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MEMORANDUM 	FOR THE DIRECTOR, Ume eherper 

FROM: 	 RIG/A/Nairobi, Richard Thaet
eC. 


SUBJECT: 	 Financial and Compliance Audit Report - Yemen
 
American Language Institute Audit Report
 
No. 3-279-89-05-N
 

Attached is a copy of the subject final audit report. The
 
report presents the results of a non-federal financial and
 
compliance audit of costs claimed by the Yemen-American
 
Language Institute under cooperative agreement No.
 
NEB-0080-A-00-5129-00.
 

The audit was requested by USAID/Yemen and was made by the firm
 
of M. Zohdi Menjanni, Associated Accountants, under the
 
supervision of the Regional Inspector General for Audit,
 
Nairobi. The audit objectives were to: (a) determine whether
 
the financial statements and costs claimed by Oregon State
 
University/Yemen American Language Institute presented fairly
 
costs resulting from program operations; (b) ensure propriety
 
and reasonableness of costs incurred under the cooperative
 
agreement; and, (c) determine whether the auditee complied with
 
the laws, regulations, and agreement provisions which may have
 
a material effect on the financial statements and costs
 
claimed. The audit covered the period July 19, 1985 through
 
June 30, 1988.
 

M. Zohdi Menjanni audited expenditures totaling $3,717,373 
which had been submitted or was in the process of being 
submitted by Oregon State University. In the opinion of the 
auditors -- subject to certain qualifications and observations 
-- the financial statements supporting claims against the 
cooperative agreement present fairly the expenditures of the 
project in accordance with the terms and conditions of the 
cooperative agreement. The University complied with most of
 
the agreement terms.
 



OSAID/Yemen concurred with the audit findings. Oregon State
 
University concurred with most of the findings, but disagreed
 
on the amount of salary adjustment for a Yemen national
 
employee and the amount of adjustments for housing allowances.
 
Additionally Oregon State University does not agree that
 
entertainment cost should be disallowed. The full text of the
 
auditee's response is included as Appendix 6.
 

The auditors identified $86,653 in unallowable cost, and
 
questioned the propriety of an additional $39,556 in
 
expenditures. Consequently we will include the following
 
recommendations in our tracking system,:
 

Recommendation No. 1
 

We recommend that USAID/Yemen recover, and document the
 
recovery, of $86,653 in unallowable costs.
 

Recommendation No. 2
 

We recommend that USAID/Yemen Contracting Officer (a) review
 
and determine the propriety of $39,556 in questioned costs, and
 
(b) provide documentation to RIG/A/Nairobi of the resolution of
 
these amounts.
 

Please advise me within 30 days of actions planned or taken to
 
impliment these recommendations.
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OREGON STATE UNIVERSITY/ ENGLISH LANGUAGE INSTITUTE 
COOPERATIVE AGREEMENT NO. N EB-0080-A-00-5129-00 

Special Reo.x)rt 
We have examined the statements of the Oregon State University / English LanguageInstitute ( relating to Co-operative Agreement No. NEB-0080-A-00-5129-00 dated July 19,1985 with Agency For International Development, Sana'a., Y.A.R.) in accordance with
fh objectivCs ls enlIcscd covering the period July 19, 1985 upto June 30,1988.
 
Our examin;,tion was made in accordance with generally accepted auditing standards andthe US Comptroller General's "Standards for Audit Of Government Organisations, .Program, Activities, and functions" (1981 Revision) and accordingly included such tests
of the accounting reccyds and such other procedures as we considered necessary in the

circumstances.
 

OSU/ELI prepares its siatellents ol the basis of the above referred Co-operative agreementwith US Agency For Inlernational Development and the applicable US Government lawsand regulations. Accordingly their statements are not presented in conformity with generallyaccepted accounting principles. 

Contractor information contained in this report may be privil.ged . This report is intendedsolely for the use of the management of OSU/ELI and the US Agency For InternationalDevelopment and should not be used for any other purposes. 

In our opinion the statements of OSU/ELI relating to the Cooperative Agreement referredabove present fairly the expendilures of the project in accordance with the terms andconditions of the coolperative agicement with All) and the applicable US Government laws
and regulations. 

The auditors feel that any further detailed work shall be unnecessary as all material items ofexpenditure have been verified and all causes of diqallowance examined to their fullest 
extent.
 

M. Zohdi Mejanni
Associated Accountant 
November 22, 1988 



OREGON STATE UNIVERSITY/ ENGLISH LANGUAGE INSTITUTECOOI"I_,ERA'I Vi,AGREEMENT NO. NEB-0080-A-00-5129-00 

AUDIT OBJECTIVES AND SCOPE 

A. The objectives of the audit were as follows: 
1.To determine whether the financial statements and costs claimed by OSU/ELI under theco-operative agreement fairly present costs resulting from program implementation. 
2. To ensure propriety and reasonableness of costs incurred under the co-operative
agreement. 

3. To analyze the potential problems uncovered by the USAID / Yemen limited survey. 
4. To determine whether OSJ/ELI complied with the laws, regulations, and agreementprovisions which may have a material effect on the financial statements and costN claimed.5. To prepare aprofessional audit report analysing problem areas in need of improvement,make reconirnendations, and itemize costs recommended for acceptance, recommended fordisallowance, and recomricndcd for further negotiations ( questioned costs ). 

