing theIr aSSigned hmctlons 



§JJ ERNST & YOUNG 

Our consideratlOn of the mternal control structure \voldd not necessanly disclose all 
matters 10 the mternal control structure that might be reportable conditions and 
accordmgly, would not necessanly disclose all reportable condlttons that are also 
considered to be matenal weaknesses as defined above \\; e consIder Item 98-l to be a 
matenal \\ eakness 

We also noted other matters In'volvmg the mternal control structure and Its operation that 
\ve have reported to the management of the OrgamzatlOn 10 a separate letter dated June I 
1998 

This report IS l11tended for the mformatlon of the OrgamzatlOn and the U S Agenc\ tor 
InternatIonal Development (USAID") However, upon release by USAID, this report IS 
a matter of publIc record and ItS dlstnbutIOn IS not limited 

f- IAA/.> (- J- Ltd U h. ~ 
June 1, 1998 I 
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• 
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Report ofIndependent Audltors on ComplLance 

The Board of DIrectors 
Freedom House Inc 

"lie have audited the accompanvIng fund accountabtlnv statement ot the ukr::llne Bureau 
ot Freedom House r the OrganizatIon) Habtts of the Heart Project (' the ProJect") for 
the penod from September 11 1994 to January 31 1998 and have Issued our report 
thereon dated June 1, 1998 

Except as discussed In the Report of Independent A..udltors accompanVIng the fund 
accountabtlnv statement, we conducted our audIt of the fund accountabIlity statement In 
accordance with US Government >J.udumg Standards Issued bv the Comptroller General 
ot the UnIted States Those Standards reqUIre that we plan and perform the audtt to 
obtain reasonable assurance about whether the fund accountabIlIty statement IS free of 
matenal mIsstatement 

Compllance WIth agreement terms and laws and regulatIons applIcable to the 
OrganiZatIOn IS the responsIbilIty of the OrganiZatIOn s management As part of 
obtamIng reasonable assurance about whether the fund accountabtlu\I statement IS free of 
matenal misstatement we performed tests of the OrganizatIOn s compliance with certam 
prOVISIOns of agreement terms and laws and regulatlons HO'vvever our obJectlve was not 
to provide an OpinIOn on the overall complIance with these prOVISions Accordingly, we 
do not express such an OpinIOn 

Matenal Instances of noncomplIance are tarlures to follow requirements or VIOlations of 
agreement terms and laws and regulations that cause us to conclude that the aggregatIOn 
of rmsstatements resultmg from those fallures or VIOlations IS materIal to the fund 
accountabtlity statement The results of our test!> of complIance dIsclosed that the 
Orgamzation dId not comply WIth UkramIan accountll1g, foreIgn currency or ta'{ 
legislatlon when reCeIVll1g or disbursmg funds related to the Project ThIS noncompliance 
IS descnbed In the accompanYIng Schedule of Fmdll1gs and Questioned Costs as Item 98-
2 

We considered these matenal Instances of noncomplIance In torrnll1g our OpInIOn on 
whether the OrganlzatlOn's fund accountabIlity statement IS presented faIrly, In all 
materIal respects, In accordance wah the terms of the agreements and In conforrmty WIth 
the basIS of accountmg descnbed In Note 2 to the fund accountablhty statement and thIS 
report does not affect our report on the fund accountablhtv statement dated June 1, 1998 

We also noted certam unmatenal Instances of noncomplIance that we have reported to the 
management of the OrganIZatIon m a separate letter dated June 1, 1998 

ThiS report IS mtended for the mfonnatlon of the Orgamzatlon and the U S Agencv for 
InternatIOnal Development C USAID) However upon release by US AID thiS report IS 
a matter of pubLIc record and ltS dlstnbutlon IS not llmlted 

:E-~~ 
June 1 1998 

-
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Ukratne Bureau of Freedom House 
HabIts of the Heart" Project 

