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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT 

October 10, 1994
 

MEMORANDUM FOR D/UBAID/Egypt, R ;Jtley
 
FROM: RIG/A/Cairo, Phiippe.L. a
 

SUBJECT: Audit of the 
Foreign Relations Coordination Unit
(FRCU) of the Supreme Council of Universities Local
Expenditures Incurred 
 Pursuant to Project
Implementation Letter 
 (PIL) No. under
12 the
University Linkages Project No. 263-0118.
 

The attached report dated February 10, 1994, by Price Waterhouse
presents the results of a financial audit of the Foreign Relations
Coordination Unit (FRCU) incurred costs under University Linkages
Project No. 263-0188 funded by USAID/Egypt. The purpose of the
project was to assist Egypt in establishing a grant's commission
capability within FRCU and to finance collaboration between United
States and Egyptian Universities 
in problem solving activities.
PIL No. 12 was issued to cover foreign exchange and local currency
costs necessary 
for FRCU to implement FRCU authorized linkage

activities.
 

We engaged Price Waterhouse to perform a financial audit of FRCU's
incurred expenditures of LE24,269,896 and $6,587,648 for the period
from June 1, 1983 through December 31, 1992 
for PIL No. 12. The
purpose of audit to
the was evaluate the propriety of costs
incurred during 
that period. In performing the audit, Price
Waterhouse evaluated FRCU's internal controls and compliance with
applicable laws, regulations and agreement terms as necessary in
forming an opinion regarding the Consolidated Fund Accountability
Statement. 
 Price Waterhcuse disclaimed 
an opinion on the fund
accountability statement because (1) FRCU's accounting records did
not provide sufficient evidence 
supporting cash transactions to
permit the application of 
adequate auditing procedures and (2)
material weaknesses in FRCU's internal control 
structure present
the risk that material errors may occur and not be detected within
 
a timely period.
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Price Waterhouse questioned $8,549,911 in costs billed to USAID by
FRCU (including $8,433,420 of unsupported costs). These questioned
costs 
included in the Price Waterhouse report were presented 
in
total, rather than 
by budget line item, because the project's

general ledger was maintained in totals only.
 

Price Waterhouse noted eight material internal control weaknesses
related to FRCU's controls over the project's accounting records,
recording of USAID's disallowances, appropriate level of review of
billings and accounting records, commingling of USAID funds with
those of other sources, reconciliation of bank statements, control
of cash advarces and compliance with FRCU's policies and procedures
manual. AckLtionally, they three
noted instances of material
noncompliance related failure
to to bill USAID on a cost
reimbursable basis, maintenance of adequate books and records and
remittance of interest earned on project bank accounts to USAID.
 

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

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

fully meet the intent of the audit report recommendations.
 

Price Waterhouse has reviewed FRCU's 
response to the findings.
Where applicable they made adjustments in their reports or provided

further clarification of their position. 
Overall, FRCU's response
has not changed Price Waterhouse's understanding of the facts
underlying the questioned costs of the 
 Consolidated Fund
Accountability Statement 
or the reportable conditions in the

Reports on Internal Controls and Compliance.
 

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

Recommendation No. 1: 
 We recommend that USAID/Egypt resolve
questioned costs of $8,549,911 consisting of ineligible costs
of $116,491 and unsupported costs of $8,433,420 as detailed on
 
pages 9 through 12 of the audit report.
 

This recommendation is considered unresolved and can be resolved
when we receive 
the Mission's formal determination as to the
 



amounts sustained or not sustained. The recommendation can be
closed when any amounts determined to be owed to USAID are paid by

FRCU.
 

Recommendation No. 2: 
 We recommend that USAID/Egypt require

FRCU to address the material internal control 
weaknesses

detailed on pages 14 through 17 of the audit report.
 

Based on the Mission response, this recommendation is considered

resolved. The recomendation can be closed when the 
Mission

provides evidence to RIG/A/C 
that these weaknesses have been
 
satisfactorily corrected.
 

Recommendation No. 3: 
 We recommend that USAID/Egypt require

FRCU to address the material noncompliance issues detailed on
 
pages 19 through 20 of the audit report.
 

Based on the Mission response, this recommendation is considered

resolved. The recommendation can 
be closed when the Mission

provides evidence to RIG/A/C that these 
weaknesses have been
 
satisfactorily corrected.
 

Please advise this office within 30 days of any actions planned or
taken to close the recommendations. We appreciate the courtesies

extended to the staff of Price Waterhouse and to our office.
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4. Road 261, 
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July 14, 1994 

Mr. Philippe Darcy

Regional Inspector General for Audit/Cairo
 
United States Agency for
 
International Development
 

Dear Mr. Darcy: 

This report presents the results of our engagement to perform a financial-relaled cost incurred auditof the accompanying fund accountability statement of the Foreign Relations Coordination Unit (-FRCU-)of the Supreme Council of Universities (OSCU") relating to project costs incurred on ProjectImplementation Letter ("PILO) No. 12 under the United States Agency for International DevelopmentMission to Egypt ("USAID/Egypt') University Linkages Project No. 263-0118 (*grant agreement') forthe period from June 1,1983 through December 31, 1992. 

Background
 

The University Linkages Project was established by USAID/Egypt under University Linkages ProjectNo. 263.0118, dated September 28, 1980. The purpose of the project was to assist Egypt inestablishing a granti commission capability within FRCU and to finance collaboration between UnitedStates and Egyptian Universities in problem solving activities. 

PIL No. 12. issued on June 16, 1982, supersedes paragraph three of PIL No. 5.dated August 28,
1981, which establishpd funding for initial "trial round" mini-linkages.
 

PIL No. 12, last amended on June 29, 1992, provided 24.360,574 Egyptian pounds ("LEO) and
S6,830,346 !* cover foreign exchange and local currency costs necessary for FRCU 
 to implement
FRCU authorized linkage activities through June 30, 1992. 

Engagement Objectives and Scope 

The objective of this engagement was to perform a financial-related cost-incurred audit ofUSAID/Egypt funds provided to FRCU of SCU on PIL No. 12 under the USAID/Egypt UniversityLinkages Project No. 263-0118 for the period from June 1,1983 through December 31, 1992.
Specific objectives were to determine whether: 

1. the fund accountability statement of FRCU related to PIL No. 12 presents fairly, in allmaterial respects, project revenues received and costs incurred for the period from June 1,1983 through December 31, 1992 in conformity with the applicable accounting principles; 

2. the costs reported as incurred by FRCU under PIL No. 12 and funded by USAID/Egypt areallowable, allocable, and reasonable in accordance with the terms of the grant agreement,
PIL. and USAID/Egypt regulations: 
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3. 	 the internal controls, accounting systems, and managmment practices of FRCU are adequate
for USAID/Egypt agreements; and 

4. 	 FRCU Is in comphiance, in all material respects, with the grant agreement, PIL terms, and 
applicable laws and regulations. 

