
Regional Inspector General for Audit 
Cairo, Egypt 

Audit of the Foreign Relations Coordination Unit of the 
Supreme Council of Universities Local Expenditures 

Incurred Pursuant to Project Implementation Letter No. 13 
under the University Linkages Project No.263-0118 

Report No. 6-263-95-003-N 
October 10, 1994 



UNITED STATES OF AMERICA 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERALIAUDIT 

October 10, 1994 

MEMORANDUM FOR D/USAID/EQYP~, 

FROM: RIG/A/Cairo, 

SUBJECT : Audit of the Foreign ~elatiobs Coordination Unit 
(FRCU) of the supreme council of Universities Local 
Expenditures Incurred Pursuant to Project 
Implementation Letter (PIL) No. 13 under the 
University Linkages Project No. 263-0118. 

The attached report dated February 10, 1994, by Price Waterhouse 
presents the results of a financial audit of the Foreign Relations 
Coordination Unit (FRCU) incurred costs under University Linkages 
Project No. 263-0188 funded by USAID/Egypt. The purpose of the 
project was to assist Egypt in establishing a grant s commission 
capability within FRCU and to finance collaboration between United 
States and Egyptian Universities in problem solving activities. 
PIL No. 13 was issued to cover foreign exchange and local currency 
costs program expenditures for FRCU to manage the University 
Linkages Project . 
We engaged Price Waterhouse to perform a financial audit of FRCU1s 
incurred expenditures of LE1,192,213 and $562,844 for the period 
from June 1, 1983 through December 31, 1992 for PIL No. 13. The 
purpose of the audit was to evaluate the propriety of costs 
incurred during that period. In performing the audit, Price 
Waterhouse evaluated FRCU1s internal controls and compliance with 
applicable laws, regulations and agreement terms as necessary in 
forming an opinion regarding the Consolidated Fund Accountability 
Statement. Price Waterhouse disclaimed an opinion on the fund 
accountability statement because (1) FRCU1s accounting records did 
not provide sufficient evidence supporting cash transactions to 
permit the application of adequate auditing procedures and (2) 
material weaknesses in FRCU1s internal control structure present 
the risk that material errors may occur and not be detected within 
a timely period. 
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Price Waterhouse questioned $417,956 in costs billed to USAID by 
FRCU (including $385,785 of unsupported costs). These questioned 
costs included Direct Compensation, Equipment & Supplies, 
~dministrative Support, Travel and Computer Room Preparation. 

Price Waterhouse noted six material internal control weaknesses 
related to FRCU's controls over the project's accounting records, 
recording of USAID'S disallowances, appropriate level of review of 
billings and accounting records, maintenance of appropriate support 
for employee compensation, commingling of USAID funds with those of 
other sources and reconciliation of bank statements. Additionally, 
they noted three instances of material noncompliance related to 
failure to bill USAID on a cost reimbursable basis, maintenance of 
adequate books and records and separation of funds from various 
funding sources. 

At the urging of RIG/A/C, the Mission suspended funding FRCU on 
March 2, 1994, for activities under University Linkages Project 11. 
The funding remains suspended until the Mission is satisfied that 
adequate controls are in place to protect U.S. Government funds. 

In its response to this audit report (see Appendix E), the Mission 
has indicated it would shift responsibility for the financial 
management of the project to a U.S. contractor. The Mission's 
objective is to ensure that the material weaknesses in internal 
controls and compliance disclosed by the audit are corrected, and 
to ensure the financial integrity of the project. The Mission also 
intends to work with FRCU and RIG/A/C to agree on an acceptable 
methodology for assessing the validity of the costs questioned by 
the audit. In our opinion the actions contemplated by the Mission 
fully meet the intent of the audit report recommendations. 

Price Waterhouse has reviewed FRCU's response to the findings. 
Where applicable they made adjustments in their reports or provided 
further clarification of their position. Overall, the response 
provided by FRCU has not changed Price Waterhouse's understanding 
of the facts underlying the questioned costs of the Consolidated 
Fund Accountability Statement or the reportable conditions in the 
Reports on Internal Controls and Compliance. 

The following recommendations are included in the Office of 
Inspector General's recommendation follow-up system. 

Recommendation No. 1: We recommend that USAID/Egypt resolve 
questioned costs of $417,956 consisting of ineligible costs of 
$32,171 and unsupported costs of $385,785 as detailed on pages 
9 through 12 of the audit report. 

This recommendation is considered unresolved and can be resolved 
when we receive the Mission's formal determination as to the 
amounts sustained or not sustained. The recommendation can be 



closed when any amounts determined to be owed to U S A I D  are paid by 
FRCU . 

Recommendation No. 2: We recommend that USAID/Egypt require 
FRCU to address the material internal control weaknesses 
detailed on pages 14 through 17 of the audit report. 

Based on the Mission response, this recommendation is considered 
resolved. The recommendation can be closed when the Mission 
provides evidence to RIG/A/C that these weaknesses have been 
satisfactorily corrected. 

Recommendation No. 3: We recommend that USAID/Egypt require 
FRCU to address the material noncompliance issues detailed on 
pages 19 through 20 of the audit report. 

Based on the Mission response, this recommendation is considered 
resolved. The recommendation can be closed when the Mission 
provides evidence to RIG/A/C that these weaknesses have been 
satisfactorily corrected. 

Please advise this office within 30 days of any actions planned or 
taken to close the recommendations. We appreciate the courtesies 
extended to the staff of Price Waterhouse and to our office. 
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July 13. 1994 

Mr. Philippe Darcy 
Regional Inspector General tor AuditICairo 
United States Agency lor  
International Development 

Dear Mr. Darcy: 

This report presents the results 01 our engagemenl to perform a financial related cost-incurred audit 
of the accompanying lund accountability statement of the Foreign Relations Coordination Unit ("FRCU") 
of the Supreme Council of Universities ('SCU*) relaling to project cosls incurred on Project 
Implementation Letter I'PIL') No. 13 under the United States Agency for International Development 
:~ l iss~on to Egypt ('USAIDIEgypt') University Linkages Project No. 263-011 8 ('grant agreement') for 
!he oeriod from June 1. 1983 througn December 31. 1992. 

Background 

The University Linkages Proiecl was established by USAlDiEgypt under Universily Linkages Prolect 
No. 263-01 18, date! Seplember 28. 1980. The purpose 01 the project was to assist Egypt in 
astablishing a grants commission capability wilhin FRCU and lo finance collaboralion between United 
States and Egyptian Universities in ~ r o b l e m  solving aclivities. 

PIL tlo. 13. issued on June 16, 1982. supersedes PIL No. 4. dated February 25, 1981 and PIL No. 6, 
dated December 8, 1981. to cover lorelgn exchange and local currency prolect costs necessary for 
FRCU to manage the Universrty Linkages Project. 

PIL No. 13, last amended on July 12. 1992, provided 1,669.752 Egyptian pounds ("LEU) and S 609,415 
lo cover foreign exchange and local currency program expenditures necessary for FRCU to manage 
Ihe Univers~ty Linkages Prolect through June 30. 1992. 

Engaqemenl Objectives and Scope 

The oojective of this engagement was to perform a linancial-related cost-incurred audit of 
USAID/Egypt lunds provided to FRCU of SCU on PIL No. 13 under the USAID/Egypt Uiliversity 
Linkages Project No. 263-0118 for the period from June 1.  1983 through December 31. 1992. 
Specific objectives were l o  determine whether: 

1. !he lund accountability statement of FRCU related to PIL No. 13 presents lairly, in all 
mater~a l  respecls, orolect revenues received an0 costs lncurred lor the perlod from June 1. 
1983 lhrough December 31. 1992 in conformity wllh the applicable accounting prrnc~oles: 

2. ihe costs reported as incurred by FRCU under PIL No. 13 and funded by USAIDIEgypt are 
allowable, allocable, and reasonable in accordance with the terms of the grant agreement. 
?IL, and USAID/Egypt regulations: 



3. the internal controls, accounting systems, and management praclices of FRCU are adequate 
lor USAID/Egypt agreements; and 

4. FRCU is i n  compliance, in all material respects, wrth the Drant agreement, PIL terms, and 
applicable laws and regulations. 

Preliminary planning and review procedures began i n  August, 1993 and consisted of both discussions 
w ~ t h  Regional Inspector General for AudiVCairo personnel and FRCU officials and a review of the 
grant agreement and PIL No. 13. Fieldwork commenced in September, 1993 and was completed in 
February, 1994. 

The scope of our engagement was all project costs incurred by FRCU on PIL No. 1 3  under the 
USAIDIEgypt Universrty Linkages Project No. 263-0118. On a judgmental basis, we selected and 
:ested incurreo cosls 01 LE 712.849 ano S 293.654 OUI oi loial incurred costs o l  LE 1 ,I 92.21 3 and 
S 562,844. respectively. All costs tested were incurred during the pe r~od  trom June 1. 1983 through 
December 31, 1992. 

Our tests of project costs incurred included. but were no1 limited to, the following: 

1. reviewing direct expenditures billed to and reimbursed by USAIDIEgypl, identifying and 
quantifying any questionable expenditures: 

2. reviewing FRCU's accounting records to determine whether both project income and 
reimbursements and incurred costs were properly recorded: 

3. reconcrling FRCU's project accounting records to ~nvoices issued to USAIDIEgypt; 

4. reviewing procedures used to control project funds: 

5. determining that salary rates were reasonable, in accordance with those approved by 
USAIDIEgypt, and supported by appropriate payroll records; 

6 .  determining that travel and transporlation charges were adequalely supported and approved: 
and 

7 .  determining that sound commercial practices were used. reasonable prices were obtained, 
and adequate controls on qualities and quantities received in the procurement of goods and 
services were in place. 

As part of our engagement. we made a study and evaluation of relevant inlernal controls and reviewed 
FRCV's compliance w ~ t h  applicable agreements, laws, and regulations. 



fund accountability statement: 

The scope of our work was not sufficient l o  enable us to e x p r w  an opinion on the accompanying 
lund accounlability statement because: (1) FRCU's accounting records do not provide sufficient 
evidence supporting cash transactions to permit the application of adequate auditing procedures: ( 2 )  
we identified material weaknesses i n  FRCU's internal control structure concerning its financial system 
which present the risk that errors, in amounts !hat could be material in relation to the fund 
accountability statement, may occur and not be detected within a timely period by employees in the 
normal course of performing their assigned functions: and (3) we were unable to obtain a 
management representation letter. 

As a resull of matters noted above, we are unable to. and do not express an opinion on the lund 
accountability statement. 

Our procedures identified S 417,956 ( S  32,171 i n  ineligible and S 385.785 in unsupported costs). 
converted at applicable exchange rates. In questionable costs. 

Internal control structure: 

Our engagement identified six material internal control structure weaknesses. We recommend that 
FRCU adopt procedures to: 1) improve controls surrounding the project's accounting records: 2) 
properly record USAIDIEgypl disallowances: 3) ensure that the project director and/or the financial 
manager review USAIDIEgypt billings and related accounting records; 4) maintain sufficient records 
and support for employee compensation: 5) ensure that USAIDIEgypl PIL No. 13 designated funds are 
not commingled with funds from other sources: and 6) reconcile prolect financial records with bank 
statements and USAIDIEgypt records. 

Compliance with agreement terms and applicable laws and regulations: 

Since the scope of our testing was limited, as explained above. we are unable l o  determine, and thus 
give no assurance about the degree to which FRCU complied with laws and regulations which might 
have a material effect on the fund accountability statement. 

Our audit identified three material instances of noncompliance relating to FRCU's failure to: 1) bil l  
USAIDIEgypt on a cost-reimbursable basis: 2) adhere to the USAIDIEgypt requirement to establish a 
separation of funds from various funding sources in the prolect bank account and accounting records: 
and 3) maintain adequate project books and records as required by the grant agreement. 

