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I. INTRODUCTION AND SCOPE
 

A. Introduction
 

Planning and Human Systems, Inc. (P&HS) was incorporated in
 
1972 under the laws of the District of Columbia. Since its
 
inception, P&HS has been providing consulting services in
 
management, health, education, training, child development,
 
social services, transportation, and agriculture. Prior to
 
receiving the initial AID contract, P&HS has performed
 
contracts for the Department of Labor, Department of Trans
portation, and seven branches of the Department of Health,
 
Education and Welfare.
 

In 1978 AID awarded P&HS Contract No. AID/NE-C-1492 for the
 
purpose of making a health manpower inventory in Jordan,.
 
The contract was effective April 14, 1978, has a budget of
 
$125,000, and an expiration date of July 31, 1979. In
 
addition to the Jordan contract, AID has awarded P&HS two
 
additional contracts:
 

- Contract No. AID/AFR-C-1438 provides for the
 
technical Advice and training needed to revise
 
a health delivery system for the Government of
 
Zaire. The contract, in the amount of $552.116,
 
covers the period August 30, 1978 through
 
August 30,1980.
 

- Contract No. AID/NE-C-1552 provides for tech
nical assistance in developing a management
 
information system for the Ministry of Social
 
Affairs, Arab Republic of Egypt. The con
tract, in 4he amount of $296,359, covers the
 
period September 29, 1978 through December 31,
 
1979.
 

B. Scope
 

We have performed an examination of the contract awarded to
 
P&HS for developing a health manpower inventory in Jordan.
 
The examination covers the period from inception of the con
tract, April 14, 1978 through September 30, 1978. It was made
 
to determine: (a) the allowability and applicability of
 
costs claimed for the fiscal year ended September 30, 1978,
 
(b) the adequacy of the accounting system for accumulating,
 
segregating and recording costs under government funded
 
contracts (c) adequacy of their administrative procedures

and internal controls, and (d) reasonableness of proposed
 
overhead rates for the fiscal year 1978.
 



II. FINDINGS. CONCLUSIONS AND RECOMMENDATIONS
 

A. Contract Costs
 

Reimbursements of costs and fixed fee totaling $120,106
 
during the period have been audited. As a result of audit,
 
costs and fixed fee totaling $125,000 were deterLined to be
 
eligible for reimbursement. This amount includes an addi
tional $4,894 due the contractor which has not been reim
bursed. The totals are summarized below and detailed in
 
Exhibit A:
 

Costs and Fixed Fee Reimbursed $120,106 
Additional Costs Accepted - - $14,23 
Less: Cost in Excess of 

Contract Ceiling_ 9,679 

$ 4,554
 

Additional Fixed Fee Due 340 4,894
 

Total Recommended for Acceptance S125.000
 

Recommendation No. 1
 

The Office of Contract Management
 
(SER/CM) take appropriate action
 
to ensure settlement of the $4,894
 
additional reimbursement due the
 
contractor.
 

B. Planning and Human Systems' Accounting System is Inadequate
 

During our examination we found P&HS's accounting system
 
is inadequate for accumulating, segregating and record
ing costs under a government funded contract. Areas of
 
concern are:
 



1. 	 Data recorded in the financial records do
 
not accurately reflect actual costs 
incurred
 
because: (1) 
in several instances, expenses
 
were posted than once; some
more 	 (2) expenses
 
were 	never recorded; and 
(3) travel advaaces
 
and refundable deposits were 
recorded as an
 
expense at 
the time of payment rather than as
 
prepaid items to be written off at the time
 
the actual expenses are incurred.
 

Subsequent to the completion of 
our audit,

P&HS 	has established a 
system for keeping
 
separate accounts 
for all individual travel
 
advances and expenses which affect the ad
vances.
 

2. 	 Invoices and other documentation supporting

the purchase of 
supplies and services were
 
not always available.
 

3. 	 Contractor did not maintain an official general

ledger properly reflecting the financial
 
posture of the corporation. 
 Some of the infor
mation was maintained on work sheets.
 

4. 	 Labor distribution printouts contain errors
 
and unexplained variances.
 