AudIted Fund AccountabIlity Statement 

PerIod from September 21, 1994 to January 31, 1998 

Schedule of Ftndmgs and QuestIoned Costs 

98-1 Subgrantee FmancIaI Reportmg and DocumentatlOn 

DescnptlOn of conditIOn 

The quality extent and tlmelmess of financial reportmg and documentatton 
provlded to the OrgamzatIon by sub grantees was mconsistent and m some cases 
was msufficlent for management of the OrganizatlOn to adequately momtor 
subgrantee expendItures 

Cntend 

In the absence of a reqmrement to have all subgrantees subjected to an annual 
audIt subgrantees should provIde the OrgamzatIOn WIth sufficlent financial 
reportmg and documentatlOn to ensure that expendnures are Incurred for the 
purposes mtended 

Cau<;e of condItIOn 

The subgrantees generally do not appear to have the resources or trammg to 
prOVIde the reqmred mformatlOn to the OrganizatlOn For example m most cases 
the subgrantees did not employ an accountant or bookkeeper 

Effect of conditlOn 

We noted slgruficant dIfferences m the qualIty of financial reportmg and 
supportmg documentatlOn prOVIded by the different sub grantees Due to thIS 

management of the Orgaruzatlon was reqUIred to spend a slgmfic.ant amount of 
arne summanzmg and orgamzmg the documentatIon prOVIded bv ~ubgrantees to 
prepare adequate repo11mg to Freedom House Inc In many cases. the 
subgrantees did not prOVide thIrd-party m\ oices/recelpts m support of 
expendItures (1 e mternally produced "vouchers" ""'ere the only eVIdence 
supportmg many expenses) In addItIon, a regular budget-to-actual expendIture 
analYSIS was not prepared by sub grantees 

QuestIOned cost 

$20.000 - ExpendItures mcurred by the Donetsk Center m 1995 were not 
supported by any documentation or reportmg The Orgamzatlon dId not prOVIde 
any further fundmg to the Donetsk Center after 1995 

$9,000 - The mVOice supportmg eqUIpment receIved bv the Ukralman-Amencan 
Bureau for Human RIghts Protection m Apnl 1995 was defiCient (e g addressee 
was not noted, and other essentIal terms were mlssmg) 

RecommendatIOn 

The Orgamzation should determme whether anv of the sub grantees should 
undergo an annual audit Subgrantees should be tramed to prepare regular budget
to-actual expendIture analyses A conSIstent poltcy should be put mto place as to 
the format of summanzatlOn and level of supportmg documentatIOn that IS 
adequate for the OrganlzatlOn A conSIstent polLcy should be put mto place to 
proVIde gUldance on CIrcumstances where thIrd-party m\ Olces cannot be obtaIned 
(e g taXI fares, bus mess trip expenses, salarIes, office rent other mInor expenses, 
etc ) 



Ukrame Bureau of Freedom House 
'"Habits of the Heart" PloJect 

Schedule of Fmdmgs and QuestIoned Costs (Contmued) 

98-2 Compliance with Ukramtan Accountmg, Foreign Currency and Ta"( 
LegislatIOn 

DescnptlOn of conditIon 

The OrganIZatIon did not comply wIth UkramIan accountmg, foreIgn currencv and 
ta'( legIslation In addItIOn although the e\.tent ot our procedures dId not 10clude 
procedures to assess the subgrantees degree ot complIance wIth Ukramian 
legIslation the qualIty and nature of support1Og documentatIOn provIded bv 
sub grantees Indicated that the subgrantees were also not fully complymg WIth 
UkraInIan legIslatIOn 

Cntena 

The OrganIZatIOn should be approprIatelv registered WIth the UkraInIan ta'(atIOn 
authonties and complv With all aspects of UkraInIan accountmg, foreIgn currencv 
and ta'( legIslatIon The OrganlzatlOn should onlv provIde fundIng to sub grantees 
whIch can demonstrate that thev are m complIance WIth UkrmnIan legIslatIOn 