Preliminary planning and review procedures began InAugust, 1993 and consisted of both discussions 
with the Regional Inspector General for Audit In Cairo personnel and FRCU officials and a review of
the grant agreement and PIL ho. 12. Fieldwork started inSeptember, 1993 and was completed in 
February, 1994. 

The scope of our engagement was all project costs incurred by FRCU on PIL No. 12 under theUSAID/Egypt University Linkages Project No. 263-0118. On a judgmental basis, we selected and
tested incurred costs of LE 1,985,238 and $ 6,587,648 out of total Incurred costs of LE 24,269,896
and S6,587,648, respectively. All costs tested were incurred during the period from June 1,1983
through December 31, 1992. Not included within the tested incurred costs are amounts which were
questioned and relate to variances between the auditee's books and records and the USAID/Egypt
billing, and other applicable income and cash items. 

Our tests of project costs incurred included, but were not limited to, the following: 

1. 	 reviewing direct costs billed to and reimbursed by USAID/Egypt, identifying and quantifying 
any questionable costs; 

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

3. 	 reconciling FRCU's project accounting records to invoices issued to USAID/Egypt; 

4. 	 reviewing procedures used to control project funds; 

5. 	 determinng that salary rates were reasonable, in accordance with those approved by
 
USAID/Egypt, and supported by appropriate payroll records;
 

6. 	 determining that travel and transportation charges were adequately supported and approved;
 
and
 

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

As part of our engagement, we made a study and evaluation of relevant internal controls and reviewed
FRCU's compliance with applicable agreements, laws, and regulations. 
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Reultb of Engagement 

Fund accountability statement: 

The scope of our engagement was not sufficient to enable us to express an opinion on theaccompanying fund accountability statement because: 1) FRCU's accounting records do not providesufficient evidence supporting cash transactions to permit the application of adequate auditingprocedures; 2) we identified material weaknesses in FRCU's Internal control structure concerning itsfinancial system which present the risk that errors, in amounts that could be material in relation to thefund accountability statement, may occur and not be detected within a timely period by employees inthe normal course of performing their assigned functions; and 3) we were unable to obtain a 
management representation letter. 

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

Our procedures identified S 8,549,911 ($116,491 in ineligible and $ 8,433,420 in unsupported costs),converted at applicable exchange rates, in questionable costs. 

Internal Control Sructure: 

Our engagement identified eight material internal control structure weaknesses. We recommend thatFRCU adopt procedures to: 1) improve controls surrounding the project's accounting records; 2)properly record USAID/Egypt disallowances; 3) ensure that the project director and/or the financialmanager review USAID/Egypt billings and project accounting records; 4) ensure that USAID/Egypt PILNo. 12 designated funds are not commingled ,vith funds from other sources; 5) reconcile projectfinancial records with bank statements and USAID/Egypt records; 6) control cash advances issued: 7)reconcile the linkage grant cards and general ledgers on a monthly basis; and 8) ensure compliancewith guidelines established in the FRCU policies and procedures manual. 

ComplianceWith Agreement Terms And Applicable Laws And Regulations: 

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

Our audit identified three material instances of noncompliance relating to FRCU's failure to: 1) billUSAID/Egypt on a cost reimbursable basis; 2) maintain adequate project books and records; and 3)
remit interest earned 
on project bank accounts to USAID/Egypt. 

Prior AuditReport Recommepdations: 

A report on the financial management capability and internal control system was issued by AhmedShawky & Co. in August, 1992 consisting of internal control system recommendations all of whichmanagement failed to adequately address. All recommendations included in the prior report, relatedto PIL No. 12, which are still applicable, have been included in the accompanying Report on Internal
Control Structure. 
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Managenent Comments 

FRCU management comments have been obtained and are included in Appendix Cof this report.We have either provided further clarification of our position, where necescary, in Appendix Dof this 
report or have adjusted the final report. 

This report is Intended for the information of FRCU's management and others within the organizationand the United States Agency for International Development. The restriction is not intended to limitthe distribution of this report which is a matter of public record. 
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REPORT OF INDEPENDENT ACCOUNTANTS 

February 10, 1994 

Mr. Philippe Darcy
 
Regional Inspector General for Audit/Cairo
 
United States Agency for
 
International Development
 

We were engaged to audit the accompanying fund accountability statement of the Foreign RelationsCoordination Unit ("FRCU') of the Supreme Council of Universities (ISCUO) relating to costs incurredon Project Implementation Letter ('PIL*) No. 12 under the United Slates Agency for InternationalDevelopment Mission to Egypt ('USAID/Egyptr) University Linkages Project No. 263-0118 ('GrantAgreement*) for the period from June 1, 1983 through December 31, 1992. The fund accountability
statement is the responsibility of FRCU's management. 

The scope of our work was not sufficient to enable us to express an opinion on the accomp'nyingfund accountability statement because: 1)FRCU's accounting records do not provide sufficientevidence supporting casn transactions to permit the application of adequate auditing procedures: 2)we identified material weaknesses in FRCU's internal control structure concerning its financial systemwhich present the risk that errors, in amounts that could be material in relation to the fundaccountability statement. may occur and not be detected within a timely period by employees in thenormal course of performing their assigned functions. These weaknesses are discussed further in ourReport of Independent Accountants on Internal Control Structure dated February 10, 1994: and 3) wewere unable to obtain a management representation letter. 

We did not have an external quality control review by an unaffiliated audit organization as required byparagraph 46 of Chapter 3 of Government Auditing Standards since no such quality control reviewprogram is offered by professional organizations in Egypt. We believe that the effect of this departurefrom the financial audit requirements of Government Auditing Standards is not material because we
participate in the Price Waternouse worldwide internal quality control program which requires the
Price Waterhouse Cairo office to be subjected, every three years, to an 
extensive quality control
review by partners and managers from other Price Waterhouse offices.
 

As described in Note 3, the accompanying fund accountability statement has been prepared on thebasis of cash disbursements. Consequently, expenditures are recognized when paid rather than whenthe obligation is incurred. Accordingly, the accompanying fund accountability statement is notintended to present results in accordance with accounting principles generally accepted in the United 
States of America. 

As more fully described in Note 51o the fund accountability statement, the results of our testsdisclosed the following questioned costs as detailed in the fund accountability statement:(1) S 116,491 in costs that are explicitly ineligible because they are not program related,unreasonable, or prohibited by the terms of the agreements: and (2) $ 8,433.420 in costs that are notsupported with adequate documentation or did not have the required prior approvals or authorizations. 
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0 
As a result of the matters referred to in the second paragraph of this report, the scope of our work 
was not sufficient to enable us to express, and we do not express, an opinion on the fund
 
accountability statemenL
 

Our engagement was conducted for the purpose of forming an opinion on the fund accountability
statement described in the first paragraph of this report. The supplemental information included in 
Appendices Aand 8 is preseaited for purposes of additional analysis and not as a required part of the
basic fund accountability statement. This information has been subjected to the procedures applied to 
the information contained in the basic fund accountability statement for which we disclaimed an 
opinion as noted above. Accordingly, we express no opinion on the supplemental information. 