5. 	 During fiscal year 1978, the 
contractor accrued
 
expenses for annual sick 
leave, but did not 

employees for unused sick leave upon termina-

pay
 

tion of employment with the company. 
 After
 
this was discussed with P&HS officials, per
sonnel policies and procedures were revised to

allow for payment of unused sick leave 
to employees
 
upon termination. The revision to the per
sonnel policies and procedures was made in
 
September 1979.
 

6. 	 Salaries for the 
president and vice-president
 
were a:crued annually but 
the two officers
 
were 	actually paid 
a lower figure. If the
 
accrued amounts in excess of the actual pay
ment were deferred due to cash flow problems

and were eventually paid within a 
reasonable
 
period of time, this procedure would be ac
ceptable. However, 
the deferred payments

have 	been outstanding for several years.

At the conclusion of our audit PH&S offi
cials indicated that effective September 1,

1979, 
the president and vice-president would
 
be paid based upon accrued salary rate.
 



During fiscal year 1978, allowable cost applicable to the
 
AID contract exceeded the contract ceiling. Therefore, the
 
l&ck of consistent policies and procedures such as those
 
noted above did not have an impact on the total contract
 
value.
 

Moreover, effective October 1, 1979, P&HS expanded its in
house accounting capability by obtaining the services of 
a
 
full time comptroller thoroughly experienced in accounting
 
methods and procedures generally required under government
 
cost-reimbursement type contracts. Accordingly, P&HS
 
expects to include a subsidiary Job-cost ledger, by con
tract, which will reconcile with the appropriate general
 
ledger. P&HS officials feel this system will enable them
 
to bill from source data taken directly from the books of
 
account (i.e. subsidiary cost ledgers). In addition, P&HS
 
plans to retain the services of an independent public
 
account (CPA) to perform audits and issue an annual
 
certified financial report.
 

Nevertheless, in view of the fact that P&HS has two 
other
 
large contracts with AID, we believe the company's account
ing practices and personnel policies should be reviewed by
 
the Office of Contract Management and an agreement reached
 
on the procedures that are to be consistently followed.
 

Recommendation No. 2
 

The Office of Contract Management, Over
head and Special Cost Branch (SER/CM/SOD)
 
review P&HS's accounting practices and
 
personnel policies and issue a memorandum
 
of understanding outlining the procedures
 
that are to be consistently followed.
 

C. P&HS's Overhead Allocation Base is Inequitable
 

Under the terms and conditions of the P&HS contracts, over
head is reimbursed as a percentage of direct labor and
 
fringe benefits. In our opinion, this method of over
head allocation is inequitable because P&HS does not have
 
a large full time staff. Therefore, as work load require
ments dictate, required personnel are engaged under a
 
variety of employment arrangements: full time employees
 
who receive all normal benefits; intermittent employees
 
who are covered only by social security benefits; temporary
 
employees who are engaged through agencies such as
 
Manpower, etc.; and consultants who receive no employee
 
benefits.
 



The purpose of an overhead allocation is to distrioute
 
indirect cost to all projects on an equitable basis.
 
Because of these various categortes of labor, it .s our
 
opinion that the direct labor basis of allocating indirect
 
expenses is inequitable. In our opinion, there are two al
ternatives; (1) compute a separate fringe benefit and 
over
head rate for each of the respective labor categories;
 
or (2) better still, use a composite fringe benefit and
 
overhead rate based on total incurred costs.
 

In addition, Contract No. AID/NE-C-1492 included two
 
provisional overhead rates, one applicable to home office
 
salaries and one applicable to field salaries. The field
 
ef-fort under the contract was of a short-term duration,
 
and therefore a field rate should not apply.
 

Recommendation No. 3
 

Office of Contract Management, Over
head and Special Cost Branch (SER/CH/
 
SOD) review the system of overhead
 
allocation and negotiate a future in
direct cost methodology using a composite
 
fringe benefit and overhead rate based on
 
total incurred costs.
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Contract No. AID/NE-C-1492 (Jordan)