Prior Audit Recommendations: 

A report on the financial management capability and internal control system was issued by Ahmed 
Shawky 6, Co. in August, 1992 consisting of internal control system recommendations all of which 
management lailed lo  adequalely address. Al l  recommendations included i n  the prior report, related 
lo PIL No. 13, which are still applicable, have been included i n  the Report on Internal Control 
Structure. 



FRCU management comments have been obtained and are includsd in  Appendix C 01 this report. We 
have either provided lurther clarilication 01 our position, where necessary, in Appendix 0 of this report 
or have adjusted the linal report 

This report is intended lor the inlormation of FRCU's management and others within the organization 
and the United States Agency lor International Oevelopmant The restriction is not intended to limit 
Ihe distribution ol this report which is a matter ol gublic record. 
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We were engaged to audit the accompanying fund accountability statement of the Foreign Relations 
Coordination Unit ('FRCU') of the Supreme Council of Universities ('SCU') relating to costs incurred 
on Project Implementation Letter ('PIL') No. 13  under the United States Agency for International 
Development Mission to Egypt ('USAIDIEgyptm) University Linkages Project No. 263-0118 ('grant 
agreement') lor the period from June 1. 1983 through December 31, 1992. The fund accountability 
statemenl is the responsibility of FRCU's management. 

The scope of our work was not sulficient to enable us to express an opinion on the accompanying 
fund accountability statement because: (1)  FRCU's accounting records do not provide sufficient 
evidence supporting cash transactions l o  oermit the application of adequate auditing procedures: 
(2)  we identified material weaknesses in FRCU's internal control structure concerning its financial 
system which present the risk that errors. ~n amounts that could be material in relation to the fund 
accountability statement, may occur and not be detected within a timely period by employees in the 
normal course 01 performing thew ass~gned functions. These weaknesses are discussed further i n  our 
Report of Independent Accountants on Internal Control Structure dated February 10. 1994: and (3) we 
were unable to obtain a management reoresentation letter. 

We did not have an external quality control review by an unalliliated audit organization as required by 
paragraph 46 ol  Chapter 3 of Government Auditinq Standards since no such quality control review 
program is otlered by protessional organizations in Egypt. We believe that the ellect 01 this departure 
from the financial audit requirements of Government Auditinq Standards is not material because we 
participate in the Price Waterhouse worldwide internal qual~ty control program which requires the 
Price Waterhouse Cairo office to be subjected, every three years, to an extensive quality conlrol 
review by partners and managers f rom other Price Waterhouse oflices. 

As described in Note 3, the accompanying fund accountability statement has been prepared on the 
basis 01 cash disbursements. Consequenlly, expenditures are recognized when paid rather than when 
the obligation is  incurred. Accordingly, the accompanying lund accountability statement is not 
intended to present results in accoraance with accounting principles generally accepted in the United 
States of America. 

As more fully described In Note 5 to the lund accountability statement. the results of our tests 
disclosed the following questioned costs as detailed in the fund accountability statement: 
(1) S 32.171 in costs that are exolic~tly ~nel ig ib le because they are not program related, unreasonable. 
or prohibited by the terms of the agreements: and (2) S 385.785 in costs that are not supported with 
adequate documentation or did not have the required prior approvals or authorizations. 



As a result of the matters referred to in  the sscond paragraph 01 this report, the scope of our work 
was not suflicient to enable us to express, and we do not express, an opinion on the fund 
accountability statement referred lo abowa 

Our work was conducted for the purpose of l o rm~ng  an opinion on the fund accountability statement 
described in the first paragraph of this report. The supplemental information included in Appendices A 
and B is  presented for purposes of additional analysis and not as a required part of the basic lund 
accounlability statement. This information has been subjected to the procedures applied to the 
information contained in  Ihe basic lund accoun~ab~l i ty slatement lor which we oiscla~med an oplnlon 
as noted above. Accordingly, we express no optn~on on the supplemental informallon. 

This report is intended for the information of FRCU's management and others wlthin the organ~zation 
and the United States Agency for International Development. The restriction is not intended to limit 
the distribution of this report which is a matter ot oublic record. 



lncon~e and cash 

Expenditures: 

Direct compensdllon 

Adminislralive support 

Equipment and supplies 

Travel 

Training 

Conlraclor 

Computer room preparal~on 

Contingencies 

TOTALS 

fURLlGII HLLArlOWS COURDIHAIION UWlT 
OF TllE SUPREME COUNCIL OF UWlVERSmES 

PROJECT IMPLEMENrAllON 1LlTkR NO. 13 
UNDER THE UNIVERSrlY LINKAGES PROJECT NO. 263-0118 

FOR jHtl PERIOD FRf4 JUNE 1, 1983 Tt!RIJUGII DECEMBER 31,1992 

Budget Actual 
il.sorr3  NOTE 21 

Questioned Costs 
111e l~ i b6  Unsupported 
(NOTE 5) (NOTE 5) 

Finding 
Relerence 
(NOTE 5) 

Finding A, Page 9 

Finding 8, Page 10 

Finding C, Page 10 

Finding 0, Page 10 

Finding E, Page 11 

Finding F, Page 11 

Finding G, Page 12 

I l l e  ~cca~up~ny iny  notes arc Jn 111tugr~I pal l  of t l ~ ~ s  IIIII~ d ~ ~ ~ ~ l l l d b i l i l y  s l a l e ~ i ~ e ~ ~ l .  



FOREIGN REUTIONS COORDIUTION U N K  
OF THE SUPREME WUNCIL OF U n w w r n E s  

PROJECT INPLENEKTATION LEmR NUMBER 13 
UNOER THE UNIVERSITY UYKAGES PROIECT NO. 263-01111 

NOTE 1 - SCOPE OF STATEMENT: 

The tund accountability statement of FRCU of SCU inc ludm all project costs incurred by FRCU on PIL No. 13  
under the USAIDIEgypt University Linkages Project No. 263-0118 for the period from June 1, 1983 through 
December 31, 1992. 

NOTE 2 - SOURCE OF DATA: 

The column labeled 'Budget' includes USAIDIEgypl approved costs for PIL No. 13 through June 30, 1992 and 
is presented for informational purposes only. The USAIDIEgypt approved budget for PIL 13  include amounts of 
1,669,752 in Egyptian pounds and 609.415 in U.S. dollars. The Egyptian pound amount has been converted to 
U.S. dollars at the average exchange rate o l  2.06 Egyptian pounds to one U.S. dollar (See Note 4 below). 

The column labeled 'Actualg is  the responsibility of FRCU managemenl and represents cumulative charges 
billed lo  and reimbursed by USAIDIEgypl tor the period trom June 1, 1983 through December 31, 1992. 

!(OTE 3 - BASIS OF PRESENTATION: 

The tund accountability statement has been prepared on the basis of cash disbursements. Consequently, 
expenditures are recognized when paid rather than when the obligation is incurred. 

NOTE 4 - FOREIGN EXCHANGE: 

Costs incurred in Egyptian pounds ('LE') have been convened lo  U.S. dollars at the average exchange rate ot 
2.06 Egyptian pounds lo  one U.S. dollar for all cosls incurred for the period trom June 1, 1983 through 
December 31. 1992. 

NOTE 5 - QUESTIONED COSTS: 

Questioned costs are presented in  two separate categories - ineligible and unsupported costs - and consist ot 
auait tindings proposed on the basis 01 the terms ot PIL No. 13, the grant agreement, and USAIDIEgypl 
regulations. Costs in the column labeled 'Ineligible' are supported by vouchers or other documentation but are 
ineligible tor reimbursement because they are not program-related, are unreasonable, or prohibited by the 
agreement or applicable laws and regulations. Costs in  the column labeled 'Unsupported' are also included in 
!he classification of 'questioned cosls' and relate to costs that are not supported with adequate documenlation 
or did not have the required prior approvals or authorizations. Our procedures identilied the following costs 
billed lo USAIDIEgypl that are ineligible or unsupported: 



NOTE 5 - QUESTIONED COSTS (CONT.): 

Questioned Costs 
Ineligible Unsuppoded 

I tem Description 

A lnccwne and cash 

1. Unerpended advances billed to  USAID/Egypt were 
returned to FRCU but, were not deducted from 
the USAIDIEgypt billings. 

2. Interest earned on the project bank account 
was neither returned lo USAIDIEgypt nor deducled 
lrom the USAIDIEgypt billings. 

3. Based on FRCU management's comments received 
' subsequent to the issuance of the draft report. 

ihIS finding has been removed. 

1. Unoaid salaries. insurance, claim settlements 
ana other deposits to the project bank accounts 
were initially billed to USAID/Egypt as advances 
paid: but, were not credited l o  the billing when 
!he advance was settled and residual was returned 
to the project bank account. 

5.  Based on FRCU management's comments received 
suosequent to the issuance of the draft report. 
!his finding has been removed. 

6. Expenditures for which the related check was 
subsequently voided were no1 deducted lrom 
the USAIDIEgypt billings. 

Total income and cash 

0. Direct compensation 

1. Committee meeting lees were not supported 
by evidence of receipt and the executive 
director's approval. 

2. Incentives paid to hourly employees were not 
supported by time sheets or attendance records. 

3. Salaries paid to seconded employees were 
not supported by evidence of receipt andlor 
vouchers. 



NOTE 5 QUESTIONED COSTS (CONT.): 

Questioned Casts 
lnelioible Unsupported 

0. Direct compensation (Coni.) 

4. The employer's share of social insurance i n  
1985 and 1986 was bil led lo USAIDIEgypt in 
noncompliance with the grant agreemenl 

5. Based on FRCU management's comments received 
subsequent to the issuance 01 the dran report, 
lhis linding has been removed. 

6. Based on FRCU man3gement's comments received 
subsequent to the issuance 01 the dralt report, 
this linding has been removed. 

Total direct compensation 

C. Administrative support 

7 .  Amounts were billed to USAID/Egypt in excess 
st the total expenditures recorded in the 
lenera l  ledger which could not be explained by 
iRCU management. 

2. Based on FRCU management's comments received 
subsequent l o  the issuance 01 the draft report. 
: h ~ s  finding has been removed. 

Total adminirtrative support 

D. Equipmenl and supplies 

1. Items such as carpets. curtains. furniture. and 

electricity bills were charged l o  USAIDIEgypt: but, 
not included in the project paper. 

2. Expenditures were charged l o  USAIDIEgypt; but. 
were unsupported by vouchers, invoices. 
and/or receipts. 

3. Amounts were billed to USAID/Egypt exceeding 
the total expenditures recorded in the general 
ledger. FRCU was unable to provide any explanation 
or support for these amounts. 

1. Based on FRCU management's comments received 
subsequent to the issuance 01 the dralt report, 
this linding has been removed. 

Total equipment and supplies 



NOTE 5 - QUESTIONED COSTS (CONT.): 

Questioned Costs 
lneliqible Unsupported 

E. Travel 

1. Travel expenditures lor  a researcher whose budget 
was exceeded under PIL No. 1 2  were charged under 
PIL No. 13  in January, 1984. 

2. Per diems were paid exceeding the allowable 
USAID/Egypt per diem rates in July, 1985. 
The excess of lhese amounts are queslionable. 

3. Excess baggage costs incurred by the executive 
director and the project organizer in February, 
1984 were charged to USAID/Egypt in September, 
1985. 

1. Based on FRCU management's comments received 
subsequent to the issuance of the dralt report. 
t h ~ s  Ilnding has been removed. 

5. Based on FRCU management's comments received 
subsequent to the issuance of the draft report. 
lhis finding has been removed. 

6. Airfare was charged to USAID/Egypt in September, 
1985: but. was not supported by airline tickets. 

7. Per diems were charged to USAlDiEgypt in June. 1985: 
but. not supported by alrline tickets lo  verify 
travel, length of stay, etc. 