This report is intended for the information of FRCU's management and others within the organization
and the United States Agency for International Development. The restriction is not intended to limit 
the distribution of this report which is a matter of public record. 
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Income and cash 

Expenditures: 
Salaries and wages 

Permanent equipment and supplies 
Travel 

Computer and other costs 

Total expenditures
Totals 

FOREIGN RELATIONS COORDINATION UNIT
OF THE SUPREME COUNCIL OF UNIVERSITIES 

PROJECT IMPLEMENTATION LETTER NO. 12UNDER THE UNIVERSITY LINKAGES PROJECT NO. 263-0118 

FUND ACCOUNTABILITY STATEMENT 
FOR THE PERIOD FROM JUNE 1. 1983 THROUGH DECEMBER 31. 1992 

Budget 
(Note2Q 

Actual 
(Note2 

Questioned CostsInegibe Unsupporle 
(Noe5) (Noe )Noe 

68,932 $ 608,092 

Findings
Refirence 

5I 

Finding A, Page 9 

$ 6,187,457 

8,193,607 

2,130,151 

2144652 

$ 6,064,997 

7,900,947 

2,417,748 

1,985,459 

$ 18655,867 36151433,420 47559 7,825,328 Finding B, Page 12 

The accompanying notes are an integral part of this fund accountability statement. 
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FOREIGN RELATIONS COORDINATION UNIT
 
OF THE SUPREME COUNCIL OF UNIVERSITIES
 

PROJECT IMPLEMENTATION LETTER NO. 12

FOR THE UNIVERSITY UNKAGES PROJECT NO. 263-0118
 

NOTES TO THE FUND ACCOUNTABIL.y STATEMENT
 

NOTE 1 . SCOPE OF STATEMENT: 

The fund accountability statement of FRCU of SCU includes all costs incurred by FRCU on PIL No. 12 under theUSAID/Egypt University Linkages Project No. 263-0118 for the period from June 1,1983 through December 31,
1992.
 

NOTE 2- SOURCE OF DATA:
 

The column, labeled "Budget", includes all USAID/Egypt approved costs for PIL No. 12 through June 30, 1992
and is presented for informational purposes only. The USAID/Egypt approved budget for PIL No. 12 included
amounts of 24,360,574 in Egyptian pounds and 6,830,346 in U.S. dollars. 
 The Egyptian pound amount hasbeen converted to U.S. dollars at the average exchange rate of 2.06 Egyptian pounds (see Note 4 below).column, labeled 'Actual, Theis the responsibility of FRCU's management and represents the cumulative'chargesbilled to and reimbursed by USAID/Egypt for PIL No. 12 for the period from June 1, 1983 through December
31, 1992.
 

NOTE 3- BASIS OF PRESENTATION:
 

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

NOTE 4 - FOREIGN EXCHANGE:
 

Costs incurred in Egyptian pounds have been converted to U.S. dollars at the average rate of 2.06 Egyptian
pounds (OLEN) to one U.S. dollar for all costs incurred for the period from June 1, 1983 through December 31,

1992.
 

NOTE 5- QUESTIONED COSTS: 

Questioned costs are presented in two separate categories - ineligible and unsupported costs - and consist ofaudit findings proposed on the basis of the te:ms of PIL No. 12, the grant agreement, and USAID/Egyptregulations. Costs in the column labeled " alligi-are supported by vouchers or other documentation but areineligible for reimbursement because they are not program-related, are unreasonable, or prohibited by theagreement or applicable laws and regulations. Costs in the column labeled *Unsupported" are also included inthe classification of *questioned costs" and relate to costs that are not supported with adequate documentationor did not have the required prior approvals or authorizations. Our procedures identified the following costsbilled to USAID/Egypt that are ineligiblo owunsupported which are presented in total, and not by budget lineitems, because the project's general ledger was maintained intotals only: 



NOTE 5. QUESTIONED COSTS (CONT.):
 

Inelii 
Questioned Costs 

Unsupported 

Items description 

A. Income and cash 

1. Unexpended advances billed to USAID/Egypt 
were returned to FRCU but were not deductedfrom the USAID/Egypt billings. 

2. Interest earned on the project bank account 
was neither returned to USAID/Egypt nordeducted from the USAID/Egypt billings. 

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

$ 68,932 

$ 335,427 

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

5. Expenditures for which the related checks were 
subsequently voided were not deducted from 
the USAID/Egypt billings. 272665 

Total income and cash 608092 

B. Expenditures 

1. Bank transfers made to either the linkage
grant's U.S.- based counterpart researcher's bank 
account or the related University's bank account 
for salaries and wages that were not supported with
evidence of receipt and in some instances the 
counterpart was not identified in either the
proposal or the contract and evidence of actualresearch performed was not available. 

2. Invoices and other supporting documents 
for equipment and supplies expenditures 
were not available. 

3. Supporting documentation was not availablefor computer and other costs expenditures. 

4. Supprting documentation was not available 
for airfare, hotel, per diems, and other 
transportation costs for the U.S.-based 
counterpart 

1,548,484 

3,400,123 

297,566 

1,341,475 
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NOTE 5 QUESTIONED COSTS (CONT.):
 

Questioned Costs 
Ineli.ible Unsuorted 

Item description 

B. 	 Expenditures (Cont.) 

5. 	 Advances paid to grantees were billed to USAID/

Egypt but were not supported with settlement
documents. 

$ 	 830,218 
6. 	 Advances paid to grantees exceeded the grantee's
budget. The excess is questionable. 


32,571 
7. 	 Salaries and wages were unsupported by payroll
sheets, evidence of receipt, and/or approvals. 
 55,886 
8. 	 Grantees paid and reported salaries and wages

in ercess of the maximum rate allowed in the
FRCU policy manual. The excess is questionable. 
 $ 12,896 
9. 	 Salaries and wages were paid to ainplcydes who
 

were neither identified on the proposal nor

supported with documents explaining the type of
work performed. 

13,308 

10. 	 Rewards and overtime pay were paid which were
 
neither included in the grantees' proposals nor
approved by FRCU. 

3;441 
11. 	 Salaries were paid to hourly employees without

time sheets to evidence that payments were based 
on an hourly rate of pay. Support provided was 
an internally-generated document with the nameof the employee and the amount received. 

116,041 

12. FRCU's policies and procedures manual stated 
that all equipment purchased should be 
individually listed by description and estimated 
cost and adequately justified in the supporting
documentation submitted with the grantee's
proposal. Permanent equipment should be limited 
to scientific and technical equipment not otherwise 
available at the grantee's university and general
purpose office equipment requires special justification.
Equipment was charged to USAID/Egypt which was not
listed by description in the proposal, were 
not of
either ascientific or technical nature, and for
which no special justification was made. 
 15,196 
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NOTE 5- QUESTIONED COSTS (CONT.): 

Questioned Costs 
Inelible Unsuported 

Item description 

B. Expenditures (Cont.) 

13. Procurement procedures, required by FRCU policy
and procedures manual, were not followed forequipment and supplies purchases. 

