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Grant

Background

The grant subject to our audIt IS the followmg

October 20, 1999

PncewaterhouseCoopers Kft
H 1077 Budapest
WesselenYJ u 16

H 1438 Budapest POBox 517
HUNGARY

Telephone (361) 461 9100
FacSimile (3611461 9101

Internet www pwcglobal comlhu

Purpose
To strengthen three strategIcally-selected ESOP pIlot
compames by provIdmg technIcal aSSIstance,
mcludmg financIal reVIew, Western-style
management technIques and trammg

4

Agreement
Number
181-0014-A-00-6307

AudIt of The Share PartICIpatIOn FoundatIOn

Dear Mr Lukacs,

Attn Lukacs Janos

PrOject
Number
180-0014

We have set out m tlns letter a summary of the cnbcalissues arlSlng from our audIt of the
FoundatIOn's Fund AccountabIlIty Statement, mternal control structure and comphance WIth
laws and regulatIOns for the penod ended Apnl 17, 1999

The FoundatIOn was founded m 1989 to promote employee ownerslnp as one aspect of
property reform m the creatIOn of a market economy m Hungary Workmg WIth employees,
employers, and theIr orgamzatIOns, It dissemmates mformatIOn, pubhshes documents,
conducts research, and provIdes dIrect expert adVIce to enable large numbers of employees to
become share owners m theIr compames In Apnl1996, the FoundatIOn was awarded a grant
m the sum of $988,886 from the U S Agency for InternatIOnal Development ("USAID") to
provIde support for a program m Employee Stock Ownerslnp Plans The term of the grant IS
Apnl 17, 1996 through Apnl 17, 1999

The Share PartIcIpatIOn FoundatIOn
1089 Budapest
Vajda Peter u 43/b II em 25
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ObjectIves of our AudIt

The ObjectIve of our audit IS to express an mdependent opmIOn on the Fund AccountabilIty
Statement for the grant lIsted above, reView the mternal control structure and venfy whether
or not the program has complIed With the terms of the grant agreement and relevant laws and
regulatIOns The detailed approach was laid down m the statement of work and we confirm
that our work was performed folloWing those gUIdelmes and m accordance with generally
accepted audItmg standards m the Umted States and with the US Comptroller General's
Government AudItmg Standards

Work performed

In summary, the work we performed mcluded the followmg

Fund AccountabIlIty Statement

I We vouched the revenue and sIgmficant expenses to ItS supportmg documentatIOn
2 We exammed the expenses to determme If they were allowable, allocable and reasonable
3 We ensured the expenses tested were properly supported
4 We tested the salary charges and determmed theu reasonableness based on the employee's

pOSItions
5 We tested the reasonableness of the allocatIOn of the mduect costs

ComplIance testmg

1 We revIewed the grant agreement to obtam an understandmg as to the nature of the grant
2 We tested the FoundatIOn's complIance With the grant terms

ReVIew of the mternal control structure

1 We revIewed the mternal control structure of the FoundatIOn and obtamed an
understandmg of ItS deSIgn

Summary ConclusIOns

We have drawn the follOWing conclUSIOns

Fund AccountabIlIty Statement

All of the costs tested appear to be allowable, allocable and reasonable

ComplIance testmg

The FoundatIOn appears to be m complIance WIth the prOVISIOns of the grant

5
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Review of the mternal control structure

No weaknesses have been Identified m the FoundatIOn's mternal control structure

If you should have any quenes regardmg the matters raIsed m thIs letter, or m the body of our
report, please do not hesItate to contact us

Kmd regards,

PncewaterhouseCoopers Kft
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PncewaterhouseCoopers Kft
H 1077 Budapest
Wesselenyl u 16

H 1438 Budapest POBox 517
HUNGARY

Telephone (361) 461 9100
Facsimile (361)4619101
Internet INWW pwcglobal com/hu

Independent Auditor's Report

We have audIted the fund accountabIlIty statement of The Share PartIcIpatIOn FoundatIOn (the
"FoundatIOn") for the penod ended Apnl 17, 1999 The fund accountabIlIty statement IS the
responsIbIlIty of the FoundatIOn's management Our responsIbIlIty IS to express an opmIOn on
the fund accountabIlIty statement based on our audIt