B. The audit field work was perforled atInstitute at Sana'a, Yemen and at 
the offices of Yemen American LanguageOregon State University ,Corvallis, Oregon from 31August 1988 to 22 November 1988. 
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LA 
OREGON STATE UN IVERSITY/ ENGLISI I LANGUAGE INSTITUTECOOPERATI VE AGREEIENT NO. NEB-0080-A-O0-5129-00 
STATENIENT OF AGENCY FOR INTERNATIONAL DEVELOPMENTREVENUE AND EXPENDITURE STATEMENT FOR THE PERIODJULY 19,1985 TIROUGH TO JUNE 30, 1988 

Revenues: 

Costs Reimbursemcnts Claimed From USAID 3,602,000 

Total 
3,602,000 

Costs Incurred: 
Salaries, wagcs and benefils 
Allowa nccs 1,766,697 

430,659Indirect coslsConsultancy services 687,642Travel and l nsporration 6,676 
Expendable equipment and materials 365,959 
Nonexpendlable equipment and material 76,925 
Operations expenses 159,854 

223,561 

Total Expenditures 
3,717,373 

Costs To Be Claimed From USAID 
115,373 
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L.1 

OREGON STATE UNIVI-RSITY/ ENGLISI I LANGUAGE INSTITUTE 
CO)"I-RATIV1 AGR lI.- ME NT NO. NEI3-0080-A-00-5129-00 

1-11/I. Summary Of Significant Accounting Policies 
The significant accounting policies followed in the preparation of the statement were as
follows. 

a) 'he satcieroos are prel-arcd tising tile historical cost convention. 

b) All foreign cuncncy expenditures are stated at the US dollar equivalent prevailing on thedate of the raymenlt.
 

c) No depreciation charge has been reflected on fhe enclosed 
statements as the expenditureson extendible equipment are chargeable to the project. 
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I-B/2. Qoeslioned Costs & J)isallowcd Costs 

1-13/2A. Costs Recommended for Disallowance 
As detailed below the auditors recommend for disallowance a total expenditure of $86,653.36 that have been charged to the program alongwith their effect on overhead.Thebasic reason for recommending the expenses for disallowance was that the recipient had notcomplied with USAII) p licies and directions in the commitment of these expenditures. 

SUMMARY
 
I-13/2A i. Ms. S. R. Allowances 
 $28,879.00 1-11/2A. 2 NIs. F. R. Allowances 4,484.441-13/2A.4 lerdiein during R&R Travel 66.001-13/2A.5 Travel Exienses enroute R&R Travel 188.70I-B/2A.6 Ilousing Allowances 15,581.00l1-B/2A.7 CO A Paid To Local Ilires 1,951.70I-B/2A.8 lank Charges 478.07I-13/2A.9 Entertainment Expenses 2,206.00S-13/2A. I01"ayroll Fxpenditure 72.85I-13/2A. 1I Security Deposit Expensed 200.001-B/2A. 12R&R and Travel Expenses 2,347.46I-B/2A. 13Allowances During Vacations 9,495.14
 

TOTAL RF.COMM1-NI)I-E 
 FOR )ISALLOWANCE $86,653.36!! 

1-13/2A 1. Ms. S. R. : Yemeni National hired locally on Expatriate Basis 
At the commencement of the program the recipient hired Ms. S. R., reportedly anational, (as stated by her on Yemenithe enclosed copy of application: appendix 1) as an instructoron expatriate basis. The nanagenic'lt provided her with all expatriate's allowances e.g.housing allowance, sunday pay allowance, post differential allowance which as perUSAII) policies are not admissable to locally hired nationals. The terms of the Co-operativeAgreement under which these paid allowances were claimed from USAID by OSU/ELIspecifically state that the allowances paid by the recipient should not exceed thoseadministered by USAID Sana'a. USAID Sana'a policies do not administer the disallowableallowances to their personnel. As per USAID Sana'a Contracting Office ( letter dated April11, 1987 to Director OSU/ELI Sana'a appendix 2) Ms. S. R.
a onshore should have been treated as
hire. On the basis of the above reasoning the auditors recommend fordisallowance the following allowinces in respect of Ms. S. R. charged to the CA: 

Ilousing Allowance $ 13,004Sunday Pay Allowance $ 2,521Post Differential Allowance $ 12,602Cost Of Living Adjustment $ 752 
Recommended For Disallowance $ 28,879 

1/ IG NOTE: Schedule does 
 not include Finding I-B/2A,2
disallowances of 
$20,703. 
 Total of $86,653.36 
is correct.
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OSU/ELI Response 

OSU/ELJ agreed with the auditor's findings; however they did not agree with the amountas reflected in the audit reporl becausc the auditor failed (o take into considcration tierctroactivc payroll adjustiient of$ !,55 .50 as approved by USAII). 

Auditor's Clarification 

OSU/ELI has not provided any further evidenceretroactive salary increases 
to support their contention that thewas to be set off against the disallowed portion of the housingallowance. In fact, in the case of Ms. S.R. housing allowance was not permissible and nofurther evidence has been provided to support the view that a part of the non permissiblehousing allowance was to be adjusted against a retroactive salary inc!ease. 

I-B/2A. 2 Ms. F. R. :T. C. N. Locally Ilired On Expatriate Basis
 
During February 1986 Ms. F. R. 
was hired as ,n instructor and the following allowancesin her respect were charged to the CA. The terms of the Co-operative Agreement underwhich these paid allowances were claimed from USAID by OSU/ELI specifically state thatthe allowances paid by the recipient should riot exceed those administered by USAIDSana'a. USAfI) Saria'a policies do not administer Ihese disallowable allowancesonshore hire personnel. to theirAs per USAII) Sana'a Contracting Office ( letter to DirectorOSI /EI-I Sana'a appendix 3) tlhcse allowances should not be paid to Ms. F. R.basis that they were determined . On tileby the USAID Sana'a Contracting Officer to be notadmissable the auditors recomnlend for disallowance the following allowances in respect ofMs. F. R. charged to tile CA by OSU/ ELI. 

Post )ifferenlial Allowance $15,491Sunday Pay Allowance $ 3,097Cost of IJving Adjustment $ 2,115 

Recommended Fnr I)isallowance $20,703 

OSU/EL1 resftnse 

OSU/ElI. agreed with the disallowance of $ 20,703. 

I-B/2A.3 Ms. R. K.: American lired Locally 
At the commencement of the project Ms. R. K. , an American,Administrative Assistant. Ms. R. K. was considered a classified employee of OSU/ELI andwas paid overtime for working on sundays at 1.5 times her normal salary. As sunday falls 

was hired locally as a 

within the normal work week for local hire employees she should not have been paid anyextra for working ofl Sundays. She had been paid $3,670.48 during the period October 1,1985 to April 1987 of her employment with OSU/EL.adjustment which She was also paid cost of livingas per USAII) policies was not admissable to locally hired staff. Theauditors recommend for disallowance the total amount of COLA paid to her and alsorecommend for disallowance the overtime paid to her for working sundays. 