14. Purchase invoices were not addressed by thegrantees' name as required in FRCU's manual. 

15. Equipment purchases in excess of S1,000 
were neither listed separately in the grantee's
proposal nor was approval obtained from FRCUas required in the FRCU manual. 

16. Supporting documentation was not availablefor computer and other costs expenditures. 

17. Computer and other costs were not included inthe grantee's proposal or detailed budget. 

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

S 53,000 

55,182 

14,067 

3,496 

9,868 

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

20. Travel costs were neither included in the 
grantee's proposal nor was FRCU's approvalobtained. 

S 11,847 

21. Vehicle repairs, spare parts, petroleum,
and other vehicle and non-project related 
costs were charged to USAID/Egypt which 
were neither included in grantee's proposal
nor were these items eligible as per theFRCU policies and procedures manual. 

22. Sales taxes were paid by the grantees. 

4,335 

2,433 

23. Both travel and equipment and supplies
costs were not supported with invoices, 
receipts, etc. 24,266 
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NOTE 5 . QUESTIONED COSTS (CONT.): 

Questioned Costs 
Ineligibl Unsupported 

Item description 

H. Expenditures (Cont.) 

24. Costs were completely unsupported with 
invoices, vouchers, etc. or any documentation
Identifying the type of expenditure. 

25. Expenditures billed to USAID/Egypt wereuntraceable to the grantee's bank statements. 

26. Costs for acomputer screen filter, an 
advertising poster, and fines and penaltieswere charged to USAID/Egypt. 

Total expenditures 

TOTAL QUESTIONED COSTS 

$ 

S 

852 

47,559 

116.491 

7,586 

18,750 

7,825,328 

$ 8433,420 
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REPORT OF INDEPENDENT ACCOUNTANTS 
ON INTERNAL CONTROL STRUCTURE 

February 10, 1994 

Mr. Philippe Darcy 
Regional Inspector General for Audit/Cairo 
United States Agency for 
International Development 

We were engaged to audit the fund accountability statement of the Foreign Relations Coordination Unit("FRCU") of the Supreme Council of Universities ("SCU") relating to costs incurred on Project ImplementationLetter ('PIL') No. 12 under the United States Agency for International Development Mission to Egypt("USAID/Egypt') University Linkages Project No. 263-0118 (,Grant Agreement') for the period from June 1.1983 through December 31, 1992, and have issued our disclaimer report thereon dated February 10, 1994.Our report indicated that the scope of our work was not sufficient to enable us to express, and we do not 
express, an opinion on the aforementioned fund accountability statement. 

We did not have an external quality control review by an unaffiliated audit organization as required byparagraph 46 of Chapter 3 of Government Auditing Standards since no such quality control review programs isoffered by professional organization in Egypt. We believe that the effect of this departure from the financialaudit requirements of Government Auditing Standards is not material because we participate in the PriceWaterhouse worldwide internal quality control program which requires the Price Waterhouse Cairo office to besubjected, every three years, to an extensive quality control review by partners and managers from other Price
Waterhouse offices. 

In planning and performing our engagement, we considered FRCU's internal control structure related to PILNo. 12 to determine our procedures for the purpose of expressing an opinion on the fund accountability
statement and not to provide assurance on the internal control structure. 

The management of FRCU is responsible for establishing and maintaining an internal control structure. Infulfilling this responsibility, estimates and judgments by management are required to assess the expectedbenefits and related costs of internal control structure policies and procedures. The objectives of an internalcontrol structure are to provide management with reasonable, but not absolute, assurance that the assets aresafeguarded against loss from unauthorized use or disposition, and that transactions are executed inaccordanco with management's authorization and in accordance with the terms of the agreements, andrecorded properly to permit the preparation of reliable fund accountability statements and to maintainaccountability over the entity's assets. Because of inherent limitations in any internal control structure, errorsor irregularities may nevertheless occur and not be detected. Also, projections of any evaluation of thestructure to future periods are subject to the risk that procedures may become inadequate because of changesin conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate. 
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For the purpose of this report, we determined the significant Internal control structure policies and proceduresto be in the categories of cash and fund custody, expenditure disbursements, project accounting, and
equipment and supplies procurement and safeguarding. 
 For these internal control structure categories cited,we obtained an understaiding of the design of relevant policies and procedures and whether they have beenplaced in operation, and we assessed control risk. 

We noted certain matters involving the internal control structure and its operation that we consider to bereportable conditions under standards established by the American Institute of Certified Public Accountants.Reportable conditions involve matters coming to our attention relating to significant deficiencies in the designor operation of the internal control structure that, in our judgment, could adversely affect the organization'sability to recnrd, process, summarize, and report financial data consistent with the assertions of managementin the fund accountability statement. Our engagement disclosed the following conditions we believe constitute
reportable conditions: 

REPORTABLE CONDITIONS 
1. Controls surrounding the recording of expenditures in the project's accounting records were weak.FRCU's accounting records consisted of a set of general ledgers which were manually posted. As billingsto USAID/Egypl were prepared from these ledgers, their accuracy and reliability should not becompromised. We found the preparation of the billings to be careless and poorly documented. As aresult, we were unable to trace the billing amounts to the general ledgers and discrepancies between thebillings and the general ledgers could not be explained. 

Specifically, we noted the following weaknesses in the project's accounting records: 

" General ledger entries and totals were recorded in pencil." General ledgers were maintained by total amount of expenditures only and not by budget line item.* General ledger entries, specifically debits, were not identified, described or supported. FRCU couldnot explain or account for the source of these entries." Voided checks were posted as expenditures to the ledgers and yet there was no evidence or recordto determine if these amounts were deducted from the billings.* Adjustments were made to the general ledger amounts without approval or explanation. Because ofthis, we were often unable to locate the supporting documents or determine the reason for 
adjustments.

" The project did not maintain a check register or cash log. Without this documentation, the projectcould not verify the cash balance or review and reconcile the project bank accounts.* FRCU did not maintain a complete set of USAID/Egypt billings nor were the billings serially
numbered.

" Billings were prepared and submitted with hand written corrections and often without the executive 
director's approval." Vouchers, general ledger totals, and billings were not reviewed for mathematical accuracy. Wenoted that the total expenditures recorded in the general ledgers were incorrect and mathematical errors were discovered on the billings by USAID/Egypt.* Financial and accounting duties were not properly segregated. The financial manager wasresponsible for preparing the vouchers, receiving revenues, posting to the general ledgers, preparingand distributing checks, and preparing the USAID/Egypt billings. 
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We recommend that the project Improve the system of controls surrounding the accounting records. 
Specifically, the project should: 

* Record all entry descriptions, entry amounts, and totals in the general ledgers in ink.
* Record all expenditures by the budget line items.

