
AUDIT OF
 
THE FAMILY HEALTH SERVICES PROJECT
 

IN NIGERIA
 

ProjecL No. 620-0001
 

Audit Rerort No. 7-620-90-01
 

October 16, 1989 



UNITED STATES OF AMEfRICA 
AGENCY FOR INTERNATIONAL DIEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERAL FOR WEST AFRICA 

UNITED STATES ADDHESS INTERNATIONAL ADDRESS 
RIG/DAKAR RIG/DAKAP,

AGENCY FOR INTERNATIONAL C/o AMEIIICAN EMBASSY 
DEVELOPMENT B.P. 49 DAKAR SENEGAL 

WASHINGTON, D.C. 20523 October 16, 1989 WEST AFRICA 

MEMORANDUM FOR: ,A.I.D. Af ait Officer Henry-O. Merrill 

FROM: p '-t Ari to g ,RiG/ GA /0a ka _.:-
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7-620-90-01) 

The Office of the Regional Inspector General for Audit 
Dakar, has completed its audit of the Family IHealth Services 
Project in Nigeria. Five copies of the audit report are 
enclosed for your action. 

We appreciate your comments on the draft report. We have 
revised the repoit >ased on many of your suggestions, and 
included other comments at appropriate places in the text. 
Your comments are included in their entirety as Appendix 1. 

The report contains four recommendations, two of which have 
been resolved. One recommendation relating to the local 
currency hank account remains unresolved because bank 
statements for several missing months promised by FPIA have 
still riot been received as of report issuance. Another 
recommendation was added after the draft report was issued. 

Please let: me know within 30 days of any actions taken to 
resolve and close the recommendations. I appreciate the 
cooperation and courtesy e,tended to my staff during the 
audit.
 



EXECUTIVE SUMMARY
 

The largest country in Africa, Nigeria, has 105 million 
people and an annual growth rate of 3.3 percent. Growth at 
the current rate will increase the population to about 450 
million people in 50 years. To better control the arowth, 
A.I.D. introduced in July 1987, a five year Family Health 
Services project (No. 620-0001.) that will cost $100 
million. A.I.D. will grant $67 million and the Nigerian 
government will provide in-kind assistance estimated at 
another $33 million. As of the end of calendar year 1988 
about $4.2 million in A.I.D. expenditures had been made. 

Due to the limited amount of expenditures, it was still too 
early to conclusively measure the adequacy of project 
progress. Nevertheless, the audit disclosed eak internal 
controls over local currency generations and the commodity 
distribution system. For example, neither the AAO nor the 
responlsible contractor were able to fpjovio complete 
financial data regardiig the amount of sales proceeds in one 
account because the account was controlled by a 
sub-contractor who was not responsive to requests for 
fiiaicial data. Also, about $100,000 in local currency 
generated from these private sector commodity sales were 
unaccounted for. About $48, 000 in disbursements fi. in one 
account were made without obtaining required AAO approval. 
Ai-.otlier $1.4 millioni in project commodities had not been 
adequately safeguarded. Also, prob.ems were found in the 
areas of delegation of authority and sufficiency of staff. 
Finally, there was an inadequate reporting of host country 
contribut ions. 

The AAO/Lagos developed a better financial reporting format
 
during the course of the audit, and undertook immediate 
corrective actions in other areas. We have made a number of 
recommendations designed to strengthen some other areas 
which might otherwise become problems later in the project. 
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PART I - INTRODUCTION
 

A. Background
 

Nigeria, with a population of 105 million people and an
 
annual growth rate of 3.3 percent, has the largest
 
population of any country in Africa and is also one of the
 
fastest growing countries in the world. At this annual rate
 
of qrowtli, Nigeria's population will double in twenty-three
 
years. If the population continues to grow at the current
 
rate, Nigeria, in about 50 years, will have as many people
 
(454 million) as currently inhabit all of sub-Saharan Africa. 

In order to implement family planning policies and programs 
in Nigeria, A.-I.D. authorized a five year Family Health 
Services Project (620-0001) on July 7, 1987. Its purpose 
was to increase the acceptability and the availability of 
integrated family planning services throughout Nigeria in 
both the privat:e and public sectors. This represents one of 
the largest A.I.D.-funded assistance projects in Africa.
 

The A.I.D. Affairs Officer (AAO) and the Special Projects 
nflicer, the only two A.I.D. direct hires, were responsible 
for overall project monitoring in the field. In addition, a 
project coordinator (personal. services contractor) was 
responsible for planning, administering, monitoring, and 
coordinating all project activities. The Regional Economic 
Development Servi ces Office/West and Central Africa 
(REDSO/WCA) in Abidjan, Ivory Coast supported the AAO/Lagos 
providing accounting, contracting and supply services. 

Total project costs were estimated at about $100 million, 

with A.I.D. providing a '67 million grant and the host 
government: providhi nq about $33 million in-kind. Of the 
A.1.). fundin.., about 11.2 mill ion was committed to five 
prime conitractors for techlnical assistance (see E;,hibit 1). 
Tie remriin g $25.8 mill.ion in tihe grant was allocated as 
fol. lows: $17 mi ion for contracept:live c. modity purchases, 
and $8.8 mi Ilion for project- support costs. Project 
e::penditures we-re about $4.2 nillion as of December 31, 1288. 

13. Aud.L Obj)ec-tive-s and] Scope 

The Of fice of the Regional Inspector General/Audit/Dakar 
(RIG/A/D) made a performance audit of the Family Health 
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Services Project in Nigeria at the request of AAO/Lagos.
 
The audit objectives were to determine whether: 1) the
 
project was accomplishing its intended objectives, 2) A.I.D.
 
and implementing contractors complied with applicable laws
 
and regulations, and 3) internal control over the commodity
 
inventory and distribution system was adequate.
 