We conducted our audIt of the fund accountabIlIty statement m accordance wIth US
Government AudItmg Standards, Issued by the Comptroller General of the Uruted States
Those standards reqUire that we plan and perform the audIt to obtam reasonable assurance
about whether the fund accountabIlIty statement IS free of matenal mIsstatement An audIt
mcludes exammmg, on a test baSIS, eVIdence supportmg the amounts and dIsclosures m the
fund accountabIlIty statement An audIt also mcludes assessmg the accountmg pnncipies used
and sigruficant estImates made by management, as well as evaluatmg the overall finanCIal
statement presentatIOn We belIeve that our audIt proVIdes a reasonable baSIS for our opmIOn

In our opiruon, the fund accountabIlIty statement referred to above presents fairly, m all
matenal respects, project revenues, costs mcurred and reImbursed, and commodItIes and
techrucal aSSIstance dIrectly procured by A I D for the penod then ended m accordance WIth
the terms of the agreement and m conformIty With the baSIS ofaccountmg descnbed m Note2

ThIS report IS mtended for the mformatIOn of the FoundatIOn, and the U S Agency for
InternatIOnal Development (A I D) However, upon acceptance by the A I D Office of the
Inspector General, thIs report IS a matter of publIc record and ItS dIstnbutIOn IS not lImIted

Budapest, October 20, 1999

PncewaterhouseCoopers Kft
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Fmdmgs and recommendatIOn

The Fund AccountabIlIty Statement was prepared usmg records mamtamed by The Share
PartIcIpatIOn FoundatIOn

Sample SelectIon Cntena

100% of the revenue was vouched to the bank statements

We vouched sIgmficant expenses, excludmg salanes, and obtamed coverage of 72% whIch
we deemed to be adequate We exammed the mVOIces to ensure that the costs were properly
classIfied

We obtamed the detail of the employees' salary expense, by month, and traced ten monthly
salarIes to theIr payment documentatIOn We then revIewed the monthly salary rates to
determme theIr reasonableness based on the employees' pOSItIOn

We obtamed a detail of the m-kmd counter-part contnbutIOns and ensured that 100% of the
amounts recorded met all of the cntena reqUIred by the grant agreement to be consIdered an
m-kmd contnbutIOn and that the contnbutIOns were valued properly

We obtamed a detail of the cash counter-part contnbutIOns and we traced 80% of the amounts
recorded to bank statements or petty-cash statements

We agreed the total costs mcurred per the Fund AccountabIlIty Statement to the quarterly
burn-rate reports With Immatenal dIfferences

9
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AudIt Results

Our detaIled testmg of transactIons revealed the followmg

• all receIpts are properly supported

• all of the expenses submItted for reImbursement were allowable, allocable and
reasonable and were properly supported

• all of the expenses were properly classIfied

• the monthly salary charges agreed to theIr payment documentatIOn, wIthout exceptIOn
In addItIon, the rates appeared reasonable based on the employees' posItIOns

• 80% of cash counter-part contrIbutIOns were tested, and no exceptIOn was noted

• All the m-kmd contrIbutIOns exammed appear to have properly met all the cnterIa
reqUIred by the grant agreement

10



SHARE-PARTICIPATION FOUNDATION
FUND ACCOUNTABILITY STATEMENT

January 1, 1998 to AprIl 17, 1999

QuestIOned Costs
InelIgIble Unsupported

I
I
I
I
I

REVENUE

I Grant
Imtml financIal fund
Interest earned

I Interest paId back to USAID

COST INCURRED

I AdmmlstratIve
Grant

I
SalarIes
Grant

TransportatIOn

I
Grant

EqUIpment SupplIes
Grant

I Mamtenance
Grant

I
Trammg org dev dlssem
Grant

EqUIpment

I
Grant

Other DIrect
Grant

I AudIt

IndIrect

I Grant

Currency rate

I Total Costs Incurred

OUTSTANDING
FUND BALANCE

I COMMODITIES&TECHN
ASSISTANCE DIRECTLY

I
PROCURED BY A I D

TOTAL QUESTIONED COSTS

I
I
I

Budget

$ 449 043
$ 55 507

$ 39 463

$ 86 961

$ 1250

$ 6250

$ 2 500

$ 167788

$0

$ 15875

$ 6 250

$ 47 987

$ 374 324

Actual

$ 449 043
$ 55 507
$ 2 956
$ I 986

$ 30 072

$ 130929

$ I 012

$ 5 731

$ 5 230

$ 256 642

$0

$ 745

$ 9 266

$ 65 240

$ 654

$ 505 520

$0

$0

11
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Share-PartIcIpatIOn FoundatIOn
Schedule of Counterpart ContrIbutIOns