COLA $ 813.96 
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Sundays Overtime $3,670.48 

Recommended For Disallowance $4,484.44 

OSU/ELI resonse 

OSU/ELI agreed with tie disallowance of $ 4,484.44 

1-B/2A.4 Perdicm during R&R Travel :Vr. No. 14-1) June 1986 

D. V. was paid $ 66 vide above referred being tedicii expenses enroute to R&R vacation.As USAID rules do not perilit tle payment of perdicmn during R&R the auditorsrecommend the $ 66 for disallowance from expenditures claimed under the CA. 

Recommended for disallowance $ 66.00 

OSU/ELI res!inse 

OSU/ELI agreed with the disallowance. 

1-13/2A.5 Travel Expenses enroute R&R Travel :Vr. No. 22 June 1986 
D. M. was reimbursed for travel expenses totalling $188.70 vide above rL'f'rred voucherbeing travel expenses enroule to R&R vacation. As USAID rules do not permit payment ofany expenses duting R&R the auditors recommend for disallowance the $188.70 fromexpenditures claimed under (lie CA. 

Recommended for disallowance $ 188.70 

.Q,/ELI resxonse 

OSU/ELI agreed with the disallowance. 

I-B/2A.6 1lousing Allowances 

At the commencement of the CA in July 1985 OSU/ELI paid its expatriate staff a fixedmonthly allowance of $ 1,850 per month. For the period August 1985 to December 1985OSU/ELI paid a sum of $ 63,350 for 34 personmonths as housing zllowance including$5,550 to Mz. S.R. which amount has been recommended for disallowance in I­B/2A.labove. The amount was not substantiat-d with any rent receipts or any otherevidence of the employees having ineurTed the expenditure. The issue was discussed atlength between the OSU/ELI and USAID Sana'a mission and it was resolved that USAIDshall accept an amount of $1,156 per personmonth to be applied towards the totaldisbursed as above of $ 57,800. In summary USAID Sana'a agreed to accept a total of$35,836 (31 times $1,156.) Upon evidence of an amount of $ 6383 having been refundedto USAID the auditors recommend for disallowance the charge of the difference of $15,581 as a cost to the CA. 

Recommended for disallowance $ 15,581. 
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OSU/ELI resnnse 

In 1987, USAID objected to the payment of a set housing allowance without receipts.
Although they believed that they had verbal approvals from USAID officials, they agreed
not to press the issue if they could apply the retroactive pay increase approved by USAIDto the retroactive housing disallowances. They have computed that if the two issues were
linked together then the Co-operative Agreement owes OSU/ELI $523. 

Auditors clarification 

Upon review of the documentation especially the telex of April 21, 1987 of Peter Shirk,ACO USAID to Bruce Sorte, OSU/ELI we are not convinced if the spirit of the approval of
the retroactive salary increases was io approve the set off against the disallowed part of the excess housing allowance that had been paid by OSU/ELI. Article 2.0 of the above referred
telex stated that it was not to be viewed as a quid pro quid involving OSU/ELI acceptance
of the housing allowance determination. In addition article 2.2 of the same telex also stated
in the last sentence that the revision of tile salaries and housing allowance determination 
were technically separate issue. 

1-B/2A.7 Cost Of Living Adjustment Paid To Local Hires 

During our examination we observed that the project had hired staff in Yemen and had been
paying then COLA allowance as if they were expatriate staff. During the period from the
inception of the pro*ject through to June 30,1988 tlhe CA had been charged COLA in respect
of the following which amounlt lie auditors recommend for disallowance: 

A. R. A. Allowance $ 978.81 
S. A. Allowance 575.37 
A. 11. Allowance 397.52 

Recommended for disallowance $1,951.70 

OSU/EI.I resonse 

OSU/I-LI agreed with the disallowance. 

1-B/2A.8 Bank Charges 

During the period of inception of the CA through to Junc 30,1988 OSU/ELI incurred
certain bank charges for overdraft on their accounts in Yemen. As OSU/ELI have claimed
these expenses from the CA and as there was no specific coaotracting officer approval the
auditors recommend for disallowance the bank charges totalling $478.07 as chargeable to 
tile CA. 

Recommended for disallowance $ 478.07 

OSU/ELI restnsc 

OSU/ELI agreed with the disallowance. 
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I -B/2A.9 Entertainment Expenses 

During the period from the inception of the CA through June 30, 1988 OSU/ELI included a 
total expenditure of $2,206 which constituted entertainment expenditures on the occasion of
visits by OSU/EII Corvallis staff to Yemen, and of the expenditures incurred for lunch
during George Bush's visit to Yemen. As OSU/ELI has claimed these expenses from the 
CA and as there is no specific contracting officer approval the auditors recommend that this 
amount be disallowed. 

Recommended for disallowance $ 2,206. 

OSU/ElI respcnse 

OSU/ELI contented that the costs recommended for disallowance should be provided under 
the CA. 

Auditor, e larification
 

Entertainment expenses were not allowable as per the terms of the CA.
 

I-B/2A. 10 Payroll Expenditure 

During our examination we observed that a payroll expenditure of $ 72.85 was credited to 
the E!LI accounts but that the corresponding credit has not been passed on to the CA. We 
recommend this amount for disallowance. 

Recomnendcd for disallowance $ 72.85 

OSU/IL respj _nsg¢ 

Due to the size of the item they shall not contest it. 

I-13/2A. II Security Deposits Expensed 

During the period from inception of the CA through June 30, 1988 OSU/ELI paid $200
security deposit which has been expensed to the CA. As the amount is receivable back by
OSU/ELI we recommend that this cost is disallowed. 

Recommended for disallowance $200. 

QSU/ElI, response 

OSU/ELI agreed to the disallowance. 