Summary of Costs Reimbursed and Recommended for Acceptance

For the Period April 14, 1978 through September 30, 1978
 

Costs Audit 
Costs 

Recommended 
Reimbursed Adjustments For Acceptance 

Direct Salaries 
Home Office Salaries 
Field Salaries 

Fringe Benefits 
Home Office Staff 
Field Staff 

Travel and Per Diem 
Other Direct Costs 
Equipment and Materials 

$ 7,724 
32,970 

712 
2,207 

34,541 
5,725 

676 

$ 4091/ 

(942)3/ 
(5,248)3 
(1,912)4/ 

353 5_/ 
-

$ 7,315 
32,970 

1,654 
7,455 

36,453 
5,372 

676 
Overhead 

Home Office Overhead 
Field Overhead 

6,397 
20,952 

179 /
(7,072.)Z/ 

6,218 
28,024 

Sub-Total $111,904 $(14,233) $126,137 

Less: 
 Cost in Excess of Contract
 
Ceiling 
 9,679 ?_ 9,679
 

Total Cost arid Overhead $111,904 
 $ (4,554) $116,458
 

Fixed Fees 
 8,202 (340W9-/ 8,542
 

$120,106 _ (4,894) $125,000
 

Explanatory Notes:
 
]/ Home Office Direct Salaries are adjusted as follows:
 

(a) During the period June 2, 1978 through September 22, 1978, the

Contractor billed and was reimbursed for nine days services of
the Corporate President. 
A review of time cards only revealed 
eight days chargeable to Contract No. AID/NE-C-1492. Therefore, 
one day is disallowed. 

Amount Reimbursed - 9 days @ $196.90 $1,772
Amount Accepted - 8 days @ 196.90 1,575 $197 

(b) Contractor had billed and was 
reimbursed for Erik

Farag's secretarial services in Jordan on 
two separate

billings. 
Therefore, the duplicate billing is disallowed. 
 212
 

Net Adjustment 
 $409
 
Contractor concurred with this adjustment.
 

)
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2_ Home Office Fringe Benefits are adjusted as follows:
Total Home Office Fringe Benefits Reimbursed $ 712
 

Home Office Fringe Benefits Recommended for Acceptance

Home Office Direct Salaries Claimed 
 $7,724

Less: Audit Adjustment (Note 1_/) 409

Home Office Salaries Accepted V.3I
Audited Fringe Benefit Rate (Exhibit B) x 22.61% 19654
 

Net Adjustments 
 $ (942) 

3_/Field Staff Fringe Benefits are adjusted as follows:
 
Total Field Staff Fringe Benefits Reimbursed $2,207
 

Field Staff Fringe Benefits Recommended for Acceptance

Field Staff Direct Salaries Claimed $32,970
Less: Audit Adjustments -
Field Staff Direct Salaries Accepted $32970 
Audited Fringe Benefit Rate (Exhibit B) x 22.61% 7,455 

Net Adjustment 
 $(5,48) 
Adjustment represents allowable travel and per diem expenses which
 
were incurred but were not billed by the contractor.
 

5/ Adjustment represents costs billed inexcess of costs actually incurred.
 

Home Office Overhead isadjusted as follows:
 

Overhead Reimbursed 
 $6,397

Overhead Allowed:
 

Home Office Direct Salaries Claimed $7,724

Less: Audit Adjustments (Note 1) 409

Home Office Salaries Accepted $7(31T(*)
Maximum Overhead Rate Allowed x
95% 6,218
 

Net Adjustment 
 $ 179 

) Audited rate (Schedule C) exceeds the maximum allowed
 
under the terms and conditions of the contract.
 

j Field Overhead isadjusted as follows: 
Overhead Reimbursed 
 S20,952
 
Overhead Allowed


Field Direct Salaries A:cepted $32,970
Maximum Overhead Rate Allowed 
 x 85% 28,024
 

Net Adjustment 
 $(7,072)
 



EXHIBIT A
 

Page 3 of 3
 

(**) 	 Contract differentiates between Home Office Salaries and Field 
Salaries. All services in the field were of a short term duration, therefore, Field Overhead Rate would not apply. Incomputing the allowable overhead, we used the maximum rate applicable

to Home Office Salaries.
 

/ Adjustment for costs in excess of Contract Ceiling. 