January 1, 1998 to AprIl 17, 1999

I
I

Budget

CASH
Grant

Actual

$ 157,079

QuestIOned

Reference
(Fmdmgs

and Notes)

1 Budget
The budget has not been dIvIded between cash and m-kmd contrIbutIOns

Notes to the Schedule of Counterpart ContnbutlOns

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

IN-KIND
Grant

TOTAL $ 133,496

$ 58,700

$ 215,779

I
I

12
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SHARE PARTICIPATION FOUNDATION

NOTES TO THE ACCOUNTABILITY STATEMENT

1 Currency translatIOn

Grants are recorded at the actual dollars receIved from USAID whIle expendItures m
HungarIan Fonnt (HUF) are translated usmg a weIghted-average monthly exchange rates

2 BasIs ofAccountmg

The Fund AccountabIlIty Statement IS prepared on the basIs of cash receIpts and
dIsbursements WhICh IS a comprehensIve basIs of accountmg other than Umted States
generally accepted accountmg pnncipies

3 Revenues

Revenues represent amounts receIved under the grant from USAID m the penod from January
1, 1998 through Apnl 17, 1999

4 ExpendItures

ExpendItures represent actual amounts dIsbursed from USAID funds m the penod from
January 1, 1998 through Apn117, 1999

5 Budget

The 1998 budget, approved by USAID, covers the penod from Apnl 1, 1998 through Apnl
17, 1999 The budget for the penod from January 1, 1998 to Apnl, 1999, WhICh IS recorded m
the Fund AccountabIlIty Statement was computed by takmg the 1998 and one-quarter of 1997
budget

13
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For the purpose of thIs report, we have classIfied the sigruficant mternal control structure
polIcIes and procedures m the followmg categones

We conducted our audIt m accordance With US Government AudItmg Standards Issued by
the Comptroller General of the Uruted States Those standards reqUIre that we plan and
perform the audIt to obtam reasonable assurance about whether the fund accountabIlIty
statement IS free ofmatenal mIsstatement

PncewaterhouseCoopers Kft
H 1077 Budapest
Wesselenyl u 16

H 1438 Budapest POBox 517
HUNGARY

Telephone 136 1) 461 9100
Facsimile (361) 461 9101
Internet wwwpwcglobal com/hu

Independent Auditor's Report on Internal Controls

In plannmg and performmg our audIt of the fund accountabIlIty statement of the FoundatIOn,
we consIdered the mternal control structure related to the A I D funded programs and projects
m order to determme our audItmg procedures for the purpose of expressmg our opiruon on the
fund accountabIlIty statement and not to provIde assurance on the mternal control structure
We also consIdered the mternal controls applIcable to the counterpart contnbutIOns provIded
by the FoundatIOn

Control enVIronment
• FmancIal management capabIlItIes
• Personal polIcIes and practIces
• FamIlIarIty With ASAID rules

The management of the FoundatIOn IS responSIble for establIshmg and mamtammg an mternal
control structure In fulfillmg thIS responsIbIlIty, estImates and judgements by management
are reqUIred to assess the expected benefits and related costs of mternal 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 dISpOSItIOn, transactIOns are executed m accordance
wIth management's authonzatIOn and m accordance wIth the terms of the agreement, and
transactIOns are recorded properly to permIt the preparatIOn of the fund accountabIlIty
statement m conformIty With the basIs of accountmg descnbed m Note 2 to the fund
accountabIlIty statement Because of mherent lImItatIOns m any mternal control structure,
errors or IrregularItIes may nevertheless occur and not be detected Also, prOjectIOn of any
evaluatIOn of the structure to future penods IS subject to the rIsk that procedures may become
madequate because of changes m condItIOns or that the effectIveness of the desIgn and
operatIon of polIcIes and procedures may detenorate