I-B/2A. 12 R&R and Travel Expenses 
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During the period from the inception of the, CA through to June 30, 1988 OSU/ELI paid for
R&R travel expenses of its employees upto a R&R point other than London or New York( being the first entry point in U.S.A.). The auditors listed an amount of $ 6,737.75 whichwas the excess of the fare paid by OSU/ELI overdestination. At the exit conference 

the applicable fare upto the approvedthe auditee produced evidence that $4390,29 of thisamount had been paid by EILI/OSU. The auditors recommend the balance of$ 2,347.46 fordisallowance. 

Recommended for disallowance $ 2,347.46 

Q~tj/ELiresponse 

OSU/EI.I agreed to tile disallowance. 

I-B/2A. 13 Allowances I),:ring Period Away From Post 
From the inception of tle program to October 1987 OSU/ELI did not fmintain proper timerecords for its faculty staff. The auditors were unable to verify that any reliable systemexisted to stop the payment of post allowances to the staff for the period that they may havebeen away from their duty stalions. The auditors have assumed that the employees whotravelled to U.S.A. during the period from inception to October 1987 availed tile leave that
they were entitled to and have computed an anount of allowances that may have been paid
to them in the period as shown in Appendix 4. The auditors recommend for disallowance
the amount of 9,495.14 charged to the CA,which, had a reliable system existed should
have been deducted from the salaries of the employees.
 

Recommenided for disallowance $ 9,495. 14 

OQSU/ELIrsl~nse 

OSU/EI.I agreed to tile disallowance. 
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1-B/213. Questioned Costs 

The auditors question $ 39,556.04 of expenses that have been charged to the program. The
main reasons for questioning the costs were as follows : 

a.) The expenditures were incurred without adequate and complete supporting
evidences. 

b.) The nature of expenditure warranted USAID Contracting Officer approval toenable it to be chargeable to the program. 

The costs questioned are as follows 

1-13/213.1 Inadequate Supports 342.39
1-13/213.2 Misclassified Expenditure 35,226.22
1-13/213.3 Payment in Lieu of Strike Litigation 99.43 
1-13/213.4 Executive Department Charges 3,888.00 

TOTAL QUESTIONEI) COSTS $39,556.04 

1-B/213. 1 Inadequate Supports 

During the period from the inception of the CA through to June 30, 1988 OSU/ELIincurred a total expenditure of $ 342.39 which was not supported with adequate supportingevidence. the auditors question the propriety of charging the costs of $ 342.39 to the CAand recommend that the contracting officer review the explanation from OSU/ELI staffregarding the amounts in the light of the nature of these expenditures. 

OSU/-LI response 

OSU/ELI objected to the disallowance of $ 342.39 as in their contention they contain items 
that were prepaid at the time of order and as a result did not have a vendor invoice. 

Auitor's clarificaton 

The listing of the amount of $342.39 was provided at the time of the exit conference
alongwith the draft report. The amount includes $ 43.78 for an electricity bill and $ 121.21for purchase of parts for a photocopier. In the light of the nature of expenditure OSU/ELIwas required to maintain adequate supporting evidence for the costs. 

1-13/211.2 Misclassiticd Expenlitures 

During our examination we observed that some expenditures were misclassified and thusreported in the incorrect cost category. The auditors question the propriety of claiming costsin a category other than the category the cost relates to totalling$ 35,226.22. We 
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recommend that the contracting officer accepts these expenditures upon their adjustment to
 
the proper expense classificationis.
 

OSU/ELI response
 

OSU/ELI agrecd with the audifors and shall reclassify tile expenses.
 

1-13/213.3 Payment in Licu of Strike Litigation
 
During our examination we observed payments totaling $99.43 vide voucher no. Y870430
of $65.77 and $33.66 to classified employees which were
strike litigation. narrated as payments in lieu ofWe recommend that the contracting officer reviews the documentationsupplied by the OSU/ELI staff to determine the resolution of these items. 

QSU/E-jI rcoSjL0m
 
OSJ/EIRI contented that it 
was a valid expenditure that was directly assigned to theemployees' pay accounis. 

Auditor'sclaificaton 
OSU/ELI should provide details of the settlement with the Oregon Public Employees Unionand the nature of the amount of tie $ 70 payment to each employee. Also additionallyOSU/ELI should provide evidence from OSU's cognizant agency the Department of Healthand Ituman Services to the effect that the amount was 
not to be iticluded as an 
 indirectcharge. 

1-13/213.4 Executive Department Charges
 
During our exanlinlatio- we 
 noted a total fee of $3,888 paidcharged to "executive depart menit chargeF". to the state of Oregon and
We recommend that the contracting officer
reviews the documentation supplied by t!.c OSU/ELI staff to determine the resolution ofthese charges. 

O.SU/El1resonse 
OSU/EII contented that the method of passing the executive department charges to users 
was in accordance with generally accepted accounting and cost principles and should be anallowable cost of the YALI CA. 

Auditor'sclarification 
OSU/ELI should provide evidence from OSU's cognizant agency the Department of

Health and lHuman Services to tile effect that the amount was not to be included asindirect charge and also tile purpose of the charges. an 
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I-B1/3 Salaries, Wages, and benefit
 

The expenditures in the category salaries, wages and benefits were tested as follows
 
- ExaImincd the general ledger to determine the names of the employees who had their
payroll costs charged to the CA.
 

- Tested the payroll for I month for all employees.
 

- Agreed salary and other benefits to the employees personnel files and hours worked to
thei:" time sheets, wherever available.
 

-Ensure 
 that the salary scales of he employees are as per the approvals obtained from
USAID. 

- Ensure that no employee earns a salary greater than FSN 1. 

- Based on the review report costs for questioning and recommended for disallowance. 

1-13/4 Allowances 

The allowances charged to the CA were tested as follows
 

- Ensure that the employeces allowances are as per approvals of USAID and are not in any
manner greater than those paid by USAID Sana'a.

-Reviewed payroll taxes, retirement benefits and medical and dental expenses for 3 months
 

for reasonableness.
 

- Checked ihe correct charging of ihe allowances to the general ledger.
 

- Prepare a list of items recommended for disallowance or questioned costs.
 

1-13/5 Indirect Costs
 

The expenditure in the category of indirect costs was tested as follows
 

- Determine whether the classifications were accurate.
 