* 
 Fully document all entries to the general ledgers with cross references lo complote vouchers.
• Record, document, and obtain approval for all adjustments to the general ledgers.
* Maintain a check register or cash log and review monthly ftr outsanding checks.* Record all voided checks from the check register and ensure that these amounts are not included in

the USAID/Egypt billings.
* Serially number the USAID/Egypt billings and maintain a complete file of the billings.
* Ensure that billings are accurate, typed and approved by the executive director prior to being

submitled to USAID/Egypt.
* Review all vouchers, general ledger totals, and billings for mathematical accuracy and evidence the 

review on all documents and vouchers. 
* Properly segregate incompatible duties to provide for a sound system of checks and balances. 

* * * t W 

2. The oroject did not record disallowances of expenditures made by USAID/Egypt against billings submittedby the project. Because of this, amounts disallowed by USAID/Egypt may be rebilled by the project or may not be properly refunded to USAID/Egypt from funds provided by the Government of Egypt ('GOEI). 

Recommendation 2 

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

V * . & 

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

• Billings submitted to USAID/Egypt, 
• Accounting records and project ledgers, and 
* Vouchers. 

A good system of internal controls should include the involvement of project management to ensure thatentries into the accounting system are valid, supported and advance the objectives of the project. As themanagement of the project establishes the control environment, their direct involvement will help ensure 
that proper controls are followed by all project personnel. 
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We recommend that the project director and the financial manager review all billings to USAID/Egypt,project accounting records, vouchers and ledgers. This review should be performed on at least a monthly
basis with exceptions and discrepancies noted for proper follow-up. 

4. The project transferred funds betweo PILs los. 12 and 13. This made it difficult for the project toensure that only allowable expenditures under the grant agreement and the PILs were made from the
respective PILs funds. 

Recommendation 4 
We recommend that the project ensure that USAID/Egypt revenues received for PIL No. 12 are disbursed 
only for PIL No. 12 expenditures. 

5. FRCU did not reconcile financial records with ither bank tateamt or USAID/Egypt records during theentire audit period. We found errors and discrepancies among the different sets of recurds that were not
documented and could not be explained. 

Recommendation 5
 
We recommend that FRCU perform bank reconciliations on a monthly basis and document any
discrepancies. Additionally, the project should reconcile their accounting records with USAID/Egypt
records on a quarterly basis. 

6. Cash advances were made to the linkage grants in excess of the ninety-day cash needs requirement and 

the expenditures were not reported on a quarterly basis as required by FRCU policy. 

Recommendation 6 
We recommend that the project establish controls over all aspects of cash advances. Specifically, FRCUshould make cash advances for ninety days' cash needs only as required by FRCU policy. Theseadvances requests should be reviewed for reasonableness. Additional advances should not be granted
until the prior advance has been settled. 

16
 



0
 
7. Adnances and reported mpenditurus were posted to the general ledgers as well as the individual linkagegrant cards yt o recanciliat. was performed. As noted above, the general ledgers were recorded bytotal amounts only, not by budget line item, therefore the grant cards were the only source of data thatcould be used to determine the expenditures by budget line item. Additionally, these cards were the onlysupporting records available for the advances. 

We recommend that the project reconcile the linkage grant cards and the general ledgers on a monthlybasis. Reconciliations would provide a reasonable assurance that accurate entries had been made
both sets of records for cash transactions. 

on 

8. Controls surrounding the evaluation, acceptance and reporting requirements of linkage grants were wea.FRCU, with the assistance of a contractor, established a comprehensive grant policies and proceduresmanual for use by FRCU staff, committees, and Egyptian university linkage grantees. This manualexplicitly states the specific information required for all linkage grant proposals. the evaluation andselection process, and the progress and financial reporting requirements. We noted instances in whichthese policies and procedures were not followed. Specifically, we found instances of the following: 

* Proposals and contracts did not include sufficient and complete data. The names, positions, andsalaries of staff were not identified. The facilities and equipment needed were not complete.* There was no evidence of proper evaluations by FRCU. 
* The selection criteria were not applied.

* 
 Grantees did not submit the required quarterly progress and financial reports.* Grantees did not submit sufficient support for the reported expenditures.* Grantees did neither obtain approval nor was documentation available for changes in staffing and 

budgets. 

Recommendation 8 

We recommend that FRCU ensure compliance with all guidelines established in the policies and
 
procedures manual.
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Amaterial weakness is a reportable condition in which the design or opeation of one or more of the internalcontrol structure elements does not reduce to a relatively low level, tha risk that erors or irregularities inamounts that would be material Inrelation to the fund accountability statement being audited may occur andnot be detected within a timely period by employees in the normal course of performing their assigned
functions. 

Our consideration of the internal control structure would not necessarily disclose all matters in the internalcontrol structure that might be reportable conditions and, accordingly, would not necessarily disclose allreportable conditions that are also considered material weaknesses as defined above. We believe that all thereportable conditions described above are material weaknesses. 

This report is intended for the information of FRCU's management and others within the organization and theUnited States Agency for International Development. The restriction isnot intended to limit the distribution ofthis report which is a matter of public record. 
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4. Road 261. TELEPHONE: 3520 123, 3530837New Maadi. FAX.Cairo. Egypt (02) 3530 915TELEX: 20121 PW UN 
23432 PW UNTELEGRAPH: PRICEWATER 

CAIRO C.R. 

PriceWaterhouse t 
REPORT OF INDEPENDENT ACCOUNTAIT


ON COMPLIANCE WITH LAWS AND REGULATIONS
 

February 10, 1994 

Mr. Philippe Darcy

Regional Inspector General for Audit/Cairo

United States Agency for
 
International Development
 

We were engaged to audit the fund accountability statement of the Foreign Relations Coordination Unit(*FRCU') of the Supreme Council of Universities ('SCU') relating to costs incurred on Project ImplementationLetter ('PIL*) No. 12 under the United States Agency for International Development Mission to Egypt('USAID/Egypt*) University Linkages Project No. 263-0118 ('Grant Agreements) for the period from June 1,1983 through December 31. 1992, and have issued our disclaimer report thereon dated February 10, 1994. Ourreport indicated that the scope of our engagement was not sulficicnt to enable us to express, and we do notexpress, an opinion on the aforementioned fund accountability statement. 
We did not have an external quality control review by an unaffiliated audit organization as required byparagraph 46 of Chapter 3 of Government Auditing Standard since no such quality control review program is
offered by professional organizations in Egypt. 
 We believe that the effect of this departure from the financialaudit requirements of Government Auditing Standards is not material because we participate in the Price
Waterhouse worldwide internal quality control program which requires the Price Waterhouse Cairo office to be
subjected, every three years, to an extensive quality control review by partners and managers from othr PriceWaterhouse offices. 