We have audIted the fund accountabIlIty statement of The Share PartIcIpatIOn FoundatIOn (the
"FoundatIOn") as of and for the penod ended Apnl 17, 1999, and have Issued our report
thereon dated October 20, 1999 We also reVIewed the separate schedule of counterpart
contnbutIOns to determme whether they were provIded and accounted for m accordance wIth
the terms of the agreement
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Accountmg system
• Budgetmg and funds management
• General record-keepmg
• Reportmg to USAID

Control procedures
• AuthonzatIOn oftransactIOns and actIvItIes
• Wntten procedures
• Bank reconcIlIatIOns

For all of the mternal control structure categones lIsted above, we obtamed an understandmg
of the deSIgn of relevant polIcIes and procedures and whether they have been placed m
operatIOn, and we assessed control nsk

Our consIderatIOn of the mternal control structure would not necessarIly dIsclose all matters m
the mternal control structure that mIght be matenal weaknesses under standards establIshed
by the Amencan InstItute of CertIfied PublIc Accountants A matenal weakness IS a
reportable condItIOn m whIch the deSIgn or operatIOn of one or more of the specIfic mternal
control structure elements does not reduce to a relatIvely low level the nsk that errors or
IrregularItIes m amounts that would be matenal m relatIOn to the fund accountabIlIty
statement and the schedule of counterpart contrIbutIOns may occur and not be detected withm
a tImely penod by employees m the normal course ofperformmg theIr assIgned functIOns We
noted no matters mvolvmg the mternal control structure and ItS operatIOn that we consIder to
be matenal weaknesses as defined above, With the exceptIOn of those Items noted m the
"Fmdmgs"

ThIS report IS mtended for the mformatIOn of the FoundatIOn, and the US Agency for
InternatIOnal Development (A I D) However, upon acceptance by the A I D Office of the
Inspector General, thIS report IS a matter of publIc record and ItS dIstrIbutIOn IS not lImIted

Budapest, October 20, 1999

Py1~~
PncewaterhouseCoopers Kft
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Work Performed

We revIewed the mternal control structure of The Share PartIcIpatIOn FoundatIon and
obtamed an understandmg of the deSIgn and relevant procedures and assessed control rIsk
Our reVIew conSIdered the SIgnIficant mternal control structure and procedures categorIzed as
follows

Control EnVIronment
• finanCIal management capabIlItIes
• personnel polICIes and practIces
• famIlIanty WIth USAID rule and gUIdelmes

Accountmg System
• budgetmg and funds management
• general record-keepmg
• reportmg to USAID
• dIsbursement of USAID funds

Control Procedures
• authOrIzatIon of transactIOns and actIVItIes
• wrItten procedures
• bank reconCIlIatIOns

Fmdmgs and RecommendatIOns

Control EnVIronment

The overall control enVIronment was conSIdered to be effectIve as the staff responSIble for the
finanCIal management of the FoundatIOn are qualIfied, capable of managmg USAID funds,
and reasonably famIlIar WIth USAID rules and regulatIOns concermng ItS grants

17
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Accountmg System

The FoundatIOn does not mamtam Its own accountmg system Instead, an outsIde accountant
IS used to perform the general record keepmg and to prepare the FoundatIOn's finanCIal
statements on an annual basIs

Funds receIved from USAID are receIved mto a deSIgnated Uruted States Dollar ("USD")
bank account Also separated bank accounts and separated petty-cash are mamtamed
convertmg the funds mto HungarIan Fonnt ("HUF")

The FoundatIOn submIts quarterly progress reports, burn-rate reports and Federal Cash
Advance Status reports to USAID withm fifteen days after the end of each quarter The bum­
rate reports, whIch Illustrate the amount of funds requested, receIved and spent for each of the
months m the quarter, IS prepared by the Project Manager

The FoundatIOn stIll does not mamtam ItS own accountmg system however the accountmg
company CFlfika-Plusz Kft') runs a coded work-number system for accountmg costs and
revenues hence the preparatIOn of burn-rate reports IS now based on the general ledger The
mam pnnciple of the work-number (cost center) system IS that each Item of mcome or
expense of the economIC actIVIty of SPF IS recorded m a budget chapter coded With a work­
number, the total of whIch must be equal WIth the grand total of the general ledger The
expenses and revenues as per the burn-rate report have been reconciled With those of the
general ledger