- Agree quarterly totals of the expenditure to the general ledger.
 

-
Checked the overhead calculation using the specified rate.
 

1-13/6. Travel & lransportal ion
 

The travel and transportation expenses were tested as follows
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- List the travel and transportation expenses charged to tie CA. 

- Tested for authorisation from USAID of the travel for the emp!"',yees. 

- In respect of R&R travel ensured that the allowable expense was only for 
San a'a/London/Sana'a or Sana'a/NewYork/Sana'a. 

- Ensure that no perdiem expenses are payable for enroute to R&R travel.
 

- Ensure that for travel on official business that tile policies of USAID
 
are applied.
 

- Agree total amount of expenditure to the general ledger.
 

- Prepare a list of costs recommended for disallowance and a list for questioned costs.
 

11-1/7 Expendable equipment and materials 

The expendable equipment and materials were tested as follows 

- Tested the amorilits charged to the general ledger with the supporting evidence.
 

-Test checked the items to shipping bills, receipt notes and invoices of the suppliers.
 

- Ensure that no large sum items are classified as expendable equipment and materials.
 

1-13/8 Nonexpendable equipment and materials
 

The nonexpendable equipment and materials were tested as follows
 

- Tested the amounts charged to the ledger with the supporting evidence.
 

- Conducted aphysical inventory of the nonexpendable equipment.
 

I-B/9 Operational Expenses
 

The expenditures charged as operational expenses were tested as follows
 

- A list of 96 items was selected from the general ledger.
 

- The selected items were tested for compliance as per the system.
 

- The selected items were also checked for compliance with USAID rules and regulations
 
and the terms of the CA.
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1-B/1O General Ledger 

The general ledger was checked as follows 
- All items examined during the testwork described above were agreed to the gcneralledger. 

- The totals of the general ledger were checked on a test basis. 
- The totals of the general ledger were tied to the monthly expenditure reconciliations.
 
- A spreadsheet was prepared from the monthly expenditure reconciliations.
 
- The amounts on the spreadsheet were agreed to the quarterly Fiscal Report submitted io

USAID.
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OREGON STATE UNIVERSITY/ ENGLISH LANGUAGE INSTITUTECOOPERATIVE AGREiEMENT NO. NEB-0080-A-00-5129-00 

Report On Internal Accounting Control 

We have examined tile Statement Of Oregon State University / English Language Institutein respect of Cooperative Agreement No. NEP,-0080-A-O0-5129.00 (CA)for the periodJuly 19,1985 through to June 30, 1988 and i';sucd our report dated November 22, 1988.As part of our examination we made a study and evaluation of the program's system ofinternal accounting controls to the extent we considered necessary to evaluate the system asrequired by generally accepted auditing standards and the standards contained in the U.S.General Accounting Office's Standards for Audit of Governmental Organisations,Programs, Activities and Functions (1981 Revised). 
For the purpose of this report, we have classified the significant internal accountingcontrols used in administering the CA in the following categories: 

1. Purchases and disbursements. 
2. Payroll.
3. Cost reirnlbrscewrilts reci, ed. 

Our study included all of the control categories listed above except that we did not notevaluate the accounting co,
examination could be perfoi 

rols over cost reimbursements received because we believed the'med more efficiently by expanding substantive testing rather
than placi-ig reliance on internal accounting controls.
 
The purpose of our study and evaluation was to determine the nature, timing, and extent ofthe auditing procedures necessary for expressing an opinion on the program's Statement ofExpenditures. Our examination was more limited than would be necessary to express anopinion on the internal accounting control taken as awhole or on any of the categories of
controls identified above.
 
The management of OSU/ELI is responsible for establishing and maintaining asystem of
internal accounting control. In fulfilling this responsibility estimates and judgements by
management are required to assess the expected benefits and related costs of controlprocedures. The objectives of asystem are to provide management with reasonable, but notabsolute, assurance that assets are safeguarded against loss from unauthorised use ofdisposition, and that transactions are executed in accordance with management'sauthorisation and recorded properly to permit the preparation of financial statements inaccordance with generally accepted accounting principles. 

Because of inherent limitations in any system of internal accounting control, errors orirregularities may nevertheless occur and not be detected. Also, projecticn of any evaluationof the system to future periods issubject to the risk that procedures may become inadequate 
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because of changes in conditions or that the degree of compliance with the procedures maydeteriorate. 

Our study and evaluation, made for the limited purpose described in the first paragraph,would not necessarily disclose all material weaknesses in the system. Accordingly we donot express an opinion on the system of internal accounting control of the program taken asawhole or any of the calegories of controls identified in the first paragraph. However, ourstudy and evaluation disclosed no condition that we believed to be amaterial weakness. 
Contractor information contained in this report may be privilged. This report is intendedsolely for the managrnent of OSU/ELI and the US Agency For International Developmentand should not be used for any other purposes. 

M. 7xohdi Mejanni 
Associafed Accountant 
November 22, 1988 
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2-A AUDIT FINDINGS ON INTERNAL ACCOUNTING CONTROL 

I. MICROFICI IE OF ORIGINAl. RECORDS. 

During our examination we observed that OSU/ELI were not maintaining orginal records
for ule specified period. Although we have been able to undertake our tests on the
microfiche copies wc recommend that to comply with the procedures of the Cooperative
Agreement OSU/ELI should maintain the original supporting documents or should obtain 
USAID approval for acceptance of microfiche copies. The management of OSU/ELI haveagreed and are in the process of obtaining specific approval from the Area ContractingOfficer to maintain microfiche copies in substitute of their original accounting records. 

2. PAYMENT TO YEMENI VENI)ORS IN US DOLLARS 

During our examination we observed a few instances where OSU/ELI was paying their 
suppliers in Yemen in US dollars while tile invoices were submitted in the local curre.cy. 
The auditors recommend that to comply with host government directions OSU/ELI should
make payments in Yemeni Rials to their suppliers. The management stated that they were 
not aware of any sut h directions and shall comply with any directions of tile host 
government or USA ID treasury department. 