Compliance with laws, regulations, contracts and grants applicable to the FRCU project is the responsibility ofFRCU's management. As pan of obtaining reasonable assurance about whether the lund accountabilitystatement is free of material misstatement,
laws, regulations, contracts and grants. 

we porformed tests of FRCU's compliance with certain provisions of
However, the objective of our engagement of the fund accountability
st3tement was not to provide an opinion on overall compliance with such provisions. Accordingly, we do not
expfess such an opinion. 
Material instances of noncompliance are lailures to follow requirements or violations of prohibitions containedin laws, regulations, contracts, or grants that cause us to conclude that the aggregation of the misstatementsresulting from those failures or violations is material to the fund accountability statement. The results of ourtests of compliance disclosed the following material instances of noncompliance, the effect of which areincluded as questioned costs in the fund accountability statement of FRCU for the period from June 1,1983through December 31, 1992. 

1. The project advance billed USAID/Egypt. FRCU advanced cash to the linkage grantees and charged theadvance to USAID/Egypt. We noted that the grantees did not settle the related expenditures until up toIwo years from the date of receipt of funds. Furthermore, upon FRCU's receipt of the unliquidated
advances, we found no evidence that these amounts were deducted from the USAID/Egypt billings. The
unliquidated advance amounts total S 335,427. 
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The agreement between USAID/Egypt and the FRCU project is a cost-reimbursable agreement. Advancebillings are not permissible. The definition for a cost-reimbursable contract as stated in the FederalAcquisition Regulations are those which m... provide for payment of allowable incurred costs..' and is mostsuitable for situations when the *accounting system is adequate for determining the costs applicable tothe contract' Cost estimates are most suitably used when the contract is fixed-price. 

Billings submitted to USAID/Egypt for reimbursement for payables are not only a contract principlesviolation, but might lead to a situation whereby USAID/Egypt is billed for amounts that were neither
incurred nor paid for by the project. 

Recommendation 1 

We recommend that FRCU discontinue billing payables. 

2. The project failed to maintain books and records as required by the grant agreement. The details of thequestioned costs relating to S 8.433,420 of unsupported costs are identified in Note 5 to theaccompanying fund accountability statement. Specifically, we noted that the project failed to maintain acomplete record of the following: 

• USAID/Egypt disallowances:
 
" Bank statements:
 
o Bank deposit slins: 
, Support for revenues received: 
• USAID/Egypt billings: and 
• Vouchers. 

Recommendation 2 
We recommend that the project maintain books and records in accordance with generally accepted accountingprinciples and practw;es. The project should also maintain documentation to verily the receipt and use of
goods and services acquired under the grant.
 

3. 
 Interest earned on project bank accounts of $ 68,932 was neither deducted from USAID/Egypt billings nor
 

remitted to USAID/Egypt. 

Recommendation 3 
Interest arned on funds advanced to the project by USAID/Egypt should be remitted to USAID/Egypt or 
alternatively deducted from the billings on a quarterly basis. 
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As discussed in our report on the fund accountability statement dated February 10, 1994, the scope of ourwork was not sufficient to enable us to express an opinion on the fund accountability statement because:1) FRCU's accounting records do not provide sufficient evidence supporting cash transactions to permit theapplication of adequate auditing procedures; 2) we identified material weaknesses in FRCU's internal controlstructure concerning its financial system which present the risk that errors, In amounts that could bematerial In relation to the fund accountability statement, may occur and not be detected within a timely periodby employees in the normal course of performing their assigned functions; and 3) we were unable to obtain amanagement representation letter. Since the scope of our testing was limited, we are unable to determine,and thus give no assurance about the degree to which FRCU complied with laws and regulations which mighthave a material effect on the fund accountability statement. 

This report is intended for the information of FRCU's management and others within the organization and theUnited Slates Agency for International Development. The restuiction is not Intended to limit the distribution ofthis report which Is a matter of public record. 
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ADDITIONAL INFORMATIONFUND ACCOUNTABILITY STATEMENT AS INCURRED IN EGYPTIAN POUNDS 
AND U.S. DOLLARSFORTHE PERIOD FROM JUNE 1. 1983THROUGH DECEMBER 31. 1992 

LETtli 
Bude 

Actualuestioned 

culIneligible 

L tai LTtan;L 

Costs 
-Unsupported 

E Total in..__ 

Enoend sh 

Expenditures: 
LE 142,000 $ 68,932 LE 1,252,668 $ 608,092 

Salaries and wages LE 9,463,514 $ 1,593,519 $ 6,187,457 LE 9,304,016 $ 1,548,484 $ 6,064,997 

Permanent equipmentand supplies 9,162,809 

Travel 2,212,445 

Computer andother costs 3521806 

eTpdtaques97"--b"e-7!971
Total questionable 

3,745,641 

1,056,149 

435037 

8,193,607 

2,130,151 

_214652 

9,271,698 

2,217,122 

_ 477060 

3,400,123 

1,341,475 

__27566 

7,900,947 

2,417,748 

1,985,459 

expenditures 

ToasLE 24,360,574 $ 6,830,346 $ 1865.7
65,8 L.E 24,269,9 $.6587,648$6649 $ 18.369,151 LE 

97,971 

~16913,80229 

47,559- 2,549,624 
L 2 4 

L 829LE_ 

6,587,648 7,825,328 
$ 7 &8 $ 

574$_L8,4 $, 8,43362 
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PROJECT IMPLEMENTATION LETTER NO. 12FOR THE UNIVERSITY UNKAGES PROJECT NO. 263-0118 

ADDITIONAL INFORMATION
QUESTIONED COSTS DETAJL OF AMOUNTS AS INCURRED
 

INEGYPTIAN POUNDS AND U.S. DOLLARS
 

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

Questioned CostsConverted to U.S. Dollars incurred Incurred 
Ineliibl Unsuorted InLE In U.S. dollars 

A. 	 Income and cash 

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

Due to the vast amount of information 
supporting this finding, detail has notbeen 	included. 

$ 335,427 LE 690,979 
2. 	 Interest earned on the project bank account 

was neither returned to USAID/Egypt nor

deducted from the USAID/Egypt billings.
 
12/91 Entry # 160 
 $ 68,932 142,000 

3. 	 Based on FRCU management's comments received

subsequent to the issuance of the draft report,

this finding has been removed. 

4. 	 Based on FRCU management's comments received

subsequent to the issuance of the draft report,

this finding has been removed. 

5. 	 Expenditures for which the related checks were

subsequently voided were not deducted from

the USAID/Egypt billings.
 

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

Total 	income and cash 6893 	 272,l66 561,689608.0,092 1,394,668. 
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Questioned Costs Converted to U.S. Dollars
Ineli.i Unsupported 

Incurred 
InLE 

Incurred 
In U.S. dollars 

Item description 

B. Expenditures 

1. Bank transfers made to either the linkage
grant's U.S.- based counterpart researcher's bank
account or the related University's bank accountfor salaries and wages that were not supported with
evidence of receipt and Insome Instances the
counterpart was not identified in either the proposal
or contract and evidence of researchperformed was not available. 