Smce the burn-rate reports are prepared on cash baSIS figures of the general ledger are
modIfied With the changes m debtors and credItors m the relevant month

Control Procedures

Our preVIOUS recommendatiOns regardmg weaknesses previOusly noted have been
substantially addressed A formal personal pohcles and procedures manual has been
compiled, bank reconcIhation are prepared on monthly baSIS, separate bank accounts and
petty-cash are bemg mamtamed m order to admIillster USAID funds

18
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PncewaterhouseCoopers Kft
H 1077 Budapest
WesselenyJ u 16

H 1438 Budapest POBox 517
HUNGARY

Telephone (36 1) 461 9100
Facsimile (36 1) 461 9101
Internet wwwpwcglobal com/huIndependent Auditor's Report on ComplIance

Budapest, October 20, 1999

The results of our tests mdicate that, WIth respect to the Items tested, the FoundatIon
complIed, m all matenal respects, WIth the proVISIOns referred to m the precedmg paragraph
WIth the exceptIOn of those Items noted m the "FIndmgs WIth respect of Items not tested,
nothIng came to our attentIOn that caused us to belIeve that the FoundatIOn had not complIed,
m all matenal respects, WIth those prOVISIOns

We conducted our audIt m accordance WIth US Government AudItmg Standards Issued by
the Comptroller General of the Umted States Those Standards reqUIre that we plan and
perform the audIt to obtam reasonable assurance about whether the fund accountabIlIty
statement IS free ofmatenal mIsstatement

ComplIance WIth agreement terms and laws and regulatIOns applIcable to the FoundatIon IS
the responSIbIlIty of the FoundatIOn's management As part of obtmmng reasonable assurance
about whether the fund accountabIlIty statement IS fTee of matenal mIsstatement, we
performed tests of the FoundatIOn's complIance WIth certam prOVISIOns of agreement terms
and laws and regulatIons However, our ObjectIve was not to prOVIde an opimon on overall
complIance WIth such prOVISIOns AccordIngly, we do not express such an opimon We also
performed tests of the FoundatIOn's complIance WIth certam prOVISIOns of agreement terms
and laws and regulatIOns applIcable to the prOVISIOn of counterpart contnbutIOns

ThIS report IS Intended for the mformatIOn of the FoundatIOn, and the U S Agency for
InternatIOnal Development (A I D) However, upon acceptance by the A I D Office of the
Inspector General, thIS report IS a matter ofpublIc record and ItS dIstnbutIOn IS not lImIted

PncewaterhouseCoopers Kft

We have audIted the fund accountabIlIty statement of The Share PartICIpatIOn FoundatIOn (the
"FoundatIOn" as of and for the penod ended Apnl 17, 1999, and have Issued our report
thereon dated October 20, 1999 We also revIewed the separate schedule of counterpart
contnbutIOns to determme whether they were proVIded and accounted for m accordance WIth
the terms of the agreement
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Work Performed

Our audIt of The Share PartIcIpatIOn FoundatIOn's grant agreement mcluded obtammg
assurances that the FoundatIOn complIed WIth grant prOVISIOns Procedures performed to test
such complIance mcluded the follOWIng

• A reVIew of the grant agreement provISIons and related regulatIOns to IdentIfy those
prOVlSlons and regulatIOns whIch could have a matenal effect on the Fund
AccountabIlIty Statement

• AudIt procedures mcludmg detaIled testmg to confirm the FoundatIOn's complIance
WIth these proVISIOns and regulatIOns

Fmdmg and RecommendatIOns

Based on last year's recommendatIOn the FoundatIOn obtamed a rulmg from USAID
regardmg to the remIttable mterest earned on advances The FoundatIOn remItted to AID the
mterest earned on advances after receIvmg of thIs rulmg

Accordmg to grant agreement, for each year (or fundmg penod), the FoundatIOn IS reqUIred to
expend, from non-Federal funds, 30% of the total Federal contnbutIOn In the audIted penod
the FoundatIOn exceeded ItS oblIgatIon expendmg 43% of the total Federal contnbutIOn from
non-Federal funds

Accordmg to grant agreement, for each year (or fundmg penod), the mdIrect cost rates shall
not exceed 144% of total dIrect costs The FoundatIOn exceeded thIs lImIt m the audIted
penod by 0 4%
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