3. RI) ASSETS COMPANY - PURCHASE OF FURNITURE. 

During our examination we observed that OSU/ELI purchased some furntiure from RD
Assets Co.. 'e normal competitive bidding procedures were not followed in the matter.
The contention of tile management that there were no other suppliers of the specialised wasnot documented on the bid appraisal document. The auditors recommend that OSU/ELI
should comply with the compelilive bidding procedures wherever x-ssible. 

4. AUTI IORISATION OF CERTAIN PAYMENT VOUCI IERS 

During our examination we observed that in some instances OSU/ELI had not followed a
procedure for authorisation of the payment vouchers. Taking into consideration the fewernumber of adminstrative staff at OSII/-IJ Yemen the auditors recommend that aprocedure
be formulated for approval of all payment vouchers prior to their recording in the system on 
aregular basis. 
The management of OSU/EI.I staled that presently all vouchers are being processed for 
payment only after the Director of Courses' specific approval. 

5. SEGREGATION OF )UTIES. 

During our examination we observed instances where the persons receiving the supplies
was checking the invoices of the suppliers and later also responsible for the payment of
those invoices. We recommend that OSU/ELI within the limitations of the present staff
instute asystem to ensure that all items paid for are actually received. The management
confirms that now all invoices are paid only after the Director of Courses' approval. 
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OREGON STATE UNIVERSITY/ ENGLISH LANGUAGE INSTITUTE 
COOPERATIVE AGREEM ENT NO. N EB-0080-A-00-5129-00 

Report oil Compliance with Laws, Regulations and Programs 

We have examined lie statement of program of USAID/ ELI Cooperative Agreement No. 
NEII-0080-A-0O-5129-00 for the period from July 19,1985 thhrough to June 30, 1988 and 
have issued our report thereon dated November 22, 1988. Our examination was made in 
accordance with generally accepted auditing standards, the provisions of Standards for 
Audit Of Governmental Organisations, Programs, Activities and Functions (1981 revision) 
promulgated by the U.S. Comptroller General , as they pertain to financial and compliance 
auidts ; and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. The management of 
OSU/ELI is responsible for the program's compliance with laws, regulationss, and ternis 
and conditions of the Cooperative Agreement. 

In connection with our examination we found that for the items tested which are identified 
in Schedule of this report the program complied with laws , regulations, and the terms and 
conditions of the Cooperative Agreement. 

Contractor information contained in this report may be priviliged. This report is solely for 
the use of the management of OS U/ELI and the US Agency For International Development 
and should not be used for any otrher purpose. 

Further, with respect to items not tested by us, nothing came to our attention to indicate that 
the program had not complied with laws, regulations, and the terms and conditions of the 
Cooperative Agreement. However, it 'hould be noted that our examination was not directed 
primarily toward obtaining knowledge of noncompliance with such requirements, terms 
and conditions. 

M. Mhdi Mejanni 
Associated Accountant 
November 22, 1988 
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APPENDix _)-

UNITED STATES GOVERNMENT
 

" Arlmemorandum
 
REPLY TC
 
ATTNOP ACO.PWShirk
 

SUBJECTi Ms. Suad Raja, Determination of Employment Status.
REF: a) Drobnic/Shirk Memo dtd 
4-2-87; b) Cooperative Agreement
 
(CA) No. NEB-0080-A-00-5129-00
 

TOs Karl Drobnic, YALe[
 

In response 
to your request (Ref a) for a determination of
 
Suad Raja's status I assume you are referring to the

allowances and benefits 
to which she is entitled under the
 
CA. I understand that the Ms. 
Raja is a Yemeni citizen
 
and that she was hired while residing in Yemen. As a full
 
time employee she would be entitled to a basic
 
compensation package including salary, sick leave, annual
 
leave, EID bonus, and official local holidays.
 

Any agreements either previous 
or current which provided a
 
housing allowance for anyone hired locally and
 
particularily a cooperating country national are 
in
 
conflict with the Standardized Regulations, A.I.D. policy

regarding housing allowances, and prudent business
 
practices. The fact that Ms. Raja was 
incorrectly

provided a housing allowance under a previous agreement

(which incidently 
was fraught with errora and problems) is
 
insufficient justification for r.ontinuing the allowance
 
under the 
referenced CA without proper authorization.
 

cc: K. Schwartz, ETIR
 
B. Sorte
 

Buy U.S.Savings Bonds Regularly on the Payroll Savings Plan 
 OPTIONAL PORM NO.10 

(REV. 7-78) 
GSqA IPMR 41icrRql ltot I 

9010-11t 
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APPENDIX 4 

May-86 Mo./ Sal Base P.D. [',(;, Sunday, P D . to adjustSundays Faj 
Drobnic $4,309.50 $3,315.00 $828.75 $165.7 $828.75 $165.7 
Marino $3,483.33 $2,679.48 $669.87 $133.97 $669.87 $133.97 
Healey $2,916.58 $2,243.52 $560.88 $112.18 $560.88 $112.18 
Palmer $2,916.61 $2,243.55 $560.89 $112.18 $560.89 $112.18 
Crowell $2,916.61 $2,243.55 $560.89 $112.18 $560.89 $112.18 
Van Hammen $2,916.61 $2,243.55 $560.89 $112.18 $560.89 $112.18 
Boxberger $2,917.23 $2,244.02 $561.01 $112.20 $561.01 $112.20 

Jan./87 

Drobnic $4,439.00 $3,414.62 $853.65 $170.73 $281.71 $42.68 

May-87 
Drobnic $4,438.78 $3,414.45 $853.61 $170.72 $853.61 $170.72 
Marino $3,588.00 $2,760.00 $690.00 $138.00 $345.00 $69.00 
Healey $3,064.08 $2,356.98 $589.25 $117.85 $194.45 $294.62 
Palmer $3,004.00 $2,310.77 $577.69 $115.54 $577.69 $115.54 
Boxberger $3,003.59 $2,310.45 $577.61 $115.52 $577.61 $115.52 
Winters $3,003.75 $2,310.58 $577.64 $115.53 $577.64 $115.53 

$7,710.89 $1,784.25 

GrandTotal $9,495.14 
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Busiress AffairsO~fi U t ,teesity P .O. 108. O Ie~on 
Office y CorvaeI, OR 97339-1080 

January 5, 1989 

Mr. Hmi Jamdhad, Controller
 
PI Bc 1139
 
Sanaa Yeren Arab Republic

(Telefax: 251578) 

Dear Iki!: 

Thank you for the chance to respond so quickly to the YALI audit. We
 
appreciate the quick tun around of this audit.
 