Total travel 

F. Contractor 

1. Contractor payments were not supported by rnvoices. 
vouchers. receipts, etc. 

2. Excess baggage charges for a member of the contracling 
firm was paid in November, 1984. 

3. Airfares were unsupported by the airline tickets. 

Total contractor 



NOTE 5 - QUESTIONED COSTS (C0NT.E 

aueslianed Costs 
lneliaible Unsupported 

G. Computer mom preparation 

1. An amount was charged under the equipment and 
supplies budget line item in January, 1984 and 
again under the computer room preparation budget 
line item in March, 1986. There were no expenditures 
recorded in the general ledger under the computer 
room preparation budget line item for this period. 
The cost was related l o  and charged under the 
aquipmenl and supplies budget line item in Ihe 
general ledger. 

2. An amount was charged to USAIDIEgypl in June. 
1992: but. there were no expenditures recorded in 
:he general ledger. 

Total computer room preparation 

TUTAL QUESnONED COSTS 



4 .  Road 261. 
New ma ad^. 
Cairo Egyp~ 

TELEPHONE 3520 123,3530 837 
FAX (02) 3530 9 15 
TELEX 20121 PW UN 

23432 PW UN 
TELEGRAPH PRICEWATER 
CAIRO C R 226786 

REPORT OF INDEPENDENT ACCOUNTANTS 
ON I m R N A l  CONTROL STRUCTURE 

February 10, 1994 

Mr. Philippe Darcy 
Regional Inspector General for AudiVCairo 
united States Agency for 
International Development 

We were engaged to audit the lund accountability statement of the Foreign Relations Coordination Unit 
('FRCU') of the Supreme Council of Universities ('SCU') relating to costs incurred on Project lmplementation 
Letter ('PIL') No. 13 under the United States Agency lor International Development Mission to Egypt 
("USAID/Egypt') University Linkages Project No. 263-01 18  ('grant agreement') for the period from June 1,  
1983 lhrough December 31. 1992. and have Issued our disclaimer report lhereon dated February 10. 1994. 
Our report indicated that the scope of our work was not sufficient to enable us to express, and we do not 
express, an opinion on the alorementioned fund accountability statement. 

We did not have an external quality control review by an unaffiliated audit organization as requ~red by 
paragraph 46 of Chapter 3 of Government Auditinq Standards since no such quality control review programs is 
offered by professional organization ln Egypt. We believe that the effect of this departure from the financial 
audit requirements of Government Audltinq Standards is not material because we participate in the Price 
Waterhouse worldwide internal quality control program which requires the Price Waterhouse Cairo office lo be 
subiected, every three years, lo  an extens~ve qualily control review by partners and managers from other Price 
Waterhouse offices. 

In planning and performing our engagement, we considered FRCU's internal control structure related to PIL 
No. 13 to determine our procedures for the purpose 01 expressin0 an opinion on the lund accountability 
statement and not to provide assurance on the internal control structure. 

The management of FRCU 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 o l  internal control structure policies and procedures. The obiectives 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 in accordance with the terms o l  the agreements, and 
recorded properly to permit the preparation of reliable fund accountability statements and to maintain 
accountability over the entity's assets. Because of inherent limitations in any internal control structure, errors 
or irregularities may nevertheless occur and not be detected. Also, projections of any evaluation of the 
structure to future periods are subject lo  the risk that procedures may become inadequate because of changes 
in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate. 



For the purpose of this report, we determined the significant internal control structure policies and procedures 
to be in the categories of cash and fund custody, expenditure disbursements, project accounting, and 
equipment and supplies procurement and saleguaraing. For these rnternal control structure categor~es c~ted. 
we obtained an understanding ol  the design o l  relevant policies and procedures and whether they have been 
placed in operalion, and we assessed control risk. 

We noted c ~ r t a i n  matters i nvo l v in~  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 matlers coming to our attention relating to significant deficiencies in the deslgn 
or operation of the internal control structure that, in our ludgment, could adversely allect Ihe organization's 
ability to record, process, summarize, and report financial data consistent with the assertions of management 
in the fund accountability statement. Our engagement disclosed the lollowing conditions we believe constitute 
reportable conaitions: 

REPORTABLE comrnotis 

1. Controls surrounding the recording of expenditures in  the project's accounting records were weak. 
FRCU's accounting records consisted of a set o l  general ledgers which were manually posted. As blliings 
' 7  USAID!Eqypt were oreoarea from these ledgers. !heir accuracy and reliability should no1 be 
compromised. We lound the preparation o l  the billings to be careless and poorly documented. As a 
result, we were unable to trace Ihe billing amounts to the general ledgers and discrepanc~es between the 
billings and the general ledgers could not be explained. 

Specilically, we noted the fol low~ng weaknesses in the project's accounting records: 

General ledger entries and totals were recorded in pencil. 
General ledgers were maintained by total amounl o l  expenditures only and not by budget line item. 
General ledger entries. specifically debits, were not identified. described or supported. FRCU could 
not explain or accounl for the source 01 these entries. 
Voided checks were posted as expenditures to the ledgers and yet there was no evidence or record 
to determine il lhese amounts were deducted from the billings. 
Adjustments were made to the general ledger amounts w~thout approval or explanation. Because of 
this. we were often unable to locate the suoportlng documents or determine the reason for 
adjustments. 
The project did not maintain a check register or cash log. Without this documentation, the project 
could not verily the cash balance or review and reconcile the project bank accounts. 
FRCU did not maintain a complete set of USAID/Egypt billings nor were the billings serially 
numbered. 
Billings were prepared and submitted with hand written corrections and often without 
the executive director's approval. 
Vouchers, general ledger totals, and billings were not reviewed lor malhematical accuracy. We 
noted that the total expenditures recorded in the general ledgers were incorrect and mathemat~cal 
errors were discovered on the billings by USAID/Egypt. 
Financial and accounting duties were not properly segregated. 'The financial manager was 
responsible for preparing the vouchers, receiving revenues, posting to the general ledgers, preparing 
and distributing checks, and preparing the USAlDiEgypt billings. 



We recommend that the project improve the system of controls surrounding the accounting records. 
Specifically, the project should: 

Record all entry descriptions, entry amounts, and totals in  the general ledgers in ink. 
Record all expenditures by the budget line items. 
Fully document all entries to the general IedIJer~ wiUl cropt references to Complete vouchers. 
Record, document, and obtain approval lor all adjustments to the general ledgers. 
Maintain a check register or cash log and review monthly for outstanding checks. 
Record all voided checks from the check register and ensure that these amounls are not included in 
the USAID/Egypt billings. 
Serially number the USAID/Egypt billings and maintain a complete file of the billings. 
Ensure lhat billings are accurate. typed and approved by the executive director prior to being 
submitted to USAID/Egypt. 
Review all vouchers, general ledger totals, and billings lor mathematical accuracy and evidence the 
review on all documents and vouchers. 
Properly segregate incompatible duties to provide lor a sound system of checks and balances. 

2. The project did not record disall4wancat of expenditures made by USAID/Egy@ against billings submitted 
by the project Because ol Ihis, amounts disallowed by USAID/Egypt may be rebilled by Ihe project or 
may not be properly refunded to USAID/Egypt from funds provided by the Government of Egypt ('GOE*). 

Recommendation 2 

The project should establish procedures to properly record all disallowed costs in the project ledgers. In 
addition, the project should ensure that any disallowed amounts are deducted from the submitted financial 
reports and that USAIO/Egypt funds have been properly credited back to the project funds. 

3. No management review by the executive director was performed of the following project documentation: 

Billings submitted to USAID/Egypt, 
Accounting records and proiect ledgers, and 
Vouchers. 

A good system of internal controls should include the involvement of project management to ensure that 
entries into the accounting system are valid, supported and advance the objectives of the project. As the 
management of the project establishes the conlrol environment, their direct involvement will help ensure 
lhat proper controls are followed by all project personnel. 



We recommend that the project director and the financial manager review all billings to USAIDIEgypt, 
project accounting records, vouchers and l e d ~ e r a  This review should be perlormed on at least a monthly 
basis with exceptions and discrepancies noted for proper fo!low-up. 

4. There were w e a k n ~  surmunding Lhe direct compensation control systems Specifically, we noted the 
following conditions for the three diflerent types of compensation: 

For project staff receiving hourly wages, we found that the project did not maintain time sheets. 
attendance records, sick and annual leave records, evidence ol receipt and either employee contracts or 
letter of agreement with the employees. 

For employees whose wages were based on their basic salary, FRCU did not have records or 
documentation regarding their basic salaries which made 11 imposs~ble to delermine il lheir salaries were 
allowable. 

Contracted employees did not have contracts, attendance records, or employee files. Additionally, the 
project did not have letters of agreement with either the employees or SCU lor GOE seconded employees. 

Committee meeting members are neither required to sign for receipt of committee meeting fees nor is the 
executive director required to approve these payments. We also noted that although FRCU has a list of 
committee members, payments were made to persons not included on this list. 

Recommendation 4 

We recommend that the project implement the following: 

Maintain employee files for all types of employees. These files should include the following: 

- Contracts or written letter of agreement; - Agreed-upon salary rates and position; 
- Job descriptions; 
- For SCU employees, the basic salary paid by SCU; - Time sheets for hourly employees: and 
- Attendance, sick, and annual leave records for all employees. 

Maintain a current list of committee members that is approved by type of committee approved by the 
executive director and ensure that \his list is reviewed upon payment of committee meeting fees. 

. Ensure evidence of receipt for all types of compensation is obtained. 



5. USAID/Egypl fun& were commingled with ather f u n d r  This made it di l f icult lo r  the project to ensure that 
only expenoitures that were allowable under the grant agreement were made from USAIDIEgypt funds. 

Recommendation 5 

We recommend that the project ensure that USAIDIEgypt revenues received are deposited in a bank 
account and only PI1  No. 13 deposits and expenditures are received and expended from this account. 

6. FRCU did not reconcile financial records with either bank statements or  USAIDEgypl records during the 
entire audit period. During our testing we lound errors and discrepancies between the different sets of 
records which were not documented and could not be explained. 

Recommendation 6 

We recommend that FRCU perlorm bank reconciliations on a monthly basis and document any 
discrepancies. Additionally, the project should reconcile their accounling records with USAIDIEgypt 
records on a quarterly basis. 

... t t  

A material weakness is a reportable condition in which the design or operation o i  one or more 01 the 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 relalion to the fund accountability statement being audited may occur and 
not be detected within a timely perlod 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 material weaknesses as defined above. We believe that all the 
reportable conditions described above are material weaknesses. 

This report IS intended for the information of FRCU's management and others w ~ t h i n  the organization and the 
United States Agency for International Development. The restriction is not intended to limit the distribution of 
this report which is a matter of public record. 
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REPORT 01: INDEPENDENT ACCOUNTANTS 
ON COMPLIANCE WITH LAWS AND REGULATIONS 

February 10. 1994 

Mr. Philippe Darcy 
Regional Inspector General lor  Audit/Cairo 
United Slates Agency lor  
International Development 

We were engaged lo audit Ihe fund accountability statemenl 01 the Foreign Relations Coordination Unil 
('FRCU') of Ihe Supreme Council of Unlverslties ('SCU') relaling to cosls incurred on Projecl lmplementalion 
Letter ('PIL') No. 13 under the United Slates Agency ior lnlernalional Developmenl Mission to Egypl 
IMUSAID/Egypr) University Linkages Project No. 263-0118 ('granl agreement') for the perlod from June 1. 
1983 lhrough December 31. 1992, and have Issued our disclaimer report thereon dated February 10. 1994. Our 
reporl indicated that Ihe scope 01 our engagement was not suflicienl lo  enable us to express. and we do nor 
express. an opinion on the aforemenlionea fund accounlability slalemenl. 