Preliminary findings were identified by the auditors, and
 
the AAO in March 1989 began corrective action in a cable to
 
all implementing contractors (see Exhibit 2). 

The audit was conducted at the AAO in Lagos, Nigeria. The
 

audit team reviewed and analyzed project documentation,
 
judglmentally sampled and tested transactions, held
 
discussions with A. I .1. officials, technical contractors
 
from the involved PVOs, and officials representing the 
Federal Military Govei.nment of Nigeria. Site visits were 
made to observe the family planning comz(odity inventories. 
The scopo of the audit was limited because Family Planning 
International Assistance did not )rDvide all necessary 
records t-o show the deposits and uses of local cur7rencies 
generated to support this project (see Finding 1) 

As a result, thIe au(iit could neither determine the accuracy 
nor the prOpiety of thle Iocil currency transactions. The 
audit cover('d ar-11)1 $4.2 million in total ex:penditures made 
betweeii Ju- y J W7, ail D)ecember 1988. The review of 
interna.l coit: ivol air(I compliance was limited to the findings 
in this repo],t. Audit field work was completed in May 
1989. ''1e audit was made in accordance with generally 
accepted gover-nment auditing standards. 
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PART II - RESULTS OF AUDIT
 

Some initial organizational delays caused the project to
 
fall behind schedule. These problems were corrected, and
 
the project was progressing towards its intended
 
objectives. lowever, since only $4.2 million of the $67
 
million in project funds had been spent, it was still too
 
early to measure the adequacy of the progress.
 
Nevertheless, the audit disclosed problems in th,. following
 
areas; (1) weak internal controls over local currency
 
generations, and the commodity distribution system, and (2) 
deleqatioi of authority and financial staffing needs. 
Additional problem areas were discussed in the report with 
respect to the finani i ]i_1 reporting of data by the 
implementi-ng prime contractors and by AID/Washington, and 
accountabi.lity of host government contributions. Specific 
ro '0 1r11r(1ula ioni , wr rp made to the Mission to resolve the 
ptublemi; by improving internal controls over revenues, 
commodities, and the provision of adequate management 
authority and financial staffing. 
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A. 	 Findings and Recommendations
 

1. 	 Internal Controi Over Contraceptive Sales Revenues Was
 
Inadequate
 

The A.I.D. Mission did not monitor, as required, the local 
currency account containing revenues generated from the sale 
of contraceptives. Monitoring was not possible since Family 
Planni)g International Assistance, the responsible 
contractor, was not maintaining adequate records. As a 

result, internal controls over the $5 million in anticipated 
revenues were inadequate. Auditors estimated that about 
$100,000 in local currency generated from private sector 
commodity sales were unaccounted for as of May 1989. Also, 
an estimated $325,000 in interest revenues will be lost over 
the life of the project, unless an interest-bearing account 
is established, as encouraged by A.I.D. policy. 
Additionally, FPIA reported financial data to RIG/A/D which 
included about $48;000 reportedly spent for clearing costs 
ard local transportation without the required consent of
 
AAO/Lagos.
 

Discussion
 

A.I.D. Policy Determination No. 5, Supplemental Guidance on
 
Programmiicg Local Currency states that, once bank accounts 
for local currency funds generated under A.I.D.-financed 
projects are established, they must be carefully monitored 
by the Mission to ensure adequate management controls over 
project funds. The policy also favors that local currency 
be placed into interest-bearing accounts in a deposit-taking 
institution, with ePriied interest programmed as if it were 
principal. Under this project, a provision in the contract
 
prohibited the implementing prime contractor, Family 
Planning International Assistance (FP IA) , from using the 
funds without A.I.D. concurrence. 

FPIA in conjnction wi th their subcontractor, Sterling 
Products Nigeria Limited (SPNL), were expected to generate 
about: $5 million in revenues over the life of the project 
from tie sales of family planning contraceptives allocated 
to tle p ivate sector. This money was to be deposited in a 
bank account until, with the concurrence of AAO/Lagos, it 
was used to su'., oI: t project objectives. 

At the time of tile audit, there was no A.I.D. project 
monitoring ovr time local currency revenues derived from the 
sale of contraceptives. Neither the AAO/Lagos nor the FPIA 
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representative in Lagos could provide the auditors with
 
information on how much money was in the accounts nor how
 
many accounts had been opened. FPIA was not maintaining
 
records on the bank accounts. Under a predecessor project,
 
FPIA had subcontracted responsibility for its bank accounts
 
to SPNL and the arrangement continued under the current
 
project. Consequently, to obtain information for the audit,
 
FPIA had to work through SPNL.
 

AAO/Lagos was not receiving any bank statements or other 
account information from either FPIA or SPNL. The AAO first 
requested this information from FPIA on March 20, 1989. It 
was then again requested on April 10, 1989 without success. 

Bank Account Information Unavailable
 

During the audit:, SPNL would not release information about 
the bank accounts without the consent of the FPIA 
leadqiuarters in New York City. The auditors sent a cable on 
April 27, 1989 to FPIA in New York requesting copies of 
available bank documents by June 10, 1989 in order to audit 
the accoui t Further, the discussed the problemns, auditors 
on tLhe telep)hone with FPIA officials in New York who 
promised Lo provi (le the information . On June 14, 1989, 
R.iG/A/Dakar received some of the requested information, but 
some bank statemenits were missinq which FrIA stated they 
would provido later. Additional bank statements were 
received from FPIA on August 25, 1989. However, there were 
still some i issinq statements which FPIA agreed to provide 
to bot Ii AA/Lagos ald RIG/A/Dakar. FPIA reported to RIG/A/P 
that SPilL was working with tLhe bank to obtain statements for 
the followi ng moxths: December 1986, May & August 1987, 
A:ril & November 1988, and January, June & July 1989. Based 
on th11e previously described difficulties in obtaining 
informati(,i , we do not believe tlhat SPUL should be handling 
this acconi t for FPIA. 