I want to omplement the auditors that wor)ed both here and in Sana'a 
ontheir perfoance of the YALI audit. I know that it ws not the easiest 
one to put together because of the two different locations. 

As you know from the exit conference, we agree with mst of the auditors'findings. Hot.ever, there arm a couple of fidings that we are unable toaccept in any instance because of their affect on Higher Education ard theState of Oregon. The firdings dealing with housing wou.ld be acceptable
only if all of the facts are considered and if USAID were to live up totheir prior agreement. The remaining ites are differences in opinion asto the correct application of the COcPerati'V Aqrert or lack of
informaton on our part. 

If I can furnish you with additional information that may clear sa e of 
the points raised in the response, please let me know. 

Sincerely, 

Thomas W. Pederson 

Cj
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PINXNI=AND C )/MIT URoMPLTQ 

11C AMFMCIANX% INUT1TOTM 

U.S.L.I.D. - O1/ZLI 

I-B/2. Questiozd omiutA &rd mai1 Wets
 

COstsrcni _for Disallw.-,. 

l-B/2A I. - Ms. S.R.: Yemen national hired locally on Epatriate Basis 
This person hired anwas as irst.or and accordingly paid the sa'rebenefits as other instn4-tors. These benefits included Housing Alloance,Sunday Pay Allowance, Post Differential, and Cost of Living Allowance. 
We agree with the auditor's finding; however, we do not agree with theamount as reflected in the Audit Report because the auditor failed to takeinto oonsideration the retroactive payroll adjustent of $1,558.50 asapproved by USAID/Yeen. In lieu of OSU issuing a payroll check for theretroactive pay, OSU requested and received approval from USAID/Yemen totransfer the amount represented by the retroactive pay increase from the"Allowance" line of the expenditure report to the "Payroll" line. The netaffect of t his was to shortcut the issuanc of a paycheck to the employeeand having the rlcyee write OSU a personal check for the same anirnt .The auditor was provided copies of corrsporerce to and from USAID/Yennrequesting approval and receiving it for this action. The auditor wasprovided copies of the d zrent reflecting the transfer in the YALICooperative Agrant General Ledkg. 

The reason for this adjust-ent is discussed in the auditor's finding 1-BZA.6 Housing .llowwao. 

EmI and OSU will accept the disallowance of $28,879 reduced by the $1,559
that was treated as retrnactive pay as explained above. This leaves abalance due on this finding of $27,320. 

We are surprised and perplexed as to why the auditors failed to onsider
evidential mtter presented by CSU during the onduct of the audit.
 

I-B/2A.2 Ms. F.R.: T.C.11. Locally Hirod On Expatriate Basis 

We agree with this disallowance of $20,703.00. Ms. F.R. was hired as aninstnctor and was being paid on a basis owparable with other
 
instXuCtors.
 

W-B/ A3 Ms. R..: American Hired Ic8y. 
WL*agree with this disalloiwance of $4,484.44. 

http:4,484.44
http:20,703.00
http:1,558.50
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YAUDIT ESMSE
 

1-B/2A.4 Per-diem &ring R&R Travel: Yr. No. 22 JUne 1986 

We agre with this disallwance of $66.00. 

I-B/2A. 5 Travel Expens enre R&R Travel: VR. No. 22 JUnu 1986 

We agree with this disalowance of $188.70. 

In 1987, USAID objected to the paymnnt of set housing alloane without
receipts. Although we believed that we had verbal approvals tram USAID
officials, we agreed not to prew the issue if we could apply the
retroactive pay increases approved by UAID/Yemsn to the retroactive
disalloancs. CSU telexed USID/Yemsn' s Cntract Officer for approval
and received it. Instead of YALI/oSj issuin retroctive payroll checks
and then having the eaPlOyees issue checks to YALI/CSU for a like amount,
YALI/GJ, with USAID/Yeme-' s approval, transferre the approved amount 
fran the allowance section of the Cooperative Agroemnt Experditure Report
to the payroll section. The remaining balance of the disallo;d housing
ad lawar De was then repaid to the Cooperative Agreement. 

As can be seen by the 'ruta ti'n below, YAL/OSU repaid $523 too much to
USAID. We provided all of the doc=mentatic4I to the auditors, and we are 
surprised that our evidential doomentatin was ignored. 

The following reflects the auditor's frindings and the actual facts. 

Total hcusing alloWan,:e paid
Less amt. transferred to 1-B/A 

Balance 
1 
$ 63,350 

(5.550) 
57,800 

$ 63,350 
(5,550 
57,800 

e-Gs h ing agr 
Balanoe 

to ( 
21,964 

(35,836 
21,964 

mouwmKunt transfe.rred to 
payroll st catogory 
(31 person Mrths @$519.50)

T amount refund to USAID 
Balis du USAID 

(6.3B3)
$ 15,581 

(16,104) 

Balance due SU $ (523) 

Basd on the auditors,' am== and our Methcd of retroactively paying th.
c1ployes involvnd in the housing allomincs Issue, we =t" that the 
Ooprative AqremniMt ow3 OSU $523 frtn this finding. 
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YAL A=RDIT
 

I-B/2A.7 Cst of living adjustmnt Paid to Lal Hires 

We agree to this disallownc of $1,951.70. 

1-B/ZA.8 Bank Cares 

We agree to this disallowance of $478.07. 

l-B/2A.9 E tirm-mt Expnes 

The auditor reccrrands the disallowance of "..... $2,206 of osts which 
constit ted entertai-ent expenditures on the occasion of visits by
OSU/E= Corvallis staff to Yemen, and of the expenditures inxurred for 
lunch daring George Bush's visit to Yemen." We are only able to arrive 
at $746 of expenses associated with these two events. It may be that the 
auditor forgot to cm mnt on the costs associated with a professional
confere n anxists with interaction with YALT st dnts,d associated 

Yemeni people, USAID officials, and school award functions.
 