Cause of condItion 

The costs of fully complymg WIth UkraInIan legIslatIon are SIgnIficant UkraInian 
financIal reportmg and tilmg reqUlrements are onerous and reqUIre sIgmficant 
resources to comply, foreIgn currency and petty cash restnctIOns are sIgmficant 
and can often Impede the baSIC operatIons of an organIntIOn, the level of ta'(atlOn 
IS slgmficant and certaIn ta'(es apply to not-for-profit organIzations (e g pavroll 
taxes) UkraInIan legIslatIOn changes frequently and reqUires substantial 
management resources to ensure continued complIance It IS our understanding 
that management dId not regIster WIth the Ukramran ta'(atIOn authormes 10 order 
to Ieduce the costs and re!:lources necessary for complIance and rather devoted 
resources to estabhsh the OrganIZatIOn and Its actlvltles UncertaIntIes m the 
legIslation and the applIcabIlIty to the OrganIzatIOn of USAID's pnvdeged status 
under UkraInIan legIslatIOn also contnbuted to management S declSlon not to 
regIster 

Effect of condItIOn 

The OrganIzatIOn IS 10 VIOlatIOn ofUkrmman accountIng, foreIgn currency and ta'( 
legIslatIOn Because the OrganIZatIOn has not pmd anv payroll ta'(es, there IS a 
potentIal lIabIlIty for unpaId ta'(es and related fines and penalties ForeIgn 
currency restnctIOns generally prohIbIt transactIons 10 foreign currency on the 
temtory of Ukrame, and therefore substantIally all of the OrganIzation s e'(penses 
Incurred and funds advanced to sub grantees were not In accordance With 
UkraInIan legIslatIOn Grant funds from Freedom House Inc were eIther received 
through a personal bank account In UkraIne or were brought m by the 
OrganIZatIon's representatives WIthout customs clearance for use bv the 
OrganIZatlOn therefore the grant funds receIved cannot have been offiCIally used 
by the OrganIZatIOn m accordance WIth UkrainIan legIslatIOn 

QuestIOned cost 

N/A 

Recommendation 

The OrganIZatIon should regIster WIth the appropnate State authOrItIes and 
comply WIth UkraInIan legIslatlOn ThIS WIll require additIOnal resources The 
OrgamzatlOn should establish a POlICY In thIS respect for sub grantees • 
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Ukraine Bureau of Freedom House 
"Habits of the Heart" Project 

Schedule ofFmdmgs and Questioned Costs (Contmued) 

98-3 Bank Accounts 

DescnptlOn of conditIOn 

The OrgamzatlOn received funds through a personal bank account In UkraIne and 
a separate bank account for the Project did not eXist 

Crrtena 

BQ.nk transactIons should not be conducted through personal bank accounts and all 
funds receIved and dIsbursed should be segregated between projects 

Cause of condltIon 

To open a bank account m the name of the Orgamzation requIres the OrgamzatIOn 
to regIster WIth the appropnate UkramIan authormes (refer Item 98-2) Freedom 
House, Inc wire transferred the majontv of the OrgamzatIOn's fundmg wIthout 
specIfically diStIngUIshIng between the funds related to the' Habits ot the Heart" 
Project and the funds related to other projects 

Effect of condItIOn 

A precIse reconclliatIOn of funds receIved, funds dIsbursed and balance remarmng 
at January 31, 1998 m respect of the Project was not possIble (although an 
orgamzatIOn-WIde reconcIlIation has been performed), and therefore It IS ditficult 
for management to ensure that funds are allocated properlv between projects 

Que<;tIOned co~t 

N/A 

RecommendatIon 

L\. bank account should be opened In the name of tht! OrgamzatIOn A separate 
bank account for each major project should be mamtaIned, or, If not practIcal or 
pOSSIble (1 e due to UkraInian bankmg restnctIOns), all funds receIved and 
dIsbursed should be clearly Identlfied as to whIch program they relate to 

'1;1 



Ukrame Bureau of Freedom House 
'"HabIts of the Heart" Project 

Schedule ofFmdmgs and QuestlOned Costs (Contmued) 