P lani]ny ledehe!'oi Irs Of Local Currencies 

The Iroject hiaI not dove l ped any plans for the use of local 
cunrrency eveni thouqh the project paper provided that the 
funds would lie usel for cuii]cal activit ies to support the 
overa]I fami ly planning movement. FPIA asked A.I.D. for 
permissiono I iho ]cal y pay (1)use h cure to for the 
import- ca. of ilments. of contraceptive commoditiesaiwc, Moi 
through the () inut of ent ry, (2) t, ransp)ort to the SPNL 
wa'11(leu:, , ( i) ot-her costs uicnrrel by SPNJ, during the 
first year. Ini addition, tPIA sought AAO/Lagos concurrence 
to utilize Local currency in lieu of U.S. dollar 
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disbursements to Nigerian subcontractors and to pay local
 
office expenses of their regional office in Nigeria. A.I.D.
 
had not reached a conclusion on these requests at the time
 
of the audit.
 

The local currency revenues were not deposited by FPIA into 
an interest-bearing account. FPIA had not considered 
interest-bearing accounts even though there was no 
agreed-upon use for the funds in the immediate future. The 
local currency was not deposited into an interest-bearing 
bank account, because FPIA was still operating under a prior 
agreement with SPNL which did not call for interest-bearing 
accounts. 'The prior agreement between FPIA and SPNL 
controlled a similar arrangement under a predecessor A.I.D. 
project. 

Internal controls were inadequate to account for the $5 
million in anticipated revenues. In our opinion, FPIA was 
slow in providing un the necessary information because SPNL 
was lhavig difficulty identifying the revenues generated for 
the project. As of Wily 31, 1989, the project had generated 
about the eqiivalent of $100,000 in local currency from the 
private sector, but: it was unaccounted for by A.I.D., and 
thus ni: programmed to furt her project goals. Also, the 
projcot will lose about $325,000 in intcrest rovenues which 
could he g-ne'ratedo over the life of the proj,-ct. 
Additionally, there was an -stilnated $48,000 apparently used 
for uiauthoirized pu1 rposes wit hou t the required consent of 
AAO/Lagos. This problem was noticed whenm auditors compared 
reported revenues minus disbursements previously authorized 
by the AAO, to Ln balances being reported by FPIA and 
noticeod s111)5 Lant ia] differences. In response to RIG/A 
telegrams and flollow-up, it was determined that 337,418 
Naira (about $48, 000) was used for clearing and 
transportation costs without the required prior approval of 
the AAO. The recommendation requires that FliA account for 
these unconfirmed and apparently unauthorized costs to 
AAO/Lagos. 

Finally, since, project inception, the value of the Nigerian 
currency has decreased by about 33 percent. Basedl on recent 
economic condi t.ions, i f the funds are not used, their 
purchasinq power will e:ode considerabl.y. Ther fore, plans 
should ie dovelopeI prompt l y to use the funds. Accordingly, 
our iocoemmoedations focus on the need for internal controls 
overi tLe puivaLe sector: revenue generations. 
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Recommendation No. 1
 

We recommend that the A.I.D. Affairs Officer, Lagos:
 

a. 	 approve no further reimbursement to, and incur no
 
further obligations with, Family Planning International
 
Assistance until bank statements or records are provided
 
showing the amount of funds in each account and the
 
nature of disbursements made;
 

b. 	 require Family Planning International Assistance to 
provide each month a statement reconciling sales and 
bank deposits and a detailed listing of receipts and
 
disbursements for each account;
 

c. 	 require Family Planning International Assistance to
 
establish a separate interest-bearing account for
 
private sector ievenues generated under the current
 
project;
 

d. 	 drvelop a plan over the life of the project showing how
 
the private sector revenues will be used; and
 

e. 	 require Family Planning International Assistance to
 
provide documentation to support the estimated $48,000
in clearing and transportation costs or, reimburse the 
local currency account for this amount. 

Managemeit (Jommemi ts 

AAO/Lagos concurred with the finding and recommendations. 
They stated the recommendations related to local currency 
monit1oring were discussed with FPIA and that FPIA was 
addressing the issues. Tihe AAO was planning a meeting with 
all the pro-ject cont:ractors in September 1989. Further, the 
AAO stat:.ed that- a Ie(uest for an additional person was 
approved )y AI. /Washingt on. Among other things, the new 
hire wouhl assist in financ.ial monitoring. 

Off ice of ii s pect o ( ermei<a I Uo_'iuieu s 

Based onA t li, ma ageeml t commnl ts, we consider 
Recomm,'mi hat 1 1 (a) ;II(- I (e) as unresolved because FPIA had 
not yet Jm.()ltm(:,,(i a V 1 3,-,lieIted bank statements and 
sulo t i~ng d, atI-. tiine of the final report.m'r, t-lhe 


Re olmu 'l1,t u.iI' 1 (h) , I ((-) anid 1 (1) are considered resolved 
and wi I Il)( (osed a ff or t lie AAO provides RIG/A/D with 
documentary evideice of implementation. 
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2. 
 Commodity Inventory Control Needed Improvement
 

To ensure that commodities 
 are not subject to pilferage,

deterioration, or 
 misappropriation, 
 adequate internal
controls are required. The audit found that 
 (1) A.I.D.
financed commodities intended for 
 free distribution were

available for sale on 
tihe local market, (2) there 
 were no
inventory reconciliations, (3) 
warehouses were inadequately

equipped to protect commodities from extreme heat and humidconditions, and (4) expired commodities needed to bedestroyed, while others needed testing before distribution.Needed inventory controls had not yet been developed byFamily Planning International Assistance andresponsibilities were not clearly defined. Also, thecommodity management system recommended by REDSO/WCA had notbeen i mpl emezLtoed in its entirety. As result,a projectcommodities costing $1.4 million were not adequatelysafeguarded, and the auditors estimated that the Agency
could save about $500,000 by developing better controls.
 