We do not agree with the disallowance of costs applicable to the visits 
of the Vice-President of the United States, the President of Oregon State 
Universit., and the Head of the English Language Institute. We believe 
that these oo6ts are beneficial to the well-being of the YAM program and 
foters a greater unity berien the two people. 

We also believe that reasonable interaction betwen the Yemeni people and
the YALI persoa.nul leads toward a better workLq and teaching environment 
that enhan the YAM1 program. 

The YALI program erployees participated and incurred expenses applicable
to a professional oonferce (EMT Conference). The other Federal Agencies
that participated in this confer nce also oontributed toward the cost. 
We contend that these costs were necessary for the maintenance of the YALI 
protram. 

We contend that the costs associated with the above activities shoud be 
provided for under the YALI Cooperative Agreerent. Since YALI has been 
excluded from FAR reqifrents by the Cooerative Areeent, and since we 
believe that we have provided adegiato justification for these 
xpenditarms, we believe that they afrd be allowd as ordinary and 

neoesary expenditures applicable to the Coerative Agreement. 

l-B/2A.l0 Payroll Expenditures 

The auditor r---l,,-d3 the disallowr of a $72.85 "payroll expenditure".
he fact is that the $72.85 is an "other payroll expenditr" (OPE) that 

should have tagged on to the transfer of a payroll it n. Ve payroll 

http:l-B/2A.l0
http:1,951.70
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YALI AUDIT ROE 

1-B/2A. 10 Payroll Eqxprit s (ot) 

system is sich that OPE automatically follows the payroll entry. Hmeve,
due to the size of the it=, we will not attempt to prove that it did 
follow the payroll nor will we ctest it. This ab&exme of protest does 
not constitute au, accevtanm. 

I-B/2A.l1 Security Deposit Exensod 

We agree that the $200.00 deposit an the YALT/Yemen telephone was 
expensed. We woild have redeposited the amount to the YALI acount when 
it is returned. This dinallowanoe will cause OSU to deposit the $200 
deposit into their own acount when refurdsd. 

1-B/2A. 12 R&R And Travel ExunsAs 

We agree that this amount should not have been paid by the Cooperative
Agre it, and accept the disallowance of $2,347.46. 

1-B/2A.13 Allowances Daring Period Away Ftn post 

We agree with this disallowanc of $9,495.14. 

Que-tioned Costs
 

l-B/2B.1 Iradequate Suports 

We object to the disallurance of $342.39 of expenditures because of 
inadequate support. We do not have the identification of items disallmd 
but understand that they contain items that were prepaid at the tine of 
order and as a result did not have a vendor invoice. We defy arri agency
to obtain documents fram the Library of Congress without sending the ce&,
with the purchase order. we ontand that the fact that a pzxrtae order 
was issued; the mexthandise was received; the check was payable to te 
vendor; and the vendor norally reuire payment in advance provides
adequate documntation to azpmot srh payment-. 

We believe that a prudent auditor would accet such information as a 
prer! -ance of evid that a valid transaction o. 

1-0/2B.2 isclassified penlitures 

We agree that we will rec asifly $35,226.22 of expenses to fit USAID's 
req.iiirrents. 

http:35,226.22
http:9,495.14
http:1-B/2A.13
http:2,347.46
http:I-B/2A.l1
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YALI AUDIT JUMUE
 

1-B/2B.3 Paymw* in Lieu of Strike Litigation 

During the year m d June 30, 1987, OSU classified employees' union 
contract was negotiated by the State of Oregon and the Oegon Public 
D loyees Union (OLJ). As a result of this negtiatic, each mwber of
the OFP0 received a $70 payment. This paymant was a negotiated item, and 
the expediture was darged to the acunt frm which the errpoyee was
paid. If the employee was paid fran more than wne acount, the $70 was 
apportioned between them. 

We are at a Ions as to why the auditors questiood this $99.43 item of 
cost since it was a valid expenditure that was directly assigned to the 
employees' pay accounts. 

1-B/2B. 4 Executive Department Charges 

The Executive Department of the State of Oregon passes their operating
costs to the State Agencies of which the Oregon State System of Higher
Education (OSSHE) is cne. This method of funding is authorized by o(egon
Revised Statue (ORS) 291.274 and ORS 291.276 and has been approved by
CSJ's cxionizant Federal Agency, the Department of Health and Human 
Services.
 

Tese costs are distributed to all of the benefiting General Ledger
Accounts at the Colleges and Universities by the Controller's Office of
COSHE. The distribution of applicable to the YALI Cooperative Agreezent 
as processed by the Controller's Office in the current Fiscal Year ending
June 30, 1989 is $7 per month per FTE (ffil Tim Equivalent employee).
The Colleges and Universities do not have an option as to the anount nor 
the method of distribution of the executive department charge. Any over 
or under distribution is adjusted against the amunt determned for the
Gubcxunt year by the State of Ora Ecutive Department. 

We ontend that the $3,888.00 of Executive Deartznt charges and the
method of passing it to users are in acordance with generally accepted
ac==anting and cost principles dnd should be an allowable oc-t of the YALI 
Coorative Agreement. The auditor has not provided a reason for 
quetioning these dzaxes. 

http:3,888.00
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REPORT DISTRIBUTION
 

American Ambassador to Yemen 1 
Director USAID/Yemen 5 
AA/ANE 1 
Country Desk ANE/MENA 1 
ANE/DP/CONT 1 
AA/XA 2 
XA/PR 1 
LEG 1 
GC 1 
AA/M 2 
AA/PFM 1 
SAA/S&T 1 
PPC/CDIE 3 
RFMC/Nai robi 1 
IG 1 
DIG 1 
IG/PPO 2 
IG/LC 1 
IG/ADM/C&R 12 
AIG/I 1 
RIG/I/N 1 
IG/PSA 1 
RIG/A/C 1 
RIG/A/D 1 
RIG/A/M 1 
RIG/A/S 1 
RIG/A/T 1 
RIG/A/W 1 