98-.t Accountmg and Internal Control System 

DescrIption of condItIOn 

The OrgamzatlOn does not have a formal accounting and mternal control ~'vstem 

Cntena 

Once a not-for-profit organIZatlOn has reached a ce11am threshold ot actIvIty a 
formal accountmg and mternal control svstem IS reqUIred to ensure the 
organiZatIOn meets Its obJectIves, complres WIth relevant agreements, laws and 
regulatlOns, and IS able to provIde accurate financIal and management reportIng on 
a tImely baSIS 

Cau!:>e of COndItIOn 

The orgamzatlon IS relatIvely small In SIze and m relation to the actIVItIes earned 
out SInce InceptIon In September 1994, there has tYpically not been more than 
t"vo representatIves employed at anyone tIme The' HabIts of the Heart" Project 
ac("ounted for the maJontv of the Orgamzatlon s actiVIties Management 
determmed that the costs of estabhshmg a formal accountIng and Internal control 
svstem e,<ceeded the benefits durmg the early stages of the OrganlZ::ltion s hiStOlV 

Effect of condmon 

The accountIng system was not capable of prodUCIng complete financIal 
statements (1 e balance sheet and Income stdtement) and other InfOrmatIOn for 
management or for statutory finanCIal reportIng purpo~es 111 UkraIne However, 
Excel spreadsheets were used to summanze e'<pendIture!:> and prepare mformatlOn 
whIch \vas reqUIred for grant reportIng purposes and WhICh was SUItable for 
management to momtor expendItures on a timeiv bd!:>IS 

Internal controls were Informal and a lack of segregatIon of duties eXIsted over the 
approval and processIng of transactIOns In manv cases documented approyals 
over e'<pendltures and cash transactIOns dId not e'<lst as they would In a large 
orgamzatIOn For example, there was no formal and documented approval of 
e'<pendItures and eqUipment receIved In some cases, e'<pendltures were not 
supported by thIrd-party InVOices/receIpts (1 e Internally produced vouchers 
were the only eVIdence supportmg the e'<pense ) 

QuestlOned cost 

N/A 

Recommendation 

As the OrgamzatIOn matures and Its actIVItIes expand management should 
conSIder the need to formalIze the accounting and Internal control systems ThIS 
should be carefully conSIdered In 11ght of the addmonal costs ot ImplementIng 
formal S\ stems 
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PRIV <\ TE and CONFIDENTIAL 

June 1 1998 

Ms Svttlana Franchuk 
Freedom House Uk.rame 
5 Mala Zhytomvrska apt 55 
KYIV 252001 
Ukrame 

Dear Ms Franchuk 

• Ernst & Young Ukraine 
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RE UKRAINE BUREAU OF FREEDOM HOUSE - MANAGEMENT LETTER 

In planmng and pertormmg our audit of the tund accountabllttv statement of the Ukra me 
Bureau ot Freedom House (' the OrgamzatIOn ') Habits ot the Heart' Project (the ProJect") 
tor the penod from September 21, 1994 to January 31, 1998 we considered the 
OrgamzatIon's accountmg policies and procedures, mternal control structure and 
compltance With certam provIsions of agreement terms and laws and regulatIOns The most 
slgmficant Issues were brought to the OrgamzatIon S attentIOn m our Report of Independent 
Auditors on the Fund AccountabilIty Statement dated June 1, 1998, Report of Independent 
Audttors on Internal Controls dated June 1 1998 Report of Independent Auditors on 
Compllance dated June 1 1998 and the Schedule of Fmdmgs and QuestIoned Costs ("the 
Reports") For the sake of brevltv, thIS management letter does not mclude Issues which 
were dIscussed m the Reports ThiS management letter bnefly outlmes the addItIOnal Issues 
whIch have come to our attentIOn 

Our conSIderatIOn of the mternal control structure would not necessarily dIsclose all matters 
that mIght be a matenal weakness as our audlt IS based on selectIve tests of accountmg 
records and supportmg data and IS not mtended to prOVide speCific assurance on the mternal 
control structure 

ThiS letter IS mtended as a commumcatlon to the executIve and seruor management of the 
OrganlzatIOn and USAID and should not be shown to other persons WIthout our express 
consent as the matters contamed herem may be mlsunderstood If not placed m the total 
context of the audn We WIsh to thank the officers and emplovees of the OrganizatIOn for 
the co-operation and courtesy e'{tended to us dunng our audtt We appreciate the 
opportumty to present these recommendatlons for vour conSIderatIon 