Discussion 

A.I.D. Handbook 15 contains policies and procedures that aredesigned to ensure that A. I. D. -financed commodities areproper] y accounted for, expeditiously moved to theirdestinatio1s , and appropriately used. Chapter 10B states,"effective use of commodities under project agreements meansdelivery and1( use in accordance with project implementation
plans". A.i.D. Affairs Officers (AAO) or Mission Directorsshould make su re that: A. I.D.-funded commodities andequilmenlt are iroper y utiliz-d in accordance with A.I.D.

regulations 
 and project agreements. 

Several cur"O itions were found during the audit whichreflec ! k;..o u,',ssity to improve internal control over
commodity inventories. A.I.D. provides different brands ofcondoms for the two different programs, i.e., public andprivate di.stribution , The "SA tan" brand was designated forfree public di stribution, wlereas tlie "Blue Panther" brand
ini tenled lIt private sales. Durinugwas tle course of theaurit, tler a d.i)rs observed "Snitan" brand condoms beingsoi inii the mark,.- place. This indicated that A.I.D. cornmoditi yes iWi tol d for free public distribution were being

ill:git iUmat[1 y s" Id. 

Further, com i os sod it si pnatod for dos: ruction were held inthe A.I .ID. warhohonsp for over s i:: months, without any actiontaken. l'lire r.l onqpd wareohmousnrg of commodlilties designatedfor deomti icmi onlyriot icr;eases warehousing costs, butincreases thre [pr.obability of improper Theuse. commodities 
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need to be destroyed as soon as possible to assure that they
 
will not reach the local market where they could be sold.
 

Other commodities were stored in extreme heat and without 
adequate ventilation. This was confirmed during 
the auditors to the A.I.D. warehouse in Lagos and 

a visit 
the 

by 
Ogun 

State warehouse in Abeokuta, Nigeria. Another visit to a 
family planning clinic in Abeokuta showed the same 
conditions. 

None of the storage facilities visited were adequately 
ventilated and boxes of commodities were placed directly on 
the floor where they could be damaged from the moisture. 
Both problems could be solved by placing the boxes on 
pallets anid installing fans. A.I.D. officials acknowledged 
that the commodities needed to be better protected against 
the heat and the humidity. 

Also, some colnmodit is intended for distribution to the 
private sector were stored in the A.I.D. warehouse under 

text reme leat and inadequate ven tila ion. These conditions 
may have rendered the commodities ineffective. Therefore, 
in our opinion it would )e necessary prior to distribution 
to test those commodit.ies to determine if there had been any 
encessi.ve doter.ioatio under t hese ext reme conditions. 

The site visit to Oguul State warehouse in Abeokuta disclosed 
that familyiplanning_ commodities had been in short supply 
for about sin monithhs. The )roblem was confirmed by the 
Family 'lani11ng Coord(1inator anid the Director General. of the 
Ministry of Health in Ogun State. At a family health clinic 
in Abeokuta, stocks of condoms, birth control pills and 
interuQterine devices were also almost completely exhausted. 
In addition , AAO records indicated Clhat there were shortages 
of commodities in other yeographi cal areas. More and 
complete reconciliations of all commodity inr'.ntories should 
have disclosed, wel l in advance, some of these shortages so 
that action could have been taken to replenish supplies. 

There were two causes for tLhe weak internal control system 
over the commodli t y i nventoi es. First, there was some 
confusion during Chelo ii.i t:ial1 stages of implemeitation as to 
which of tLhe I'VO contrractors had responsibility for 
inventor y dli st:r i ibut i on amd tracki g of project-funded 
cont raco p t ives. .In Ma rh 1989, thie contracts were amended 
to stipuli that FPIA had specific responsibility to ensure 
proper invenitory coi trol until contraceptives were shipped 
out of the cent ral warehouse in Lagos. 
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Second, the Regional Commodity Management Officer from 
REDSO/WCA had developed a commodity management system, but 
it was only partially implemented. This commodity 
management system was developed in response to a theft, 
which was made known to the Regional Inspector 
General/Investigations (RIG/I/Dakar) . The theft occurred in 
the central warehouse (SPNL) in June 1988, and involved 
about $40,000 in missing contraceptives. The commodity 
system identified specific controls that needed to be 
implemented to assure that commodity inventories were 
adequately safeguarded. F'or example, the system required 
that one official assume responsibility for all outgoing 
commodity shIiipments t. rom thre central warehouse, At the time 
of the audit, no action bad been taken to fill the position. 

Only about $1 .4 million of the $17 mil.lion in commodities 
had arrived in the country. WJitIout anm adequate system of 
internal cont: rmi the commodities wi l h1e subject to 
mismanaometL, Leakage, and !i [ I ferage. Based on the 
Yel at: orioi ij bvtwpeli commodit ies purchased and amounts 
iden Lifi d as missing, the auditors estimated that the 
Agency coulid save about $500,000 in commodities if the 
recommend(led in tern a l control system is developed. 
Therefore, it is i mportanit that a complete system of 
internal control he developed to protect all commodities 
over the .life of tlie rojenct. 