:Ve did no1 have an external quality control review by an unaflilialed audit organizalion as required by 
paragraph 46 01 Chapter 3 01 Government Auditinq Slandards since no such quality conlrol review program IS 

offered by prolessional organizallons ~n Egypl. We believe lhal  Ihe eflecl of lhis deparlure from the financial 
audil requirements of Government Audilinq Standards is no1 material because we ~a r l i c i pa le  ~n the Price 
Walerhouse worldwide internal quality conlrol program which requires Ihe Price Walerhouse Cairo oll ice lo  be 
sunjecled, every lhree years, lo an exlens~ve quality conlrol review by partners and managers lrom olher Price 
Waterhouse ollices. 

Compliance with laws, regulalions. conlracls and granls applicable to the FRCU project is the responsibility 01 
FRCU's management. As part 01 oblaining reasonable assurance aboul whelher the lund accounlabilily 
statemenl is free 01 malerial misstatement. we perlormed tests 01 FRCU's compliance with cerlain provisions 01 
laws, regulalions, contracts and granls. However. Ihe objective of our engagement 01 Ihe fund accounlabilily 
slalement was not to provide an opinion on overall compliance wilh such provisions. Accordingly, we do no1 
express such an opinion. 

lrlalerial inslances 01 noncompliance are lailures to lol low requiremenls or violalions 01 prohibilions contained 
in laws, regulalions, conlracls, or granls lhat cause us lo  conclude lha l  the aggregalion 01 the misstatemenls 
resulling lrom those failures or violalions is material lo  Ihe lund accountability slatement. 'The results 01 our 
lests 01 compliance disclosed the lol lowing material inslances of noncompliance. the ellect of which are 
included as questioned cosls in the lund accountability slatemenl 01 FRCU for the Deriod l rom June 1.  1983 
through December 31. 1992: 



1. The project advance billed USAIOEgypL FRCU advanced cash lor  project activities and charged the 
advance to USAIDIEgypt We noted that advances were no1 settled for the related expenditures until up 
to two years from the date of receipt 01 funds. Furthermore, upon FRCU's receipt of the unliquidated 
advances, we found no evidence that these amounts were deducted l rom the USAIDIEgypt billings. The 
unliquidated advance amounts total S 12,031. 

The agreement between USAIDIEgypt and the FRCU projecl is a cost-reimbursable agreement. Advance 
billings are not permissible. The definition lo r  a cost-reimbursable contract as stated in  the Federal 
Acquisition Regulations are those which '... provide lor  payment 01 allowable incurred costs..' and is most 
suitable lor situations when the 'accounting system is adequate lor  determining the costs applicable to 
the contract.' Cost estimates are most su~tably used when the contract is fixed-price. 

Billings submilted to USAIDIEgypt lor reimbursement for payables are not only a contract principles 
violation, but might lead to a s~tuation whereby USAIOIEgypt is billed lor  amounts that were neither 
incurred nor paid for by the project. 

Recommendation 1 

We recommend that FRCU discontinue Dilling payaales. 

2. The project failed to maintain boob and records as required by the grant agreement The details 01 the 
questioned costs relating to S 385.785 of unsupported costs are identified in Note 5 to the accompanying 
fund accountability statement. Spec~ficalty, we noted that the project failed to maintain a complete record 
of the following: 

USAIDIEgypt disallowances: 
Bank statements: 
Bank deposit slips: . Support for revenues received: 
USAID/Egypt billings: and 
Vouchers. 

Recommendation 2 

We recommend that the prolect m a ~ n t a ~ n  books and records in accordance wlth generally accepted accounting 
pr~nciples and practices. The protect should also maintain documentation to ve r~ f y  the receipt and use of 
goods and services acqulred unoer Ihe granl. 

3. lnteresl earned on project bank accounts of S 6,404 was neither deducted l rom USAID/Egypt billings nor 
remitted l o  USAIDEgypt  



Recommendation 3 

Interest earned on funds advanced to the project by USAIDfEgypl should be remitted to USAID/Egypt or 
alternatively deducted from the billings on a quarterly basis. 

As discussed in our reporl on the fund accountability stalement daled February 10, 1994, the scope of our 
work was not sufficient to enable us to express an opinion on the fund accountability statement because: 1 )  
FRCU's accounting records do not provide sufficient evidence supporting cash lransactions l o  permit the 
application of adequate auditing procedures; 2) we identified material weaknesses in FRCU's internal control 
structure concerning its financial q s l e m  which present the risk lhat errors, i n  amounts that could be 
material in relation to the fund accountability statement, may occur and not be detected within a timely period 
by employees in the normal course of performing their assigned lunctions; and 3) we were unable to obtain a 
management representation letter. Since the scope of our testing was limited. we are unable to determine, 
and lhus give no assurance aboul the degree to which FRCU complied with laws and regulations which might 
have a material effect on the lund accountability statement. 

This report is intended for the information of FRCU's management and others within the organization and the 
United States Agency for International Development. The restriction is not intended to l imit the orstrtbution of 
this report which is  a matter of public record. 
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PROJECT IMPLEMEICTA~OW ElTER NO. 13 
UNDER THE UNlVERSrlY UNKAGES PROJECT NO. 263-0118 

QUESTIONED EXPENDITURES D U A L  OF ANOUHTS AS INCURRED 
IN EGYPTIAN POUNDS AND U.S. DOUARS 

All questioned costs we identified as either ineligible or unsupported are detailed below as incurred and converted to U.S. dollars at the 
applicable exchange rate: 

1. Unexpended advances billed to USAIDIEgypt were 
returned to FRCU but, were not deducted lrom 
the USAIDIEgypt billings. 

Due lo  the vast amount of inlormation supporting 
this tinding, detail has not been included. 

2. Interest earned on the project bank account 
was neither returned to USAID/Egypt nor deducted 
from the USAIDIEgypt billings. 

Mo/Yr Voucher# Amount 
12/85 62 LE 5 
12/85 62 107 
1 2/85 62 387 
Total LE 499 

3. Based on FRCU management's comments received 
subsequent to the issuance of the draft report, 
this finding has been removed. 

4. Unpaid salaries, insurance claim settlements 
and other deposits to the project bank accounls 
were initially billed to USAIDIEgypt as advances 
paid; but, were not credited to the billing when 
the advance was setlled and residual was returned 
to the project bank account. 

Due to the vast amount 01 inlormation supporting 
this finding, detail has not been included. 

5. Based on FRCU management's comments received 
subsequent to the issuance 01 the drall report, 
this linding has been removed. 

Questioned Costs Converted to U.S. Dollars Incurred Incurred 
Ineligible Unsupported In LE In U.S. dollars 
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Questioned Costs Converted to U.S. Dollars Incurred Incurred 
Ineligible Unsupported In LE In U.S. dollars 

6. Expenditures for which the related check was 
subsequently voided were not deducted from 
the USAIDEgypt billings. 

Total income and cash 

1. Committee meeting tees were not supported 
by evidence of receipt and the executive 
director's approval. 

Due to the vast amount of information 
supporting this linding, detail has not 
been included. 

2. Incentives ~ a l d  to hourly em~ loyees  were not 
supported by time sheets or attendance records. 
Li 15.015 were unsupported by evldence ol  rece~ot 
or vouchers. S 4,694 could not be traced to bank 
sratemenis to assure payment, ana S 3.282 were 
inel ig~ble employee rewards. 

Mo/Yr 
1 2/83 
01/84 
07/84 
1 0184 
1 2'84 
06185 
07/85 
08/85 

0 918 5 
12/85 
03186 
10/86 
Total 

Amount 
LE 18,582 

16.665 
15,708 
21,996 
17.298 
17,546 
18.059 
19.209 
21,970 
31.974 
32.830 

3. Salaries paid to seconded employees were not 
supported by evidence of r e c e i ~ t  and/or 
vouchers. 

Due l o  the vast amount of inlormation supporting 
lhis finding, detail has not been included. 
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Questioned Costs Converted to U.S. Dollars Incurred Incurred 
lneliaible Unsupported In  LE In U.S. dollars 

8. Direct compmsatbn (Coat) 

4. The employer's share 01 social insurance i n  
1985 and 1986 was billed to USAID/Egypt in 
noncompliance with the grant agreement 

07185 
12/85 
07/85 
03/86 
03/86 
10186 
Total 

Voucher # -- 
490 
496 

1383 
646 
293 
390 
727 

Amount 
LE 63 

1,053 
104 
104 
106 
106 

5 Based on FRCU management's comments received 
subsequent to the issuance of the dralt report. 
:his finding nas been removed. 

. aased on FRCU management's comments recelvea 
subsequent to the issuance of the dralt report. 
!his l inding has been removed. 

Total direct compensation 

C. Administrative support 

1. Amounts were billed to USAIDIEgypt in excess 
01 the total expenditures recorded in the 
general ledger which could not be explained by 
FRCU management. 

07/85 
08/86 
02/88 
Total 

Amount 
S 3,098 

2. Based on FRCU management's comments received 
subsequent to the issuance ot Ihe dratt report. 
this linding has been removed. 

Total administrative support 



A P P ~ ~ ~ u  0 
Page 4 of 6 

Questioned Costs Converted to U.S. Dollars Incurred Incurred 
Ineligible Unsupported In  LE In U.S. dollars 

0. Equipment and supplies 

1. l lems such as carpets, curtains, lurniture, and 
electricity bil ls were charged to USAIDIEgypt; hut, 
not included in the project paper. 

04i84 
12/84 
06/05 
0 618 5 
06/85 
06/85 
06/85 
06/85 
06185 
06/85 
06185 
12/86 
: 2,'86 
Total 

Voucher # 
9 5 

742 
476 
477 
478 
479 
483 
484 
485 
486 
759 
767 
:32 

Amount 
LE 105 

325 
764 

2,545 
464 

3 
799 

2,367 
1.098 

51 0 
229 

50 
3 2 - 

LE 9.291 

2 .  Expenditures were charged to USAID/Egypt: but. 
were unsupported by vouchers, invo~ces, 
and/or receipts. 

Due to the vast amount of intormat~on supporting 
this finding, detarl has not been included. 

2. Amounts were billed to USAIDIEgypt exceeding 
the total expenditures recorded in the general 
ledger. FRCU was unable to provide any explanation 
or support lor  these amounts. 

M o f f r  - Amount 
04/84 LE 21 3 
03/84 628 
10185 2.595 
06/92 - 131.282 
Total LE 134,718 

4. Based on FRCU management's comments received 
subsequent to the issuance of the draft report. 
this finding has been removed. 

Total equipment and supplies 
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Questioned Costs Converted to U.S. Dollars Incurred Incurred 
Ineligible Unsupported In LE In U.S. dollars 

E. Travel 

1.  Travel expenditures for a researcher whose budget 
was exceeded under PIL No. 12 were charged under 
PIL No. 13 in January, 1984. 

01 i84  Voucher # 2  

2. Per diems were paid exceeding the allowable 
USAlDiEgypt per diem rates in July 1985.  
The excess ol these amounts are questionable. 

0 7 / 8 4  Voucher #8 

3. Excess baggage costs incurred by the executive 
airector and the project organizer in February, 
1984 were charged to USAlDiEgypt in September. 1985.  

4.  Based on FRCU management's comments received 
subseauent to the Issuance of the drafl report, 
this l indlng has been removed. 

5. Based on FRCU management's comments receive0 
suosequent to the issuance of the draft report. 
this l i nd~ng  has been removed. 

6. Airfare was charged to USAlDiEgypt in September. 
1985: but, was not supported by airline tickets. 

7 .  Per diems were charged to USAID/Egypt in June. 1985; 
but not supported by airline tickets to verify 
travel, length ot stay, etc. 