/ Represents difference between Fixed Fee earned and Fixed Fee reimbursed.
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Computation of Allowable Fringe Benefits Rate 
For Fiscal Year Ended September 30, 1978 

Fringe Benefit Expenses
 
Pension 

Holidays 

Vacation 

Sick Leave 

Payrool Taxes 

Life and Medical Insurance 


Total Fringe Benefits (A) 


Salarv Base
 
Direct Salaries 

Indirect Salaries 

Intermittent Salaries 

Secretarial Salaries 


Total Salary Base (B) 


Fringe Benefit Rate (A)f(B) 


Explanatory Notes
 

Contractor's 

Proposal 


$24,280 

4,110 

3,922 

7,612 


10,384 

2,895 


$53,203 


$100,186 

63,452 

29,028 


-
_ _4,912)_/ 

$192,666 


27.61% 


Audit Costs
 
Adjustments Accepted
 

$ 	- 1/ $24,280 
- 4,110 
- 3,922 

6,408.-/ 1,204 
- 10,384 
5441/ 29351 

I,952 J$46,251
 

-/
$(4,745)i $104,931
 
63,452
 

( 99)y 31,227
 
4,912
 

$(II,856) $204,522
 

22.61%
 

jJ 	 The pension plan was formally executed on February 27, 1979, with retro
active participation to March 1, 1978. The initial pension plan year

runs from March 1, 1978 through February 28, 1979. The funding of th
plan was made subsequent to the close of the contractor's 1978 fiscal
 
year, therefore, the cost claimed represents the prorata share of pen
sion funding applicable to the period March 1, 1978 through September 30,
 
1978.
 

2./Sick leave expense is adjusted as follows:
 
(a) Contractor's proposal 
for unused sick leave was erroneously
 

overstated:
 
Contractor's proposal calculation for unused sick leave 
 $7,612

Contractor's Revised Calkulation 
 4.600
 

Overstatement
 
(b) Contractor's fringe benefit proposal included the annual
 

accrual for sick leave. Under the policies that existed
 
as of September 30, 1978, employees who terminate were not

paid for unused sick leave. Therefore, we questioned the
 
difference between sick leave accruedand the actual sick
 
leave taken.
 

Total Sick Leave Proposed 
Less: Overstate of Proposed (note a) above 

$7,612 
3 012 

Adjusted Accrual 
Less: Sick Leave Taken 1,204 3,396 

Net Adjustment $6,408 
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(b) Supplemental bonus applicable to Mr. Farag for generating
 
additional business effort in Jordan is reclassified from
 
indirect expense to direct salaries. Mr. Farag's employment specified the amount of the supplemental bonus that
would be paid upon completion of the Jordan assignment.

In our opinion this is (i)deferred compensation and iii)
an additional means of circumventing the contract c1iiing on salary. 
 $(3,288)
 

(c) Direct salaries for Nancy Stone were erroneously under
stated. 


913
 

Net Adjustment (4,745) 

Contractor does not concur with this adjustment. However, the Federal Procurement Regulation specifically states that salaries unallowable on direct
costs reimbursement are not allowable on indirect costs.
 

/Intermittent 
 salaries which were erroneously omitted by the Contractor.

Contractor concurred with this adjustment.
 

6_/ Represents salaries applicable to two part-time secretaries which were
erroneously excluded by the Contractor.
 

Contractor does not concur with this adjustment on the basis that they do
not participate in all of the fringe benefits. 
 But, P&HS does pay FICA,
FUTA, Workmen's Compensation and DCUB. Therefore, they should be con
sidered in the base. 
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Contractor recognized the error in note (a), however, they do not concur
with the adjustment innote (b). 
 In fact when the adjustment was brought
to their attention, they revised the personnel policies and procedures to
allow payment for unused sick leave when an employee terminates. The revisfon to the personnel policies and procedures was made in September 1979,
which was subsequent to the period under review and, there is no indicator
that they apply retroactively. 
 Inaddition, AID contractors usually have
 
not permitted payments for lump sum sick leave.
 

Life and Medical Insurance is adjusted as follows:
 

(a) Prescriptions for the President and Vice President are

considered a personal expense and not allowable as part
of Fringe Benefits because it is restricted to the Corporate
Officers. 


(b) Doctor and dental expenses of the President and Vice Presi-
$ 86
 

dent are considered a 
personal expense and are not allowable
 
as part of Fringe Benefit because it is restricted to the

Corporate Officers. 