Pecommendation No. 2 

We recommend that the A. I .D. Affairs Officer require 
responsible Private ard Voluntary Organizations to: 

a. 	 implement the commodity management system recommended by 
tire Reqiona . Economic Development Support Office/West 
and Central Africa; 

b. 	 establish a system f :eriodic inventory reconciliation 
on a 7emi.-arual. bcs is; 

c. 	 supply warlehouss with the equipment necessary to 
protect commodit:ies from heat and humidity; 

d. 	 destroy e::iirod commodities in thre A.I.D. warehouse and 
test remaininig commodities prior to distribution; and 

e. 	 designate or hire an employee to assume full 
responsibility for .incoming and outgoing commodity 
shipments to and from the central warehouse, including 
the responsibility for controlling and rejecting all 
expi red commodities. 

-10



Management Commeiits
 

AAO/Lagos agreed with the finding and recommendations
 
stating that the issues related to commodity management were
 
being addressed by FPIA. A meeting of project contractors
 
was being planned and negotiations were being conducted with
 
a local audit firm to follow-up on commodity end-usage.
 

Office of Inspector General Comments
 

The recommendation is considered as resolved and will be
 
closed upon the receipt of evidence by RIG/A/D that the
 
recommendations have been implemented. 
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3. 	 PVO Field Offices Needed Adequate Management Authority
 
And Staff
 

For field offices to function effectively, the home office 
must delegate adequate authority to a sufficiently staffed 
field office. Some PVO field offices in Nigeria were 
required to get approval from the home offices for 
relatively minor management decisions. Further, financial 
personnel had not been assigned to two of the five field 
offices. PVO officials stated that more authority was not 
delegated to the field because the in-country staff was 
relatively new and inexperienced. They further maintained 
that financial personnel were not hired because the number 
of in-country financial transactions was limited. The lack 
of authority resulted in increased project costs because
 
state-side andI regional PVO officials were required to 
travel to Nigeria to resolve problems and make decisions 
which should be macde in the country. An absence of 
financial personnel in the field offices increases the 
vulnerability of the project to fraud, waste and abuse. 

Discussion
 

The audit disclosed that some project PVO field offices in 
Nigeria had not been given adequate authority or staff to 
function effectively. For example, the FPIA country 
representative was required to send an $1,800 contract to 
the hleadquarters office in New York for approval before 
action could be taken. 

In another case, we noted the PVO country representative had 
neither a petty cash nor a project checking account and was 
paying project expenses from his personal account. 
Reimbursemenit was made by the home office after the expenses 
had been incurred, but we feel that it is a serious 
constraint and an unwise financial management procedure to 
pay project- expenses from personal funds. 

Another indi!at-ioni tIhat the field offices had not been fully 
inLtegrat od iulo the I i n of authority was noted during the 
quarter: l y project ju,,et- ings. Project management committee 
meetings were establihlied to bring together the PVO country 
represetia:ives, project administrator, Federal Ministry of 
HIealt-h and A.I.). to review project progress and discuss 
flitu re ioj ecI plIanIning. In all cases PVO holne or regional 
office personnoe were we .1 represented at these meetings 
witlh in so:)me cases two and three people. 

Further, the auditors observed that some of the PVO offices 
were not maintaining the necessary records. Offices did not 
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retain vouchers and other important financial records nor
 
were they maintaining inventories of equipment ordered and
 
received. These shortcomings were attributed to the absence
 
of financial personnel or accountants on the PVO's field
 
office staffs.
 

In the auditors opinion the PVO country representatives need
 
to have the necessary authority and staff to effectively
 
manage and monitor project activities. While the PVOs did
 
not disagree with the concept they stated that the PVO
 
country representatives were new and that more authority
 
would be passed on to them after acquiring more experience.
 
In reference to the need for financial personnel on the
 
staff the PVOs stated that financial personnel were not
 
hired because the number of in-country financial
 
transactions were limited. 

The auditors agree that authority should not be delegated to
 
inexperienced personnel. not capable of carrying out their 
resonsibilities. But we would also like to point out that 
this is an ex:ceptionally large, complex and ambitious 
project that requires efficient management. 

As a result, PVOs are responsible for employing experienced 
personnel capable of assuming responsibilities to get the 
job done. To employ less experienced individuals not only 
places an uinecessary burdenl on the project coordinator and 
A.1.1). staff, but will also increase project travel costs to
 
shuttle manager-s from the U.S. to make decisions that should 
be made by site personnel. With this in mind, 
recommendations have been made to ensure the PVOs are 
adequately delega ting authority and providing the necessary 
staff to effectively manage t-he project. 

Recommendation No. 3
 

We recommend t-hat the A.I.D. Affairs Officer/Lagos:
 

a. 	 undertake an analysis of the experience of key PVO field 
personnel and the adequacy of the authority delegated 
from the PVO home offices to time field staff; 

b. 	 report- to R1G/A/Dakar any instances where the level of 
authoritty is ot commensurate with the duties of the 
assi,'riel pei)sonnel; and 

c. 	 require time PVO's to correct the instances identified in
 
the report.
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Recommendation No. 4
 

We recommend that the A.I.D. Affairs Officer/Lagos require
 
each of the PVO field offices to assign full or part-time
 
financial personnel, as is warranted.
 

Management Comments 

The issues of delegation of authority and inadequate
 

staffing of financial personnel were covered in the draft
 
report, however, specific recommendations were not made. In
 
their response, AAO/Lagos did not comment on the issue of
 
delegation of authority, but noted that a specific
 
recommendation to resolve the staffing problem had not been
 
included in the draft.
 