2. Invoices and other supporting documeits for
expenditures for equipment and supplieswere not available. 

3. Supporting documentation was not available forexpenditures for computer and other costs. 

4. Supporting documentation was not available forexpenditures for airfare, hotel costs, per diems,
and other transportation cost for the U.S.-basedcounterpart. 

5. Advances paid to grantees were billed to USAID/
Egypt; but, not supported with settlement documents. 

1,548,484 

3,400,123 

297,566 

1,341,475 

1,548,484 

3,400,123 

297,566 

1,341,475 

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

6. Advances paid to grantees exceeded the grantee's
budget. The excess is questionable. 

830,218 LE 1,710,250 

LinkageGrant# Amount 
90077 LE 2,400
90009 1,916
89019 41,598
830106 47 
89006 Z1,13§Total LE 67,097 

7. Salaries and wages were unsupported by payroll
sheets, evidence of receipt, and/or approvals. 

32,571 67,097 

Due to the vast amount of Information 
relating to this finding, detail has 
not been included. 

55,886 115,125 
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-QuestionedCosts Converted to U.S. Dollars
In.lllbe Unsupported 

Incurred 
In LE 

Incurred 
InU.S. dollars 

Item description 

B. Expenditures (ConL) 

8. Grantees paid and reported salaries and wuges
Inexcess of the maximum rate allowed in theFRCU policy manual. The excess Is questionable. 

Due to the vast amount of Information 
supporting this finding, detail hasnot been included. $ 12,896 LE 26,565 

9. Salaries and wages were paid to employees who 
were neither Identified on the proposal nor
supported with documents explaining the type of 
work performed. 

Due to the vast amount of information 
supporting this finding, detail hasnot been included. 

13,308 27,415 
10. Rewards and overtime pay were paid which were

neither included in the grantees' proposals nor 
approved by FRCU. 

Due to the vast amount of Information 
supporting this finding, detail has not 
been included. 3,441 7,088 

11. Salaries were paid to hourly employees without
time sheets to evidence that payments were based 
on an hourly rate of pay. Support provided was an Internally-generated document with the name
of the employee and the amount received. 

Due to the vast amount of Information 
supporting this finding, detail has not 
been included. 

116,041 239,045 
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Questioned Costs Converted to U.S. Dollars 
Ineliible Unsupported 

Incurred 
In LE 

Incurred 
InU.S. dollars 

Item description 

B. Expenditures (ConL) 

12. FRCU's policies and procedures manual stated
that all equipment purchased should be
Individually listed by description and estimated 
cost and adequately justified in the supporting
documentation submitted with the grantee's
proposal. Permanent equipment should be limited
to scientific and technical equipment not otherwise
available at the grantee's university and general
purpose office equipment requires special
jus1ification. 

Equipment was charged to USAID/Egypt which wasnot listed by description in the proposal, 
were not of either a scientific or technical 
nature, and for which no special justification 
was made. 

Due to the vast amount of information 
relating to this finding, detail has notbeen included. 15,196 LE 31,304 

13. Procurement procedures, required by FRCU policy
and procedures manual, were not followed for
equipment and supplies purchases. 

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

14. Purchase invoices were not addressed by the
grantees' name as required in FRCU's manual. 

$ 53,000 109,180 

Due to the vast amount of Information 
supporting this finding, deta' has noi 
been included. 55,182 113,674 
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Questioned Costs Converted to U.S. Dollars 
Ineliible Unsuported 

Incurred 
In LE 

Incurred 
In U.S. dollars 

item description 

B. Expenditures (Con.) 

15. Equipment purchases Inexcess of $ 1,000 
were neither listed separately Inthe grantee's
proposal nor was approval obtained from FRCU 
as required in the FRCU manual. 
Equipment purchases questioned less than $1,000 

were not listed in the project proposal. 

Settlement # Amount 

53/91 
53/91 
63/91 
10/88 
10/88 
29/91 
29/91 
29/91 
29/91 
48/88 
46/91 
46/91 
210/90 
137/92 
137/92 
137/92 
137/92 
137/92 
137/92 
137/92 
137/92 
137/92 
201/90 
283/92 
283/92 
283/92
Total 

LE 325 
1,659 

722 
1,400 

399 
812 

1,000 
200 
199 

2,260 
588 
922 

4,488 
215 
200 
404 
207 

1,351 
295 
600 
357 
200 

9,535 
346 
130 
165

LE 28,979 14,067 LE 28,979 



Appendix B 
Page 6 o 

Questioned Costs Converted to U.S. Dollars Incurred IncurredInelolbl Unsupported InLE InU.S. dollars 

,Rem description 

B. 	 Expenditures (Cont.) 

16. 	 Supporting documentation was not available fc
 
expenditures for computer and other costs.
 

Settlement # Amount 

60/89 LE 	 200
60/89 200
60/89 200
60/89 100
60/92 50
60/92 100
60/92 125
60/92 100
60/92 125
60/92 100
231/92 250
257/92 320
125/92 2,000
122/92 500
205/92 13
18/88 28

107/88 35
137/92 200
137/92 250
137/92 200
50/92 1,106

175/92 200
175/92 200
102/88 300
102/88 300Total LE 7,202 $ 3,496 LE 7,202 

17. 	 Computer and other costs were not Included in
the grantee's proposal or detailed budget. 

Settlement # Amount
137/92 LE 	 250
137/92 195
137/92 9,745
283/92 9,889
137/92 250Total LE 20,329 9,868 20,329 
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Questioned Costs Converted to U.S. Dollars 
Inelibl Unsupported 

Incurred 
In LE 
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Incurred 
In U.S. dollars 

L E*zpditus (CoaL) 

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

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

20. Travel costs were neither Included in the
grantee's proposal nor was FRCU's approval
obtained. 

Settlement # Amount 

67/92 LE 5,594
68/92 5,594
205/92 13
80/92 4,770
84/92 4,770
78/92 3,664Total LE 24,405 

21. Vehicle repairs, spare parts, petroleum,
and other vehicle and non-project related 
costs were charged to USAID/Egypl which 
were neither included in grantee's proposal 
nor were these items eligible as per the 
FRCU policies and procedures manual. 

$ 11,847 LE 24,405 

Due to the vast amount of inlormation 
relating to this finding, detail hasnot been Included. 

22. Sales taxes were paid by the grantees. 

4,335 8,931 

Settlement # Amount 

22/85 
46/91 
46/91 
46/91

117/92 
208/92 
257/92 
257/92 
203/92 
203/92 
131/92 
131/92 
131/92
Total 

LE 1 
11 
6 

10 
9 
9 

168 
30 

1,182 
11 

3,409 
99 
66

LE 5,011 2,433 5,011 
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Questioned Costs Converted to u.S. Dollars Incurred
htem description n Unsunported InLE 

Incurred 
In U.S. dollars 

3. Expenditures (Coat) 

23. Both travel and equipment and supplies
costs were not supported with invoices,
receipts, etc. 

Due to the vast amount of information 
supporting this finding, detail has notbeen included. 