06,'85 Voucher #8 

Total travel 

F. Contractor 

1.  Contractor payments were not supported by invoices. 
vouchers, r ece i~ t s ,  etc. 

MoiYr Voucher # Amount 
1 l i 8 3  317 L E  17,097 
Ol i84  4 12,424 
Total LE 29,521 



A P P ~ ~  0 
Page 6 o16 

Questioned Costs Converted l o  U.S. Dollars Incurred Incurred 
Ineliqible Unsupported In LE In U.S. dollars 

2. Excess baggage charged tor a member ot the contracting 
l i rm was paid in November, 1984. 

11/84 Voucher #603 LE 289 S 140  

3. Airlares were unsupported by the airline tickets. 

12/84 
12/84 
06/83 
06/83 
10183 
! 0188 
Total 

Total contac tor  

Voucher # Amount 
603 LE 1.880 

G. Computer morn preparation 

1. An amount was charged under the equipment and 
supplies budget line Item in January, 1984 and 
again under the computer room preparation budget 
line item in March, 1986. There were no expenditures 
recorded in the general ledger under the computer 
room preparation budget line item tor this period. 
The cost was related to and charged under the 
equipment and supplies budget line item in the 
general ledger. 

2. An amount was charged to USAIDIEgypt in June. 
1992: but, there were no expenditures recorded in 
the general ledger. 

Total computer mom preparation 

TOTAL QUESTlONED COSTS 
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MANAGEMENT COMMENTS 

PROJECT IMPLEMENTATION L m E R  NO. 13 
GE P R W  NO. 2 6 3 a  

FRCU disagrees as the total amount which should have been disallowed 
is only LE 985 and is not LE 22964. Because of this big difference, FRCU 
gives this explanation : 

1) A total LE 452 of the whole amount represents tax withholdings 
that the FRCU deducts on behalf of the government and later pays 
to the tax department. These are taxes that should be paid by the 
suppliers (sellers) for purchases made by FRCU staff on  behalf of 
FRCU in very small procurements. The FRCU gives the employees 
small petty cash advances to buy small amounts as stationary and 
office supplies. When the purchases are made, the employee reduces 
the payment to the seller by the tax amount and returns that tax 
back to the FRCU bank account. While these amounts appear as 
returns or revenues to the FRCU, they are actually only temporary 
withholdings and are returned to the tax department together with 
other returns to this department. Please find attached a list of these 
tax withholdings, giving the total amount of petty cash on which 
the withholding was made, the date and entrv, and amount. Ple;tse 

all m t e r  Dec. 1986 are not trom US- 
t be -' 

. . 
~t wh~ch on PIT 13 o 

They are however included in  the aattachement. Below is one 
example. The rest is given in the attachment. 

II 60 Dec. 84 S 2 - 
/ 

2) A total of LE 19.463 relates to amounts reccivrd bv the I:RCU is 
related to procurcmcnt activities tor Ili,surallccl , ~ ~ r ~ o b r i t s  ~ ~ c c d c d  to 
prove the seriousness of suppliers and are later returned to the 
suppliers after the bidding processes are completed. These amounts 
are not included in the'total reported to AID. Please find attached 
the information relevant to the receipt ot these amounts by the 

BEST AVAILABLE COPY 
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PROJECT IMPLEMENTATION LETTER NO. 13 
UNDER THE 1lNlVERSlTY LINKAGES PROJECT NO. 263-0118 

MANAGEMENT COMMENTS 

li- 
FRCU. The FRCU notes that most of these amounts relate to CIP 
requirements. None of them was included in PIL 13 fiscal reports. 

3) Attached are voucher showing example for deduction from USAID 
billings. 

4) A total of LE 985 are actual refunds or returns and should have 
been reduced the amount reported to USAID as expenditures. J3Sl.l 

. . therefore ( payment will be 
included in check to USAID). 

10 Dec. 83 7 1 
1 Dec. 83 7-1 

167 Dec. 84 77 
53 Dec. 84 $2 

431 Dec. 84 9 2 
24 Dec. 84 100 

119 Dec. 84 117 
181l Dec. 84 I 1 9  

Total 985 

ALw 
FRCU disagrees as the total interest earned was already returned to 

USAID in September 1986 in check # 043280 with the amount of S 82,520.11. 
Out of this an amount $ 28,537 was for interest earned of the dollar account 
as explained in the attached letter from the FRCU General Director to Dr. 
Adel Gohar, Project Officer of  ULP dated September 24, 1986 (and its 
attachments). This amount covers the interest mentioned in P\V report. 

AfuLEl  
Regarding the LE 499 the FRCU ivould like to explain that these were 

bank charges and are allowed under PII 13 as will be clear irom an examination 
of this PIL and its amendments. The current budget for bank charges 
(amendment 13) is LE 236.325. However during the past per~od i t  was 
higher and got reduced. cZme~~dment 5 \\'liicli applied until Aovember 
1985 (when amendment 6 was signed) allocated L E  313 for bank chi~rges. So 
at least this amount of the LE 499 should be allor\fed and unquestioned. 
The FRCU is not responsible tor decreases in this line item aiter the use or 
this amount. The FRCU could not have predicted the size oi these bank 
charges before the bank calculates it. 
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kuum 
The difference between General Ledger's LE receipt of LE 837,056 and 

the total amounts billed and received from USAID of LE 1,192,213 is LE 
355,157. This difference is due to the fact that the amount quoted in the 
finding used in the report (LE 837,056) did not include 7 checks received by 
the unit the unit prior to December 1983. These 7 payments (detailed 
bellow) are recorded in the General Ledger before 1983 but were not recorded 
by PW in the LE 837,056 because their audit period starts in 198j. However, 
actually receipts should be increased by those 7 pavments that amount to LE 
429,453,800. 

The LE 429,453,800 thus covers the LE 355,157 shortage mentioned in 
the LE part of this finding. 

If PW wants to cover the period starting in 1983 only they should have 
started with the balance available at the beginnins oi this period and not 
completely neglect pervious receipts. 

Total amount (LE)  
12500 
103700 
38000 

146606,712 
34605,980 
72098,128 
21942.980 

Total 429,453,800 

Date Entrv U Check 8 
.LLar. ti1 3 58 
Apr. 81 4 68 
Fcb. 62 - 1 
Sep. 82 I0 
Oct. 82 11 301602 

Nov. 82 38 
Apr. 81 17 

AlLW 
As for the difference between the General Ledger s S receipts oi 9 405,540 

and the total amounts billed and received from USAID of § 562.844 which is 
S 157,304, as mentioned above in the response to the difference in LE, PIV 
did the same thing. The difference received beiore lune 1, 1983 was not 
taken in consideration as PW started to calculate the receipts the FRCU 
received from USAID starting from December 1984 and neglected that FRCU 
had received a fund from USAID beiore that date ivhich \\.as an amount ot 5 
429,000 in February 1987. (.4ctuallv the amount rcceived \\.as 5 420,000 9: S 
560,000. However the S 560,000 was deposited bv mistake in PIL 13/§ although 
it belonged to PIL 12/5. I t  was later transierred to i t s  correct PlL). 

Attached is a copy of  the bank statement ior the mentioned above 
checks and the needed deposit slip. r o t e  that there is bank charses of that 
check with a n  amount ot S 1978. So te  also that the total cash receipts 
calculated by PW in the detailed working papers is in error by S 7430.93. 
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This amount is included by PW as a USAID fund receipt although it is 
actually a refund check from the FRCU to USAID as a remaining amount at 
the end of PIL 13/$ This amount should not have been included in the total 
fund receipt. (Please find attached copies of the check). 

A/4 (LEI 
An amount totaling L E  18.150 was not deducted from the billings to 

USAID. The response for t h s  finding is as follows : 

a) An amount totaling LE  6111 (as detailed bellow) was deposited in 
the bank account as it belongs to some creditors that anyone of 
them has the right for asking to receive it at any time. It should 
not be deducted from the billing to AID as i t  is a real expense rvhich 
could and should not be canceled. Sote that out of this is L E  1791 
rvhich is after December 1986 and shoulci not be addressed here it 
not funded bv L'SAID. 

Total amount ILE)  
1,453 

157 
1,986 

351 
19 

4% 
383 
4 68 
4 34 
38 

151 

llZ 
Total 6,111 

Date 
Oct. 83 
Oct. 83 
Oct. 83 
Oct. t33 
Dec. 85 
Dec. 86 
Jan. 87 

..lpr. 67 
lclav 87 
Oct. 87 
Oct. 87 

liar. 69 

b) These amounts are related to CIP. .A separate column rvas kept for 
CKP and never mixed up or added to PIL 13 totals and thereiore 
should not be deducted from the AID billings. The different details 
for this amount is as follows : 

Total amount (LE) Date Entry .; 

b Z  Dec. 84 1 0 ~  
84 2 Dec. 84 i L'Y 
3911 Dec. 64 109 

3 3 Cec. 84 ! 111 

5% Dec. H-l ; 07 
Total 5460 
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c) An amount totaling LE 2,929 was not an  1\10 fur~u. Thc explanation 
for the details i s  as follows : 

Amount (LEI Enby r Date Reyonses 

1790 73 Uec. 84 
540 38 Dec. 87 

This  t w o  a m o u n t s  a r e  
i n s u r a n c e  d e p o s i t s  a s  
explained under  A/1  (2 )  
response. 

599 85 Dec. 84 This rvas a pavment by a 
foreign contractor to a n  
FRCU employee who refused 
to accept it. The amount was 
considered FRCU revenue 
,ind is i~~ire la ted to PIL 13. 

2,929 

d)  All amounts detailed below accounted ;liter USAID stopped funding 
the FRCU in Dec. 1986. Thev are not related to 1'lL 12 & 13. Thcv 
a re  not the subject of this audi t  and  should be canceled from the 
questioned sum. Their documentation exists but is presen: together 
with the documentation of GOE fund. This document~rtion rvas 
inspected by PW. 

Total amount  (LE) Date E~itr\. = 

189 Jan. 87 
171 Apr. 87 
634 Dec. 87 

2,538 Aug. 88 
63 Oct. 83 
37 Oct. 88 
10 Jan. 87 
8 Apr. 87 

Total 3,650 

So  the total amount  for this finding which is L E  18,150 (LE 6111 + L E  
5460 + LE 2929 + L E  3650) should be  taken (.rut trcm the total i~rrsupportcd 
questioned costs. 

(1) Total questioned LE under A / 4  LE 15,150 

(2) Total explained in (a) 

( 5 )  
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;J) Total explained in (b) LE 5,460 

II (4) Total explained in (c) LE 2,929 

11 (5) Total explained in (d) LE 3,650 

11 (6) Total explained in A/4 = (2)+(3)+(1)+(5) LE 18,150 

11 Total questioned under A/1 = (1) - (6) = 0 

II Thus the questioned amount should be canceled. 

II (Attached are the documents related to these pavments) 

A/4(5)  
The amount of 6 2,726 is not in iact trom L'SAID. It is related to a CIP 

procurement activity that rvas paid bv the supplier as an insurance amount 
to prove his seriousness of implementation the activity. An amount like 
this was never put or included in the monthlv billing to USAID, so there is 
no need for it to be deducted from the billing. 

II (Attached is a copy oi  the bank deposit and att'ichme~its) 

FRCU disagrees as the copies oi the bank statements are attached to 
verifv receipt of USAID revenues received as detailed below : 

This amount ivas added to 
the bank account in tt\.o 
,imounts : first amount is S 
~ 6 , 3 3 0  in October 3,1984 and 
the second amount 5 161.558 
in October 7, 1984 in the same 
paSe ut the attached bank 
statement. 