Office of Ins] ector General Comments
 

After the draft report was issued, Recommendation 3 was
 
added based on additional review by RIG/A/D. Therefore, a 
resolution cannot beo deter-mined unti 1 comments from 
AAO/Lagos are receiv.d and reviewed by our office. 
Recommendation 4 is considered resolved based on the draft 
report comments already submitted by AAO/Lagos. Both 
recommeiildat.ions will be closed upon the receipt of evidence 
by RIG/A/D that they have been implemented. 
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B. Compliance and Internal Controls
 

Compliance
 

The AAO was not in compliance with the requirement that
 
local currency bank accounts must be carefully monitored to
 
ensure adequate management controls over the funds. As
 
discussed in Finding 1 of the report, A.I.D. did not know
 
how much money was 
been opened. No 

in the accounts nor how many 
further instances of non 

accounts 
compliance 

had 
had 

been identified. 

Internal Controls 

The audit discussed that internal control needed 
strengthening. There was a need to ensure that project
funds and commodities had been accounted for and were used 
for their intended purposes. This is discussed in Findings 
1 and 2 of the report. 
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C. Other Pertinent Matters
 

Project Lacked Timely and Detailed Financial Records
 

The audit disclosed that tile AAO/Lagos was not receiving 
from the prime contractors or A.I.D./Washington accurate, 
timely, and detailed information on project expenses. For 
example, tire standard quarterly format by line item did not 
permit the review of expenditure data submitted by the PVO's 
as desired by the AAO/Lagos. Quarterly PVO expenditure data 
was submitted by tile field office to the headquarters office 
where tire charges were consolidated and sent to 
AID/Washington for reimbursement by letter of credit. Ahout 
six or seven months later ,the expenditure data was sent to 
tile AAO's office in Lagos. Unfortunately, not only was the 
data l-ate, but it was also not in sufficient detail to 
determine if the charges were authorized and benefitted the 
project. Of primary concern to tire AAO was that under this 
system it was r~ot possible to determine if the PVO staff 
charges w- re authorized aid what services were provided. 
The AAO/I,agos agreed with the auditors that better 
accourrt ail.r ty was warranted and developed a better 
financial roport ing format for the PVOs. Since the problem 
was corlrected during tile audit, no recommendation is 
included ill tlis report. 

Further, tile AAO/Lagos did not have tp to date data on the 
procurment of and expenditure for commodities. The AAO 
knew wliat comrmodities hadl arrived in tire country, but did 
not know the value of the commodities nor how much money was 
still avaiblaelo. At: tire time of the audit, the auditors 
were not a1)le t) determine wihy AID/Washington was not 
providing t ie )roject with necessary data. However, we did 
note in a i os}r)orr.;e to our draft report froom tile Bureau of 
Science an(I 'ecirirology/Population (S&T/Pop) that tie AAO was 
request ing tire in formation from tire wrong AID/W office. 
According t-o hir memorandum, S iT1Pop manages tire procurement 
of family plaiirr.ing comroditr s, iut tihe Office of IFinancial 
Harraq~mremr/t;' og rarir Amumrtirrq anrd Fiiairce Divi.sJon (FM/PAFD) 
.is tlre officiail s r ('rl for eupoelditu deI tia and unexpended 
balaurces . TIr AAO ,irould be d i rect i.g requests for 
commo(i i fy , ),oi i Iit 11o (Iata t o I-11/IIA I). 

Poject '.ramsactioirs Were Pecorded Unler Different Project
llumie r.s 

Project trairsactions were still being recorded under an old 
regional project number even though a new project number had 
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been assigned. Initially, the project was regional and was
 
assigned project number 698-0420.20. Later, in May 1988,
 
the project was bilateralized as country specific to Nigeria
 
requiring a change to project number 620-0001.
 

AAO officials emplained that the Bureau for 
Africa/Development Planning in AID/Washington had not 
provided the Regional Economic Development Services 
Office/West Africa Accounting Center (REDSO/WAAC) Controller 
in Abidjan the necessary authorization to record all 
activity under the new number. This was confirmed by the 
Controller. The Bureau should have deallowed funding from 
the old project number and reallowed funding to the new 
project niumber when the project was bilateralized. 

A copy of tle draft report, including a recommendation that 
appropriate action be taken to transfer funds from the old 
p)roject, was sent to tLhe Bureau of Africa/Development 
Planning< in A[I)/W. As of August 23, 1989, a REDSO/WAAC 
cable ska t. I that AIID/W had not provided the necessary 
authority to tranmsfer unli uludaLed funds from the old 
project inumbnIer to project rumber 620-0001. Even though the 
final opo)0 does nt contain this recommendation, thet i 

au iloi s t.. I coikililr t le p roblem warrantts attention and 
suggest i hose..lvod t.ho Africa Bureau." by 

nill YoiitI SHost t;OVOeLi itl C n i hut iLfu 

Timere was nu r yr;t om or; taid i.snlIed to account for the host 
goveiumn t.i ,.2 !,,'(ya,.d $ 33 million contribution to the 
project: Lvn t l o gI abu)t 85 percent of this amount 
repiesented in-kind coit. m]ibut ions, it would still be 
necessaiy to main tainm a ccountabi]lty in order to monitor the 
expectedI coitr:.ibu)tion s. AAU/Laqos agreed and indicated they 
would establislh a system of accouitability. 
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AUDIT OF
 
THE FAMILY HEALTH SERVICES PROJECT IN NIGERIA
 

PART III - EXHIBITS AND APPENDICES
 



Exhibit 1 

Prime Contractors 

Project 620-0001 

(As of December 1988) 

Contractor Contract No. Activity Amount 

(000) 

The Pathfinder Fund 620-0001-C-00-8018 Public Sector $11,000 

Family Planning Interna
tional Asi staice "" 8015 Private Sector 10,700 

Johns Hopkiii.9 Uni.versity, Information, 
PouluatJ ion CorIurIunica- Education and 
Liun Sex vi " " "" 8013 Communication 15,000 