(c) Laboratory tests for the President are considered a 
437
 

personal

expense and are not allowable as part of Fringe Benefits

because it is restricted to the Corporate Officers. 
 21
 

Net Adjustment 
 $544
 

Contractor does not concur with this adjustment because the Board of Directors
voted to have the Corporation pay all medical and dental expenses incurred by
the Corporate Officers. 
The payment of medical may be allowable for Federal
Income Tax purposes, however, it would not be acceptable for fringe benefit
rates applicable to government contracts because (1)it is restricted to Corporate Officers, and (2)there is no advanced understanding agreed to by the
 
Contractor and AID.
 

4_/Direct salaries are adjusted as follows:
 

(a) Bonus applicable to Mr. Farag for successfully completing

his services on Contract No. AID/NE-C-1492 (Jordan) in a
timely manner is reclassified from indirect expense to
direct salaries. 
Mr. Farag's salary prior to accepting

the Jordon assignment was $49,122, however, under the
terms and conditions of the AID contract, his salary

was limited to $47,500 (FSR-l). The amount of the bonus
 was written into his contract agreement prior to accepting

the assignment in Jordan. Therefore, we consider the
bonus as a means of circumventing the contract ceiling on
salary. 


$(2,370)
 

N 
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Computation of Reasonable Overhead Rate 
For Fiscal Year Ended September 30, 1978 

Indirect Salaries 
Vacation Leave 

Sick Leave 

Payroll Taxes 
Life and Medical Insurance 

Other Benefits 
Training 

Temporary Secretarial 

Intermittent Employees 

Consultants 

Computer Services 

Legal 
Travel 

Per Diem 

Auto Lease 

Auto Expense 

Rent 

Supplies 

Furniture Rental 

Equipment Rental 

Repairs and Maintenance 

Depreci ation 
Amortization 

Recruiting and Conferences 
Telephone 

Dues and Fees 

Postage 

Printing and Duplication 

Taxes 

Insurance 

Miscellaneous 

Publications 

Pension 

Fringe Benefit Allocation to 


Indirect Salaries 

Total Indirect Expenses (A) 


Contractor 

Proposal 


$67,562 

3,922 

7,612 


10,384 

2,895 

6,030 
1,064 

7,742 

2,199 

3,640 

4,170 

1,420 
6,896 

1,641 

9,826 

3,573 


23,307 

6,002 

3,672 

2,080 


516 

1,352 

284 

3,967 

8,598 

2,110 


665 

4,781 


141 

1,916 

660 

877 


24,280 

(35,676) 


$193,761 


Audit 

AdJustments 


$ 4911 / 
3,922 

7,612. 

10,384,
 
2,89$/ 

596W 

-

-
-

-
-
-
363 

1123/ 

1323/ 

15-

-

-

-
-

-
-
154 /


35/ 
-
-
-

-

-


40§/ 


24,2801/ 

(51,260)-/ 


$ 9,137 


Costs
 
Allowed
 

$63,452
 
-

-
372 

1,064
 
7,742
 
2,199
 
3,640
 
4,170 
1,420 
6,533 

1,529
 
9,694
 
3,558
 

23,307
 
6,002
 
3,672
 
2,080
 

516
 
1,352 

130 
3,932
 
8,598
 
2,110 

665
 
4,781
 

141
 
1,916
 

620
 
877
 
-

15,584
 

$1849624
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Contractor Audit Costs 
Proposal Adjustment Accepted 

Direct Labor 
Direct Salaries 	 100,186 (4,745)§8/ 104,931Intermittent Salaries 	 29,028 
 -	 29,028
Temporary Salaries 7,599 - 7,599
Secretarial Salaries -	 (1,650)2/ 1,650
Fringe Benefit Allocation to Direct 35,676 
 5,009 309667
 

Salaries
 
Overhead Base (B) 172,489 (1,386) 173,875
 

Overhead Rate (A),(B) 	 112.33% 
 106.18%
 

Explanatory Notes
 

_/	Adjustment represents cost included in the Fringe Benefit Expense

Pool (Exhibit B),therefore, it has to be eliminated from the over
head pool.
 

2 	 Other Benefits are adjusted as follows: 

(a) Bonus applicable to Mr. Farag for successfully completing his
 
services on Contract No. AID/NE-C-1492 (Jordan) in a timely

manner is reclassified from indirect expense to direct salaries.
 