This dmount ivas added to 
the bank account in Mav 4, 
1987 ,is i t  appears in the 
attached bank statement. 
This is not a revenue irom 
C5.41D to FI?CLr ( a s  

( 6 )  
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ment ioned  b e f o r e  in  
response to A/3 finding). On 
the contrarily, it is a refund 
to USAlD from FRCU in a 
check No. 413288 dated 
September 1988. I t  was 
deducted from FRCU bank 
account at November 15,1988 
(see the attached copy of the 
bank statement) Note that 
the amount was written by 
PW as $ 7431 without using 
decimal point and it is in fact 
S 7,430, 93. 

Total 287,488 

A M u  
a) The amounts shown bellow represent checks that have been issued 

but never cashed. The checks are canceled but their amounts have 
to be retained on hold in the bank account until the beneficiary 
asks for it.  These amounts are kept, are not revenue to FRCU and 
should remain until being used for the purpose for which it had 
been originally issued. So i t  should not be deducted from USAlD 
billings. 

The detailed amounts are as follows : 

Amount (LE)  Date IJ~itrt. G 

119 
24 
1 

24 
1 

166 
24 
24 
84 

1 84 
84 
47 
47 
17 
IhP 

Total 1015 

Feb. 84 4 
Dec. 84 83 
Dec. 84 I I3 
Oct. 85 2 6 
Oct. 85 - - 

. - *  

Oct. 85 39 
Dec. 65 *.\ 
Feb. 86 
Jan. 86 ; 1 
Oct. 86 >o 

Oct. 66 ? _' 

.Mav 87 - 71 - 
XIav 87 - 3  - - 
Sep. 86 1; 
Jun. 90 I bd 

BEST AVAILABLE COPY 



FOREIGN RELATIONS COORDINATION UNIT 
OF THE SUPREME COUNCIL OF UNIVERSITIES 

Appendix C 
Page 8 of 15  

PROJECT IMPLEMENTATION LEllER NO. 1 3  
UNDER THE UNlVERSlTV LINKAGES PROJECT NO. 263-01 18 

MANAGEMENT COMMENTS 

b) An amount totaling LE 17500 (LE 5000 + LE 12500) is petty cash 
given to FRCU procurement employees to buy equipment and 
supplies for the FRCU. This is like an advance which the employee 
takes to make these purchases. This amount are not included in 
the total billed by FRCU to USAID because they do not represent an 
actual expenditure. Onlywhen an actual purchase is made and its 
documents are received by the FRCU is the amount of the purchase 
(and not the full advance) included in the billing to USAID. The 
advance is then replenished by the FRCU to substitute the amount 
used in the purchase. At the end of the purpose for which the 
petty cash is given, the full amount of the advance is returned to 
the FRCU bank account. This return payment is not revenue to 
the FRCU and therefore should not be deducted from the billing to 
USAlD since it was not originally included in the original bills to 
USAID. 

With the LE 18,515 explained in (a) & (b) onlv LE 4,240 should be 
questioned. This will be paid back to USAID. 

8- DIRECT COMPENSATION 

This finding states that amounts paid as committee meeting fees were 
not supported bv evidence of receipt. FRCU disayrees with tlus finding as it 
has a special record which includes all the signatures for receiving the checks 
by the beneficiaries themselves or by the employee responsible for mail in 
the case of mailed checks (see attached copies for this record which includes 
the following information : Check No., date, amount, the beneficiary name 
and the signature of receipt). Most of the checks that are included in PW 
working papers are highlighted in the attachments. This record is available 
at FRCU to be reviewed by PW at anv time. Attached also are the bank 
statements for withdrawal from bank. These are personal checks and in the 
Egyptian banking system cou1.d not be cashed by anv person except the person 
in whose name it was found. The cashing ot the check and the debit amount 
for the FRCU account are therefore strong prooi of receipt. 

This finding also states that there is no evidence or Executive Director's 
approval of the documents. So FRCL' attilches here a copy from a 
lnemorandum from Executive Director to the c.;enc.ral Director of FRCU 
requesting his approval for delegating the authority tor ;l~pro\.ing committee 
attendance payment to the Financial hlanager ui the FRCU. This was 
approved by the General Director on Sot.ernber 5 .  ll.)hd. 
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a) The Financial and Administrative Bylarvs under the project restricts 
the number of hours worked at the FRCU to be nine hours per 
week. Employees work a larger number ot hours than the nine 
payable hours but are paid only for the nine hours in order to 
comply with the presidential decree regulating such payments. Thus 
there is no need for a time sheet indicating the fraction of time 
worked by the employee. An FRCU employee could either work on 
the project during a certain month or not work. If he rvorks he gets 
the whole amount for the month. If he does not work the whole 
numbers of hours he is not paid at all. The working load of the 
FRCU is not constant and therefore there is no fixed list of SCU 
employees that work on the unit. FRCU management requires the 
services of the needed employees when they are needed. They are 
paid the full amount during the months in which thev work and 
are not paid during the month in which their services are not 
needed. So the maximum numbers or hours rvas put only to size 
the maximum amount of salary that could be paid although it rvas 
known from the first beginn~nq that all emrioyees \\pork more and 
more hours. 

b) PW can use the attachments ior B/1 response to review the LE 
15,015 for the evidence or receipt. .Also P\\' can re\.iew the original 
record for the signatures of  receipt Iby beneticiarv or mail check) 
that is available at FRCU. As noted betore In the case ot checks that 
are mailed, the debit to the bank account 1s prooi or receipt by the 
beneficiary since no body else C J I I  caw !he cersonal check in the 
Egyptian bank system. 

c) FRCU attaches the bank statements tor tr'iclng the amount or LE 
9669. 

d) As for the amount ot LE 6761 reter to resri)n.;e 111 R /  10 under PIL 12 
finding. 

The response tor this iindinq is the same r25ron.r tor U/1 i.1 PIL 13. 
PW can use the same attachment; to B/1. Sote tna t  rni? o r ~ c ~ n a l  record tor 
signatures of receipt is available ior P\V at any time. The FRCU \\.auld like 
to apologize to P\V that the record oi sirn,it~ire!: \ \ a >  nor l>resented to them 
during the audit. 
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1 I 

The Financial and Administrative Bylaws of the project did not forbid 
the payment by FRCU of such social insurance amounts as done by any 
other Egyptian employer and as required by Egyptian law. The FRCU therefore, 
had no basis for breaking this law if this payment is not allowed by USAID. 
FRCU will be ready to repay this amount (LE 1651). 

Committee lists were dynamic and changed several times .'!wing the 12 
years of the project. Attached PW will find updated conlmitt..!e lists and 
appointment letters to committee members. 

I Attached are the copies of the needed Lvnk statements. PW can trace 
the amount as follows : 

hlo/yr Voucher L Amount (LE) Correct Amount (LE) Cllrck U Date ol the Bank St. 
Per P\V Per FRCL' 

12/83 465 150 141.80 835744 Feb. 84 
12/83 413 4 10 394.90 835092 Jan. 84 
12/83 415 882 835,125 835094 Jan. 84 

Amount (5 ) 
3098 

The claim by PW that the amounts billed to USAID/Egypt in excess 
of the total expenditures recorded in the G iL  is not correct. LVe 
explain the G/L figures as fo1loit.s : 

Fiscal report 2 (1/1/ 83 - 10/31i83) iricludes two payr.ients for 9 
3097,83 and S 261000 adding up to a ttltal of S 26409783. 

These itre the first two payments by FRCU in this page of tltc G/L 
(see attached). After sending this iiscal report, t i \ r ~  other payments 
for 16 9829,27 and S 18987.47 were made by the FRCU in the period 
from October 1, 1983 to December 31. 1983 and were included in 
report No. 3 for a total of 28816.74. f .;ee attached). The sum of 
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reports No. 2 & 3 is $ 292914.57 and agrees with the total G/L for 
this page (1983) after adding 5 3 for bank charges which the FRCU 
has not billed the USAID for. The S 309R noted in this finding is 
already included in report No. 2. 

Amount (5 ) 
7-860 

FRCU disagrees as there is no sub amount of 12860 in the month 
of Julv, 1985. In fact there is no deference at all between the amount 
recorded in the G /L  an the amount reported to USAID for the same 
month. Attached are a copy of the G/L and a copv of the report with 
one similar amount for July expense that is $ 1761. The amount is 
under the travel line item check So .  413179 dated July 18, 1985, 
entrv No. 8. The 9 2,860 did not appear in the billing to USAID nor 
in &e G/L. 

C) The amount of 9 60863 consists or LE 52.176.13 and LE 8687. The 
second amount is an error. FRCU is readv to resolve i t  by repayment 
to USAID. The first amount is for a pavment related to equipments 
for the FRCU which was entered bv ~n~s t akc  iri tlic (;/I. for ;'1L 12 in 
a special column which is not included in the billing to the USAID. 
The entry in the G/L of PIL 13 where the S 31175.73 is recorded 
represents the adjustment of the PIL 13 account to include this 
sum. No related adiustment is needed ~rnder PIL 17- since this amount 
was not included in the PIL 12 billinc to USAID. Thus the error was 
corrected in the August 1986 PIL ;.i \oi~cner  a ~ i d  adjusted in the 
G/L of PIL 13 in October 1987. 

d) The S 42,488 is actually S 42.460 (see  c;,'LI audit tor a pavment to 
Guiza svstem. 

PLV states that the amount ot S ?UUU I >  inarged to USAID/Egypt in 
February 1987 but there were no expenditures recorded in the G/L. FRCU 
states that this amount was recorded in the ( ; . ' I .  in the month or October, 
1986 under entrv No. 3 and i t  reported once to USAID in the billing of 
February 1987. It was paid to Dr. Kamal E. Ilusren by transterring the amount 
through the bank. Attached are the releiant docti~~ients tor this amount. 
Note that the amount \\'as Llc.ductcd from I ~ C J  b,ink .statement plus S 10 for 
bank charges. 
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The FRCU disagrees with the judgment made in this finding that these 
items (furniture, carpets and curtains) were not included in the project paper 
and that these expenses are ineligible. 

Table V on  page 21 of the project paper of the project paper allows such 
expenditures. An illustrative list of such items is given in Annex. VIII of the 
project pa per. 

The LE 38051 identified under this finding is the sum of advances 
made to FRCU employees to purchase goocis and supplies. As known according 
accounting principals the specific documentation is obtained only when the 
actual purchase is made. Thereiore the supportir~g docitments are attachcd 
to the settlement of the advance when the purchase is actually made. For 
example, entry No. 303 rvas recorded in October 1983 as an advance under 
check No. 292483 and settledunder entry So. -12 in Ileccmber 1983 fo r  LE 175. 
The documents are attached rvith settlement No. -I2 and not with entry 303. 
Attached is a list of the advances and the settlements numbers for these 
advances and copies of the purchase documents. 

FRCU gives the following explanat~on ior the differences between the 
billings to USAID and the expenditures in the G i L  for the equipment and 
supplies line item : 

The difference ot LE 618 is not correct as the correct difference is 
only LE 172.40 in the total amount ior the line item equipment QE 
supplies. The total in the billing tor the month ot hlarch lYR4 is LE 
4365.88 and the total of the same line Item i l l  t l ~ e  G/L is LE 4538.28 
of the same month. This gives a difference of LE 172.40 onlv. The 
amount o i  LE 172.40 is the total oi amounts tor entries No. 5, 6 and 
1 I .  
This difference was taken In c o n s ~ d e r a t ~ o t ~  by being added to the 
total for equipment and supplies line item in the billing to USAID 
in the month of April 1984. Attached i s  (1 copv of the March 1984 
billing and C/L page tor the a r e  month. 
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Amnunt (5 ) 
213 

The difference of LE 213 is not correct as the correct difference is 
only LE 172.40 mentioned in the response to D/3 (a) the caculated 
difference between the billing to USAlD and the G/L in the 
equipment & supplies line item for the month of March 1984 was 
LE 172.40. So this difference was taken in consideration by being 
added to the billing to USAID for the month of April 1984 for the 
same line item (see attachments of the April 1984 billing and the 
G/L page for the same month). 