Johnn loipkin Univer nity, 
Insjtitut.e for Intezna
tional I'iuqrarj "" 9001 Policy 2,500 

African-American Institute "" 8008 Admin/Logistic 2,000 

TOTAL $41,200 
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1" LASSIFIED) LAGOS fle4lrt/el 


PPOLFM ARFAS. FOLLOWING IS A SUMMARY OF THFIR INITIAL
 
OBSERVATIONS AND RECOMMENDATIONS:
 

I. DELEGATION OF AUTHODITY: 
 AAO HAS PREVIOUSLY
 
EXPRiESSED CONCIJIN THAT VIRTUALLY ALL AUTHORITY YOH 
PPOJECT TRANSACTIONS IS WITb TPF CONTRACTORS' HOME 
OFFICES. THE AUPITOPS VOTJ:D, )OP EXAMPLF THAT IN SOME 
CASES THY COUNTRY RIEPFSENTATIVF, hAS NO A6CFSS TO FUN]S

1OF TRAVE, OR 0IHER LOCAL EXfFNSES. IT PAS ALSO ]ET-N

NOTED THAT LOCAL CONTRACTS fOR PhOJECT ACTIVITIFS ARF
 
ALMOST ALWAYS NYGOTIATED AND FINAL]7FD RY Till HOMI 
OFFICES. TIIlS NOT ONLY CAUSES UNNECESSARY DELAYS IN 
IMPLEMENTATION, PUT ALSO INCP.',ASFS AIMINISTRATIVE 
COSTS. AAO FEL]I VES THAT TiE COUNTRY Rf:I'RfSiNTATIVl:S, 
W1O AFE INVOLVFI DAILY WITtH WH1AT IS GOING ON BERE IN 
NIGFRIA, EAVE THb, XNOWL,11GF AND TIHE EXPERTISF TO 
NtGOTIAT} AND APIPOVE (IN CONJUNCTION WITH Ttli, PROJECT 
ADMINISTRATOR AND USAID) THOSE CONTIFACTS WITh A COST NOT 
MCIII THAN U.S. P'OLS 10,M¢ . TUIIS WOUL' tt;1)UCF T11F 
APOU,',"f O TIllE LOST IN LONG DI STANC TRANSACTIONS' Al,'D
WOUL .lSO.,: SUPSTANTIALLY RED1UCF OVEttEAP COSTS 
ASSOCIATFiD WI TI Tfif USI 0F tHO-'l OFFICE STAFF, THUS 
FREING OPE FUNDS FOR P.COGRAM ACTIVITIES. 

2. EFCOI) KFEPING: THYF AUDITOS KAVE OSERVED TtAT THE 
OFFICES IFERE IN LA"GOS DO NOT MAINTAIN TLE I1ND OF 
IfCOPI'S 'ItA' 'PI NPCE2SAIY FOI ?iF1,CTIVF,, ANAGE -NT AND,

-ONITO , 0','I Tt11 PP'OJ.'CT. AITI1DU-E,,t- MOST I,]NANCIAL
ILANSAC'I(IS h'LANDLY ' hfME I .ICIS,11'J YYjC, COtF'IES OF 
VOUCHERS AtN) OTH EL LOCtIt. 1.NTS SOU1,I; P: PROVIDYLE TO TH 
flELI. IN ,1, ONP FI NANCIA, RECORIS, IT ALSOIl TO IS 
It;PORTANT T1iAT IAC! LOCAL OFFIC : MAINTAIN AN INVENTORY 
CF AI, FOU IP1 T21Ot I D AtD El I VI, VE,T10'1i TiE 
tBFOCUP I;Htrp 21S ' MorI TIHEI1ITIA,, 11 Oh Fi IH 
OFICF. IT I,,AISO __,_i.iiv 0 AC__CQIONLNT __TO EAyU
P.LOCAL FINC'ITA17h,AG h OH, ACCOUrNT, WtO ]ILiI-FIIIiSPON;S 1tpLI:._..tO!. IA;C IA L _ANI _PL{I.t £ P E S.? ,C 


VO'UCHIJI Alt'ItOV ,AL:AUDI TOP S NOTE I,THAI 
 TiTEh, Afi1. P 
NU,1PEp OF FEPFN I ] 'IIPF I, FOE1)1]F P 'O ACE l lt'OVAL OF 
SUPCONTRACTOR VOUCHtIIS AND ThAT ORGANIZATIONS ALE N07 
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ALWAYS CONSISTENTLY FOLLOWING ONE PROCEDURE. 
USAID

SUGGESTS THAT THE 
PROJECT DIRECTOR TOR EACH COMPONENT BE
REFPONSIBLE. FOR REVIPWING AND APPROVING ALL
 
SUPCONTRACTOR VOUCHERS.
 

4. MARKING OF COMMODITIES: CONTRACTORS ARE REMINDED
tHAT ALL EQUIPMIENT AND SUPPLIES PURCHASED WITH PPOJECT

FUNDING MUST DISPLAY THE AID RANICLASF SYMPOL (AID

IANDFOOK 15, CHAPTER 9). 
 AUDITORS NOTED TEAT FEW ITEMS 
IN THE PROJECT OFFICE APE MARKED.
 