If vou require anv further mformatIOn please contact me 

Partner 
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Freedom House 
M.tn.lgement Letter 

P.tge 2 

The follow1Og matters are In addltlon to the Issues IdentIfied In our Reports dated 
June I [998 For the sake of brevltv, we have not Included the Issues discussed In the 
Reports In thIS management letter 

CompiLance wIth Agreement Terms and Laws and RegulatIOns 

We noted the followmg matters 10 relatIOn to compliance with certam provIsIons ot the 
cooperatIve agreement terms and relevant laws and regulatIOns 

• We noted one 10stance 10 whIch a subreClpIent u~ed funds to purchase a software 
program whIch was not hcensed The standard provIsIons to the cooperatIve agreement 
reqUlre the Orgamzation to use only publIshed copYrIghted computer software and 
hkewlse the OrgamzatIOn should enforce the same standard upon Its subreciplents 

• We noted that the quarterly progress reports submItted to USAID dId not alwavs Include 
cumulative e'Cpendltures and cost to complete prOjectIOns Issues and problems and 
status of scheduled actions The cooperative agreement reqUIres thiS InfOrmatIOn to be 
submItted 

• There were several 10stances where subgrantee publIcatIOns dId not refer to the grant 
number under which funds were receIved Although USAID fundmg m general wa~ 
acknowledged m the publIcatIOns we were shown the standard prOVISIOns to the 
cooperatIve agreement reqUIre that all publIcatIOns acknowledge the specdic grant 
number as well 

• The terms under which eqUlpment IS transferred by the OrgamzatIOn to subgrantees 
should be reviewed to determme whether custody IS to be retamed by the sub grantee 
when the grant expIres An appropnate dlsposltlon plan should be detemuned 10 
accordance WIth the USAID MIssIon Order on Management of Program-Funded Non
E'Cpendable Property 

Accountzng and Internal Control System 

We noted the follow1Og e'Camples of 10adequacles 10 the account1Og and Internal control 
system and documentatIOn 

• Changes to budget Items 10 the cooperatIve agreements combmed WIth the tlmmg of 
grant dIsbursements between pen ods resulted 10 actual to budget vanances 

• There were several Instances where subgrantees overspent III certam penod~ and thIS 
resulted III reconcIlIatIOn dIfferences between the e'<pense sub ledger and the financIal 
statements Subgrantee finanCIal reports should onlv account for grant funds dlsbursed to 
them and subsequentlv e'<pensed 
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• The contracts tor the 1994/95 year concluded between the OrganizatIOn and two 
subgrantees MedIa Outreach and Equal Access dId not mclude a project descnptton and 
budget Project descnptIOns and budgets should be avatlable to allow management to 
ensure that program activity and grant tunds allocated are m accordance wnh the stated 
objectives and estImated expenditure In the cooperatIve agreement We dId not note anv 
such subgrantee contract detlclencles smce 1995 

• [n certam mstances the Orgamzatton s representatIves did not document the authOrIZatIon 
tor grant fund dIsbursements to subgrantee orgamzatlons and thIrd parnes on the related 
receIpts Each e'<pense IS reqUired to be approved DocumentatIOn of authOrIZatIOn IS a 
reqUIrement of Freedom House':::, Federal Award Accountmg PoliCIes and Procedures 
However we dId note that the OrgamzatIon had Improved thIS procedure from 
November 1997 

• There were several Instances where Blue Fonu' expense cover sheets were not used 
These fonus should be used as a cover sheet tor everY expense pard out ot grant tunds 
and are a reqUirement ot Freedom House s Federal Award -\.ccountmg Policies and 
Procedure:::, 

• The Orgamzatton does not mamtam an otf-slte back-up at computer data Back-up 
routmes ~hould be Implemented to mmImlze any data lo:::,s m case ot computer svstem 
fallure damage or thett 