Amtrunt ($ ) 

2595 

The difference of LE 2595 is not correct as the correct difference 
should only be LE 963.60. This difference is due to the amount of 
LE 963.60 that is related to entry No. 673 dated September 1985. The 
mentioned amount for this entry ~vils recorded i l l  the G/L in 
September 1985 and rvas not included in the billing to I SAID in 
the same month. So i t  was taken in consideration by being added 
to the billing to USAlD for the month oi  October 1985. Attached are 
a copy of the G/L page for September 1985 and other relevant 
documents. 

d) In relation to the amount LE 31282 under this finding, please note 
that this is a typographical error in the PW finding. The correct 
amount is LE 131,282. This would be explained together with the LE 
41000 under finding G/2 where PW notes that there is no expenditure 
recorded in the PIL 13 G/L for this period. These trvo amounts 
totaling LE 172.282 are actuallv the lune 1992 billing (voucher) to 
USAId under PIL 13. Because USAID established a combined account 
in N I B  for PIL 12 and PIL 13 together. The FRCU mistakenly posted 
the expenses adding to the LE 172,182 in the PIL 12 G/L especially 
that there had been no USAID related LE expenditures of the IJIL 13 
G/L since 1986. The LE 131,281 is the iee oi the oifice supplies (LE 
107,781) and computer (LE 23,191). The LE 11.000 under G/2 finding 
. . - . . . . 
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In this finding PW criticizes theFRCU's decision to use the travel line 
item for complementing the travel budget of a researcher. The decision to 
allow this is based on the FRCU's judgement that the nature of his travel is 
beneficial to the overall research goals of the project. The increase of the 
travel budget of the researcher is properly authorized by the General (and 
Executive) Director. It should not be disallowed or questioned. 

FRCU is not aware of a protubition against paving lor excess luggage. 

This is not a bank charge but in-country travel. The needed 
documentation is available (copv attached). It is the Ecyptian government 
travel voucher (from # AHSI) filled for the travel oi Dr. Soliman Hozein to 
attend meeting on June 3, 1986. 

FRCU disagrees as the attached copy ui the bank statement shorvs the 
deduction of the amount of LE -17.120 for the check b3340 that mentioned by 
PW in this finding. 

The details for the total amount of LE 401 1 io r  ~31rline tickets are as 
follows : 

Document # Amount ILE) Date Poci tion 

1670.20 September1 hS Project Director 
1796.20 September / 85 l"roitut's cot>rdinatr,r 
544.70 September / $5 Proiect Director 

Attached is the copv lor one of the airline tickets i\.ith amount oi LE 
1,670.20 for the Project Director and the o r i c i~~a l  15 ,l\.a~lable and i attached 
to the entrv. 
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p-  CONTRACTOR 

E f l  

The FRCU would like to respond to all points unclcr item F in one 
response as follows : 

All contractor vouchers were directly given to USAID and paid by USAID 
to the contractor Arthur D. Little. Regarding the LE expenses, the PIL 13 
account was as a funding channel for giving cash to DAL the contractor 
(DAL). However, the LE voucher and receipts were still submitted to USAID 
directly by ADL. Thus ADL accounted and submitted 9 and LE bills and 
reciipts to USAID and obtained cash from the FRCU. Please check with 
USAID on the receipts and needed documentation. 

FRCU agrees that there is a mistake in recording the amount of LE 
3,392. The correct amount was recorded and charged under the equipment 
and supplies budget line item in january 196.1. The iecond recording was 
wrong. 

The LE 31.000 was a part of the PIL 13 \,oucher tor lune 1992 which was 
discussed under D/3 (dl. 

The total amount under the voucher i\.as tor s ~ x  payments adding up 
to LE 171,775 see attached G/L. The difference that +huitlJ be quest~oned is 
onlv LE 507. This responds to G / 2  and D/.; fd I .  
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AUDITOR'S RESPONSE 

Management 01 the Foreign Relations Coordination Unit ('FRCU') provided comments relating to the Price 
Waterhouse dratt audit report presented at the exit conference held on April 17, 1994. FRCU's comments are 
included, unedited, in Appendix C to this report In response to their comments, we reviewed additional 
supporting documents provided by them. Where applicable, we either adjusted the final report or further 
clarilied our position relating to items discussed in FRCU's comments. Please note that our response sequence 
below parallels FRCU's comments. 

A INCOME AND CASH 

A1 (S): 

FRCU did not comment on this exception. 

A1 (LE): 

FRCU billed employee advances to USAIOtEgypt. Upon settlement, the residual was returned to the project 
bank account; but was not credited to the USAIDtEgypt billing. We reviewed FRCU's comments and noted the 
following: 

1. FRCU claims that 452 Egyptian pounds ('LEm) represents vendor tax withholding payable to the 
Government 01 Egypt Given that FRCU is correct, the net purchases should have been billed to 
USAIDtEgypt upon settlement 01 the advance and subsequently, when the tax authority is paid the 
total amount due, USAIDIEgypt should be billed lor the vendor taxes. The system employed by 
FRCU might cause the vendor tar withholdings to be billed twice l o  USAIDJEgypl. FRCU did not 
provide documents to supporl their comment. 

2. FRCU collects bid assurances from contractors which are later returned to the contractors when the 
bidding process is complete. These funds should be credited to USAIOtEgypt upon receipt and 
subsequently billed when returned to the contractor. The system employed by FRCU might cause 
the bid assurances to be billed to USAIDtEgypt when paid to contractors: although, not credited to 
the billing initially. 

3. We reviewed the billing vouchers FRCU provided. We noted deductions were made on two 
vouchers, one lo t  LE 12 on the September, 1986 voucher and LE 25 on the December, 1986 
voucher. FRCU did not provide documents to prove that these two amounts relate to the questioned 
item. 

4. FRCU pledged to refund LE 985 to USAIDtEgypt: however, documentation was not provided to 
evidence a refund. 

Based on FRCU's comments discussed above, our position is unchanged. 



FRCU claims that interest earned was returned to USAIDfigypt In September, 1986, check no. 43280, lor 
$ 82,520; however, FRCU did not provide evidence lo  prove lhat lhis credit relales lo  the inlerest earned. Our 
position is unchanged. 

FRCU claims that the amount queslioned represenls bank charges and not interesl earned. According lo  our work 
papers developed In the audit field work, lhis amount relales to inlerest income. FRCU did not provide documents 
to support their claim; therefore, our posilion is unchanged. 

A3 (LE): 

Allhobgh Ihe FRCU commenls under this caplion do neither address nor clear the queslioned ilem, olher documents 
received subsequent lo  our report clear the exceplion. We agree lo  remove the queslioned item from our report. 

Refer to audilor's response in A.3 (LE) above. 

A4 (LE): 

Income received in the Project lmplemenlalion Leller ('PIL') No. 13 designated projecl bank account; bul no1 
credited lo  the USAIDKgypl billing was queslioned. 

FRCU claims lhat amounls questioned relale lo  either payables lor expendilures daling back lo  1983 or do no1 
relate lo  the PIL No. 13 USAID/Egypl projecl fund. 

FRCU's slandard practice was lo  bill USAID/Egypl for advances paid rather than settlements. Billed amounls were 
withdrawn from the projecl bank account; bul, no1 paid and were later refunded to the projecl bank account. These 
amounls were no1 credited to lhe USAID/Egypl billing. It is no1 permissible to bill payables lo  USAID/Egypl even if 
a legal obligalion exisls lo  pay the sum. USAID/Egypl reimburses on a cost reimbursemenl cash basis-no1 accrual; 
therelore, our posilion relating lo  lhis portion 01 the queslioned ilem is unchanged. 

Amounls audited were obtained from bolh Ihe PI1 No. 13 general led~ers  and PI1 No. 13  bank records; therefore, 
all amounls queslioned, relale to PIL No. 13. Our posilion relating to this remaining portion of the income is 
unchanged. 

A4 (S): 

Refer lo  auditor's response in A.4 (LE) above. 

We reviewed supporting documenls and bank statements FRCU provided and we agree l o  remove this exceplion 
from our report 

A6 (LE): 

a. FRCU billed expenditures paid wilh checks that never cleared the project bank accounL FRCU claims 
lhat these amounts represent amounls due to individuals who might cash the checks at any time. Refer 
to the auditor's response at a.4, paragraph 3, regarding advances. Typically, checks dated one year or 
greater prior to presentment for cashing will be denied by the banks. The claimant might request FRCU 
to issue a duplicate check which unless properly controlled might lead to a situation whereby 
expenditures mighl be billed twice l o  USAID/Egypt. Our posilion is unchanged. 



b. We have reviewed the supporting documents provided by management and agree to reduce the 
questioned cost by LE 17,500. 

c. FRCU pledged to refund LE 4,240 to USAIDIEgypt; but, did not provide evidence that a refund was 
made. Our position is unchanged. 

0. DIRECT COMPEHSATIOH 

0.1 (LE): 

We have reviewed the supporting documents provided by FRCU and have reduced Ihe amount questioned by 
LE 30,207. 

0 2  (LE): 

FRCU states that the project payroll is not calculated based on an hourly rate per hours worked, but on an 
estimated monthly amount assuming nine hours expected work per month. FRCU claims that payroll amounts 
are paid in compliance with the maximum 200% of basic salary allowed by a presidential decree. Further, 
FRCU asserts that time sheets are not a necessary salary payment supporting document as employees are not 
paid hourly. 

According to the FRCU policies and procedures manual, page 11, approved by USAIDIEgypt, academic 
researchers should be paid an hourly rate. 

FRCU did not provide supporting documents lo prove that the presidential decree was complied with in 
estimating the monthly rates for researchers. 

We recommend that FRCU establish and apply a policy whereby all PIS prepare time records evidencing 
monthly work hours containing a documented approval from FRCU management which will provide reasonable 
assurance that PIS worked for the time they are paid and assist FRCU in complying with USAIDIEgypt's 
requirement to verify that expenditures were made lo further project objectives. 

Given that FRCU did not provide additional supporting documents evidencing that employee payments were 
properly made, our position is unchanged. 

0.3 (LE): 

FRCU refers to 0.1 above in their comments. The total support provided for 8.1 totalled LE 30,207 and cleared 
the same amount in exception 8.1. Consequently, the same support cannot be considered for this exception. 
Our position is unchanged. 

8.4 (LE): 

FRCU pledged lo reiund LE 1,651 to USAIDIEgypt; but, did not include supporting documents to evidence a 
refund. Our position is unchanged. 

8.5 (LE): 

We reviewed the updated committee lists FRCU provided, accordingly, we removed this exception from our 
report 
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B.5 (LE): 

We reviewed the bank statements FRCU provided and removed this exception from our report. 

C. ADMlllSTRArmL SUPPORT 

C.l (S): 

Refer to the over billing of 1 109,309, FRCU provided the following comments: 

a. FRCU provided a general ledger page copy, dated In 1983, Including the 
S 3,098 questioned, charged under the budgal line item 'contractof. The 
monthly lotal according to the general ledger page copy war 5 3,098. 
According to our work papers developed during the audit field work, there was 
no general ledger monthly total lor S 3,098; therefore, our position is 
unchanged. 

b. FRCU provided a billing copy dillerent than the one provided by the 
USAIDIEgypt's FRCU project officer; therefore, our position is unchanged. 

c. FRCU proposes that the S 60,863 over billing for August, 1986 relates lo  
S 52,176 and S 8,687, the former representing an erroneous recording, and the later an amount 
that should be refunded lo  USAIDIEgypt. 

Refer to 1 52,176 over billing: FRCU provided a general ledger page copy for January, 1987 
claiming that an erroneous over billing occurred in August, 1986 and was deducted from the 
billing in October, 1987. The support provided did not match or address the exception. 
According to our work papers there was no downward adjustment to the billing in either October, 
1987 or January, 1987: therelore, our position is unchanged. 