. REPORTING: (1) TECAUSE, MOST FINANCIAL TRANSACTIONS

iRE HANDLED IN TliE STATES, WITH VOUCHEPS SUBMITTED TO
AID/W FOP APFROVAL, IT 
IS VFRY DIFFICULT FOR USAID/LAGOS


TO MONITOP ThE USE CF PROJECT FUNDS. Wi' DO NOT KNOW,
FOR EXAMPLE, WHAT IS PEING CHARGED HOME
FOR OFFICE
EXPENSES OR EVEN FOR LOCAL PROJECT ACTIVITIES. WE ARE,

POWEVEP, RF:QUIpII:) T'O PEPIODICAII,Y REVIEW FINANCIAL,
STATUS REPORIS 
 AND TO SUPMIT SIGNED STATEMFNTS THAT

AUTHORIZE CONTRACTOR 
 PAYihNTS. THE QUARTERLY FINANCIAL

JEPOTS MUS'I, THlEvIFFOTF, 
 BE Moll, COIMPRE ,HFNSIVE TEAN
THOSY PRESENTLY SUBMITT1I. THE PROJECT ADMINISTRATOR 
AND USAID WILL WORV WITH THE AUDIT TEAM TO DESIGN A tMORE
COMPLETE FORMAT FOR FINANCIAL PEPORTING, W}ICH WILL RE
FORWARDED TO ALL, CONTRACTORS AS SOON AS POSSI LY. (2)

AS PISCUFS-D lil t LA f CoM,rli Mi ETIMG,
IN ' 
 FE CO 'lTlfACIOR
QUAPTIPLIY 1?1'11011,IS PLOVIIF' INIORTANT I NPUT TOP THF

PI1-ANNUAl, PROJECT IMPLEr;FITATION REPOIRT RI-QUIlHED BY
 
AID/ WASIIINGON. F TillS REASON, WE ASK 
THAT, INADDITION TO 01A SUMIARY ACTIVITIFS TO DATE ANP THOSF
PLANNED 1OP TH1E I'EXT PFiUOD, YOU I'CLUDY AN ITEMIZATION

OF ACIIIEVi' 
NTS IN TFIR S OF 71I QUAN'IIFIABIE INDICATORS 
SPFCIYI)D IN YOUR CONTICT. (3) PIEYERSUSAID THAT
ANNUAL TIAINING P0IJ'Old 1S AN' 
FOUIPMEJ.'I DiSTRIl FUTION
 
REVOtLTS PF SUL I",'pFIp) ON 'lltR c.At:1, SClF;ULY BTY AIL

CONTRACTOPS; 
ThIJREFOIE, T111 P}FOJiCT Alt.rINISTRATOF WILL

'OPK OUT A SCHYDUIl FOR SUBMlISS ION CF TiiYSF EPORTS.
 

AGAIN, USAII) AI'PRCIATFES THE ASSISTANCE, OF FYIS STAFF INTills REVIEW, AND WE LOO Ii'AORL 30 WORKING WITH ALI, OF

YOU TO IMPLE-TiENT 
THE' CPAiNGs THAT WILL 1;NAPLI OUR 
IJJOGRAA tlEEIY TO OtItAT, MOPF 
Eli ICIINTLY.
 

HANK MERRILI,/USAII'/LAGOS 

LY MA N 
PT 
h41 55
 

NNNN 

RR RUErHC RUEEAB 
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Recommendation No. 1 


We 	recommend that the A.I.D. Affairs Officer, Lagos:
 

a. 	approve no further reimbursement to, and incur no
 
further obligations with, Family Planning
 
International Assistance until bank statements or
 
records are provided showing the amount of funds
 
in each account and the nature of disbursements
 
made;
 

b. 	 require Family Planning International Assistance 
to provide each month a statement reconciling 
sales and bank deposits aod a detailed listing of 
receipts and disbursements for each account; 

c. 	 require Family Planning International Assistance
 
to estahli5h a separate interest-bearing account
 
for private s,,tor revenues generated under the
 
current project; 

d. 	 develop a plan over the life of the project 
showing how the private sector revenues will. be 
used; and.I 

e. 	 require Family Planning Interniational Assistance 
to provide documentation to support the estimated 
$48,00( .in clearing ind transportation costs or, 
reimburse tihe loca! currency account for this 
amount. 

Recommenldatlio 20t10. No 

We recommend t hat the A.I.D. Affairs Officer require 
respon s.itl" tcI. ivate and Voluntary Organizations to: 

a. 	 implOmr-Mt thlIe c(umliLy mal ag(JeIlle {- system 
recommlen(du~ld by' tlhe 1,gitnal I 1Kw.IlLmUic leveolopment 
Supp~ort () 1 i(:(/Wv.; a.nd Conitria[ Africa ; 

b. 	 establ ish a wywt.,, of p", odic inventory 
reconciliation on a semi -anniual asAi ; 



Appendix 2
 
Page 2 of 2
 

Page
 

c. 	supply warehouses with the equipment necessary to
 
protect commodities from heat and humidity;
 

d. 	destroy expired commodities in the A.I.D.
 
warehouse and test remaining commodities prior to
 
distribution; and 

e. 	designate or hire an employee to assume full 
responsibility for incoming and outgoing 
commod ] ty slii i)ments to and from the central 
wareIlouse, including the responsibility for 
coxntro]liinq and rejecting all expired commodities. 

Recommendation No. 3 	 13 

We 	recommend that the A.I.D. Affairs Officer, Lagos: 

a. 	undertake an analysis of the experience of key 
PVO f ie]l pesonnel aind thie adequacy of the
 
autthorit-y doleegated from tihe PVO home offices to
 
the field staff;
 

b. 	report to RIG/A/Dakar any instances where the 
level of authority is not commensurate with the 
duties of the assigned personnel; and 

c. 	requiirc the PVO' s to correct the instances 

identifi(d in the report. 

Recoinmendat ion No. 4 	 14 

We recommenid that the A.I.D. Affairs Officer/Lagos 
require each of the PVO field offices to assign full 
or part-time financial personnel, as is warranted. 
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