Mr. Farag's salary prior to accepting the Jordan assignment was
 
$49,122, however, under the terms and conditions of the AID
 
contract, his salary was limited to $47,500 (FSR-1). 
 The
 
amount of the bonus was written into his contract agreement

prior to accepting the assignment in Jordan. Therefore, we 
consider the bonus as a means of circumventing the contract
 
ceiling on salary. 
 $2,370
 

(b) Supplemental bonus applicable to Mr. Farag for generating

additional business effort in Jordan is reclassified from
 
indirect expenses to direct salaries. Mr. Farag's employment
agreement specified the amount of the supplemental bonus that 
would be paid upon completion of the Jordan assignment. In 
our opinion this is (I)deferred completion and (ii)an addi
tional means of circumventing the contract ceiling or salary. 39288
 

Net 	Adjustment $5658
 

Contractor does not concur with this adjustment.
 

3. 	 In closing FY 1977 the Contractor accrued for accounting services,
 
travel and per diem, auto lease and auto expense, but failed to
 
reverse the entry in FY 1978. Therefore, since the accruals were
 
not reversed, we are eliminating it from indirect expense in order
 
to avoid duplicate recovery in FY 1977 and FY 1978.
 

Contractor 'concurred with this adjustment.
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4_/Represents write-off of organizational expense which are unallowable
in accordance with Section 1-15.205.23 of the Federal Procurement
 
Regulations.
 

Contractor concurred with this adjustment:
 

_/ Represents an expenditure which was erroneously -'cordedtwice.
 
Therefore, we are eliminating one of the entries.
 

6/ Miscellaneous expenses are adjusted as follows:
 

(a) Fines for traffic violations are unallowable in accordance
 
with Section 1-15.205.13 of the Federal Procurement Regu
lations. 
 $31
 

(b) 	 Purchase of shampoo arid comb are considered personal
items and are unallowable for overhead computation.. 

Contractor concurred with this adjustment. $40 

7] Fringe Benefits applicable to direct and indirect salaries are 
computed as follows: 

Direct and Indirect Salaries 
Intermittent Employees 

Direct 
$104,931 

29,028 

Indirect 
$63,452 
2,199 

Secretarial Salaries 
Total Salaries 

Audited Fringe Benefit Rate (Exhibit B)
Fringe Benefits Allocated 

1,650 
$135,609 

22.612% 

3,262 
$68,913 

.2.61% 
Mi. a6T' 

Fringe Benefits Proposed 
Fringe Benefits Allocated to Direct and 

Indirect Salaries 

$ 35,676 
30,667 

(35,676) 
159584 

New Adjustment $ 5,009 $51L260 

./ Direct Salaries are adjusted as follows: 

(a) Bonus applicable to Mr. Farag for successfully completing
his services on Contract No. AID/NE-C-1492 (Jordan) in a 
timely manner is reclassified from indirect expenses to 
direct salaries. Mr. Farig's salary prior to accepting the 
Jordan assignment was $49,122, however, under the terms and 
c.onditions of the AID contract, his salary was limited to 
$47,500 (FSP-l). The amount of the bonus was written into 
his contract aqreement prior to accepting the assignment
in Jordan. Therefore, we consider the bonus as a means of 
circumventing thF contract ceiling or salary. $(2,370)

(b) 	 Supplemental bonus appliable to Mr. Farag for generating
additional business effort in Jordan is reclassified from
 
indirect expenses to direct salaries. Mr. Farag's employ
ment specifies the amount of the supplemental bonus that
 
would be paid upon completion of the Jordan assignment. It,
 
our opinion this is (I)deferred compensation and (ii)an
 
additional means of circumventing the contract ceiling on

salaries. 
 (3,288)
 

9 

http:1-15.205.13
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(c) Direct Salaries applicable to Nancy Stone that were
 
erroneously understated 
 913
 

Net Adjustment 
 (4,745)
 

Contractor does not concur with this adjustment. However, the Federal
 
Procurement Regulations specifically states that salaries unallowable
 
on Direct Cost Reimbursement are not allowable as Indirect Costs.
 
Secretarial Salaries which were erroneously omitted from the
 
overhead base.
 

Contractor concurred with this adjustment.
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