Refer to S 8,687 over billing: FRCU pledged to refund the full amount to USAIDIEgypt but, did not 
provide documents to evidence a refund. Our position is unchanged. 

d. Refer to S 42.460 over billing for February, 1988: FRCU provided a general ledger page copy for 
January, 1987 which does not match or address the exception. Our position is unchanged. 

C.2 (S): 

We reviewed the supporting documents FRCU provided and have removed the questioned cost from the report. 

0. EQUlPMEHl AND SUPPLIES 

D.l (LE): 

FRCU claims that the items were questioned because they were not approved by USAIDIEgypt via the approved 
project paper. However, FRCU did not include relevant documents to prove their claim. Our position is 
unchanged. 

D 9  (LE): 

We reviewed the supporting documents FRCU provided and agree to reduce the questioned cost by LE 294. 
With the exception of documents supporting LE 294, FRCU provided only internally prepared documents, 
therefore, our position is unchanged. 
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a. We reviewed the billing voucher fRCU provided and confirmed the billed amount for equipment 
and suppllet to be LE 5,166 agreeing with the figure in  our work papers; therefore, our position is 
unchanged. 

b. Reler to auditor's response in 0.3 a. above. Based upon this, our position is unchanged. 

c. FRCU provided a general ledger page copy different lrom the one provided during our audit lield 
work, therefore, our position is unchanged. 

d. FRCU claims lhat the amount of LE 172,282 (LE 131,282 and LE 41,000-see exception 6.2 was 
related to PIL No. 13 expenditura, and was billed under PIL No. 13 and recorded in the general 
ledger 01 PI1 No. 12. fRCU did not provide supporling document8 to support lhis expenditure and 
that it was recorded In the PIL No. 12 general ledger and, accordingly, our position is unchanged. 

0.4 (LE): 

FRCU did not comment on this exception; however, we reviewed other documents submitted to us after the 
draft report issuance and agree to remove this questioned cost lrom our linal report 

E TRAVEL 

L1 (LE): 

FRCU commingled funds designated for two separate PIL agreements demonstrating non-compliance with 
USAID/Egypt intentions lo separate the funding. FRCU did not provide documents to prove that they were 
authorized to make translers at their own discretion, therefore, our position is unchanged. 

FRCU did not comment on this exception. 

E.3 (LE): 

According to the grant agreement, Standard Provisions. Article 7, "International Travel' means transportalion 
ol persons and their personal effects between a place in the United States and a place outside.' The Ollice of 
Management and Budget ('OMBg) Circular A-122 discusses that expenditures to move persons should be 
'necessary and reasonable.' Air freight publications, dated September, 1994, for the major U.S. flag air carrier 
servicing Egypt, allows 140 pounds o l  personal bag~age. FRCU did no1 establish thal freight in excess of 140 
pounds was either necessay or reasonable. therelore, our position is unchanged. 

E.4 (LE): 

FRCU did not include supporting documents in their comments: however, we reviewed other documents 
submitted to us after the draft report issuance and agree to remove this questioned cost from our final report. 

L 5  (LE): 

We reviewed the bank statements FRCU provided and removed this exception from our report. 

L 6  (LE): 

We reviewed the supporting documents FRCU provided and have adjusted the questioned cost from LE 4,011 to 
LE 2,341. 

FRCU did not comment on this exception. 
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FRCU submits monthty billings to USAIDIEgypt on a form called the 'certified fiscal report,' signed by the 
;rojzcl's General Director, which states lhat 'the undersigned hereby certifies that payment of the sum claimed 
under the grant is  proper..and supported by accounting records, invoices and rece~pts ...' FRCU is held 
accountable by USAIDIEgypt lor expenditures reported on this lorm. Accordingly, FRCU is liable to provide 
supponing documents and iuslification for all expenditures billed. FRCU did not provide supporting documents 
:o suslain their comments. therefore, our position is unchanged. 

F 2  (LE): 

FRCU did not comment on this exception. 

F.3 (LE): 

FRCU did no1 comment on this exce~t ion.  

ti COMPUTER ROOM PREPARATlON 

= X U  ",edged to reruna LE 5.392 to USAID;Egypl. Lul d ~ d  not Include supporrlng aocurnents to ev~dence a 
fetuno. Our pos~t lon 1s unchanged. 

5 2  (LE): 

3eter to auo~tor s resoonse ~n D.3 d. above. 
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO EC1PT 

M E M O R A N D U M  

4 O C T  1994 

TO : e L. Darcy, RIG/A/Cairo 

FROM: ~ o h d  phq3 estley, DIR 
0 4 O C T  1994 

i SUBJECT : Aud't of the Foreign Relations Coordination Unit 
(FRCU) of the Supreme Council of Universities Local 
Expenditures Incurred Pursuant to Project 
Implementation Letters (PILs) No. 12 & 13 under the 
University Linkages Project !To. 263-0118 

The University Linkages Project (ULP) activities were completed 
June 30, 1992. At the time of the audit, funds were being 
provided to FRCU for similar activities under a follow-on project 
University Linkages I1 (263-0211). In response to the concerns 
raised by the Price Waterhouse (PW) financial audit of the FRCU, 
the Mission suspended funding of new activities under the 
University Linkages I1 Project (ULP/II). The suspension letter 
specified terms and conditions for resumption of project 
activities. The letter discussed the Mission's intention to 
shift financial management of grant activities to an organization 
other than FRCU. Following the suspension, the project team met 
extensively and proposed a redesign of the project which would 
transfer financial management responsibilities to a U.S. 
contractor, but leave technical evaluation and review of grant 
activities with FRCU. The decision to leave FRCU with a 
substantial technical role was based on the 1991 external Project 
Paper design team's positive assessment of FRCU's technical 
management capabilities, the results of a project evaluation 
completed in 1989, and the absence of any specific evidence that 
FRCU's management was inadequate from a technical perspective. 

In association with the prcposed redesign the project team 
drafted a detailed Statement of Work (SOW) for a financial 
management contractor. The SOW also describes the functions and 
roles to be retained by the FRCU. The SOW was reviewed and 
accepted by top Mission management. After Mission approvals, the 
document was discussed with our GOE counterparts at the FRCU and 
with the Minister of Education. FRCU has agreed, in principal, 
to shifting financial management responsibilities to a US 
Contractor. They do, however, have some concerns regarding the 
SOW. I am very hopeful that these will be satisfactorily 
resolved. I can assure you no change will be made that alters 
the main substance and purpose of the contract, and that the 
suspension of activities under ULP/II will not be lifted until 
the contract is in place. 



~ecommendation No. 1 - FRCU has expressed a strong desire to 
work with the Mission to resoive questioned costs. A very high 
percentage of the questioned cost ($6.6 million of the total $8.5 
million questioned in PIL 12) stemmed from FRCU operational 
systems which did not require, or retain in a readily retrievable 
form, documentation acceptable to PW. As a result PW questioned 
entire dollar line items. The Mission will work with RIG/A/C to . 
agree on an acceptable methodology for assessing the validity of 
those costs. 

Recommendation No. 2 - As stated previously, resumption of 
activities under ULP I1 will be predicated on having a contractor 
in place who will be responsible for financial management of 
project funds provided by PIL to FRCU. As FRCU had accepted this 
shift of responsibilities, they did not feel further comment on 
the internal control issues ;gas important in their response. A 
.detailed draft SOW more clearly describes the specific roles of 
the various parties. Although the SOW is still in draft stage we 
do not anticipate any najor changes. Based on this plan for 
resolution of the internal control weaknesses we request you 
resolve this recommendation on issuance of the report. We will 
request closure when the contract is in place. 

Recommendation No. 3 - Mission believes that the planned contract 
for financial management services will close the compliance 
findings regarding billings, and books and records. The FRCU has 
already refunded the interest earned on project accounts (see 
attached copies). Therefore \fe request you resolve this 
recommendation on issuance of the report. We will request 
closure when the financial management contract is in place. 

The Mission appreciates the serious nature of an audit report 
which disclaims an overall opinion, and questions costs at this 
level. We are taking significant steps to assure proper 
accountability for future funding of University Linkages 
activities. We have also reviewed our monitoring of this 
recipient's activities. Given the staffing and structure of the 
Agency, Mission management and project officers often must place 
reliance on contracted technical experts. I would like to detail 
the various assessments that have been performed with regard to 
this grantee. 

Three years after ULP project inception, an assessment of the 
FRCU1s project financial management system was carried out by 
Mission FM Personnel and an independent PSC. The result of this 
assessment was acceptable to USAID and provided the basis for our 
acceptance of the accounting system at the FRCU. Several years 
later, during the design of the second phase of the project, FM 



staff performed a limited review of the financial system at the 
FRCU. This exercise raised some concerns, and suggested a more 
comprehensive review be performed prior to disbursement of funds 
under the new prcject. Also, in association with the new project 
development an external design team examined the FRCU management 
structure and its adequacy for implementing a follow-on project. 
The team proposed some modifications to FRCU systems, and the 
grant award and review process, but concluded that FRCU was 
capable of implementing the second phase. 

In 1992, an assessment of financial and administrative 
capabilities of the FRCU was performed by the Shawki & Co. At 
the time Shawki, a member firm of Arthur Anderson, was a RIG 
approved NFA firm. The assessment resulted in several 
recommendations, but concluded that FRCU's procedures were 
adequate for USAID/Egyptls purposes, and that FRCU had the 
managerial, technical, administrative and financial capabilities 
to carry out the new project. FRCU took action on the 
recommendations made in the Shawki report. These actions were 
prospective and did not affect the condition of books and records 
for the ULP I. Therefore Mission also planned a financial audit 
of ULP I expenses. Based on the actions taken the Mission 
approved expenditure of funds under the new project. 

In addition to these assessments ULP I was the subject of an 
evaluation in 1989. The focus of the evaluation was on project 
impact, and return on investment. It concluded that there were 
enough successful projects (grants) to consider the ULP justified 
as a whole. Although not the primary focus, the evaluation also 
examined the FRCU structure and procedures and found them 
basically sound. 

Most of the reviews detailed above identified problems, but 
considered those problems solvable within the basic structure of 
FRCU and the Projects. The Mission is concerned that the various 
assessments and evaluations performed did not identify a serious 
problem. In hindsight, it may be that, by nature, these reviews 
focused on solutions, and so did not fully disclose the extent of 
the problems. Perhaps other actions might have been taken that 
would have prevented the problems, or identified them earlier. 
We cannot change history. We can and are taking steps to assure 
there aren't other problems of this nature lurking in the 
Mission's portfolio. These steps can be divided into two areas. 
The first is audit. The Mission, in coordination with your 
office, is moving as quickly as possible to audit all local 
entities. We are well along in this process, and by the end of 
FY 95 we expect that the majority of our audit universe will have 
been audited at least once. As you are well aware, 
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both your office and the Mission are always striving to improve 
the quality of the work perforned by the NFA firms. Mission 
funded training is just one example of the Mission's support for 
NFA firms. The second area we are working in is Mission review. 
We have asked all project officers to identify recipients of AID 
funds who may be at high risk for accountability problems. The 
Financial Analysis Support Team (FAST) is proceeding with reviews 
of recipient vouchers, as a sort of internal audit function, 
looking for serious problems. The FAST is also working with 
Project Officers and recipients to review grantee's accounting 
systems early in the funding period rather than waiting until 
most of the money has been spent. The Mission believes these 
efforts have dramatically reduced the possibility of recipients 
developing major accountability problems. 

With regard to the FRCU audits, we are confident that our staff 
can work with your office to reach agreement on a strategy to 
address your recommendations. Thank you in advance for your 
cooperation. 
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