$ 24,266 LE 49,988 
24. Costs were completely unsupported with

invoices, vouchers, etc. or any documentation 
identifying the type of expenditure. 

Due to the vast amount of information 
relating to this finding, detail hasnot been included. 

7,586 15,627 
25. Expenditures billed to USAID/Egypt were

untraceable to the grantee's bank statements. 

Due to the vast amount of information 
supporting this finding, detail has 
not been included. 18,750 38,625 

26. Costs for a computer screen filter, an
advertising poster, and fines and penalties 
were charged to USAID/Egypt. 

Settlement # Amount 

10/88 
30/88 
31/88 
31/88
Total 

Total expenditures 

TOTAL QUESTIONED 

LE 5 
1,000 

400 
350

LE 1,755 $ 852 

4759 

$ 116491 

7,825328 

$ 8,433,420 LE 

1,755 

2,647,595 

4,042,263 

6,587,648 

$ 6,587,648 



FOREIGN RELATIONS COORDINATION UNITOF THE SUPREME COUNCIL OF UNIVERSITIES 

PROJECT IMPLEMENTATION LETTER NO. 12UNDER THE UNIVERSITY LINKAGES PROJECT NO. 263-0118 

MAHAGEMENT COMMENTS 

Appendix C 
Page 1 of 20 

PROJECT IMPLEMENTATION LETTER NO. 12
FOR THE UNIVR-qr-yf[NhKAGE PROJECTNO. 63-0118 

FUNDRCCOOUNTRBIL ITF STgTMNT 

A- USA~rl/EGyPT~RE ENU/£ R. :v 

-A (LE) & A/S (LE) TOGETHER 

Refunded amounts accordnz to PW were for a total of LE 699,881.Canceled checks according to PW report were for a total of LE 561.689. Thusthe total amounts that should have been deducted from billings to USAIDare LE 1,261.670 ( LE 699,881 - LE 561.689 ). 
FRCL" wishes to demonstrate that this amounts were deducted fromAID billings although this was not done on a regular monthly basis but at afew crincal points in tne life of :.;e Project. 

a) In Octooer 1990 AID moved from a system in which it made threemonth revolving advances to the .-IBsystem (Protocoi for Cash Advances).At that nine the Oc:ober proiecr expenditures were for a total of LE 871,952.The voucher to AID was tor onuv LE 388,783. The difference deducted of LE
463,169 accounts for rerunds ann canceten cnecKs 1See attached copy of theGeneral Lecier tor Octooer 1990'. 

b) A Similar deduction for reiuncis ano canceied checks was appliedin June 1991 the ,neretroal expenaitures were LE 108,778. Thereported amount to AID was LE 91,078 oniv with a deduction of LE!7.700 for sucn refunds ana cancelled checks. 
C) The June 1992 project expenditures were for a totai of LE ZZ2.7730.6'see the aL'acned cov of the rune .192 page of the G,'L showing,oral expenditures of LE 2.272.730.6i. This has to be reduced by LE1.77,6 (relating to PIL 13 and entered in G,'L of PIL 12 bv rrustakeu roperiv biled to L'SAID). Thus te total Tune 1992 expenituresunder PIL 12 = LE 2.272.733.6 - LE :7,.776 = LE 2.:'20,056 

The June 1992 expenditures reported to AID were for LE 1,583,988.18,reported in two vouchers for June 1992: the first one for LE 767,430.15and the second for LE 516,558,03j. The difference between the 

(1) 

1k 
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expended amount and the amount billed to AID is LE 516,967.82and represents the deductions ior reiunaed settlements returned to
FRCU. 

d) 	 The total amount of refunds calculated by PW (LE 699,881) incorrectlyincluded three amounts that should have not been included asrefunds as explained bellow : 

i) 	 LE 115 : Tax withholding as explained in the responsefinding A/1 in PIL 13. 	 to
This is an amount that is withholdby the FRCU and grantees as buyers trom suppliers on behalfof the GOE. The amounts are deposited in the bank accountuntil enough withholding are collected and paid to the GOE. 

ii) LE 	3753 : These are canceled checks that were replaced bysubstitute checks and they are inciuded in tne USAiD billingsonly once. The amount should not be considered as incometo the FRCU since anotmer cneck in the same amount orgreater will be issued b%, the FRCL" ana nor included in the 
future. 

iii) An 	amount of LE 989 appearing n the G, L was misread bythe PW staff as LE 9890' *The cufference snould be corrected
jar. It is eauai to LE 9890 - LE , LE . 

The sum of these corrections 
I , I LE 115 
ii) LE 5,753 
ii L20 

LE 14,770
Thererore refunds and canceiedt checks to ve a,,:,lunret, tor LE 1.261,670 
Minus Correction 

This is the amount that has to De iusitifed LE 1.246.900 
Minus deduction in Oct. 1990 voucher a) -L4R169 

763,731 
Minus deduction in iune 91 voucner til . 

746,03 
Minus deduction m June 92 voucher ici 516,967.82 

229,06318 

(2) 
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Minus S 176,910 in cancelled settlements (see attachnents) -. Z6,21 

S52,153This explains LEI)209,516 out of the LE 1,261,670 under this finding.
The questioned amount should therefore be reduced to LE 52.153. 
A check is being issued to USAID for this amount. This resolves this finding. 

A/1 (S) & A/5Similar to the LE portion of the PIL we respond to A/1 (S)and A/I (LE)together i.e. the S 1,137,267 of A/1 plus the S 151,712 giving S1,288,974explain it below. 
2gvn ,8,7 n 

As for thereport as amount totalling S 1,137,267 whichadvanced amounts was mentioned by PWunder the column titledin their working papers "research settlements"titled "FRCU Income", FRCUL disagrees completelywith this finding, as in fact these amounts are not amounts related to grantadvances at all. 

There are no advances under the 5 part oi thesettlements. PIL and thereforeThe S 1,137,267 shouid therefore not be placed tnder the researchsettlements' column. 

Part of this amount (S381,451) related to letters of credit that have beenooened for the importation of research e .uimentduring the last few monthsof the project. The FRCU was advised b;, Dr. Gohar, theOfficer, that these expenditures USAIDl Project 
USAID ifth
equipment arrived in Cairo after the 

would 
Project 

notbe 
Activit 

allowed by 
Co...


which was June:30, 1992, 
D P the 

and therefore 
So FRCU had toproce topaneltie's e.p cDmetclosed out the letters of credit fc; Itihs ~ueet.important for FRCU to mention here that. this cioseour process took severalmonths and is being reported in a. final.voucher that is coming to USAID for3189,322 out of which S 636,645 are additional expenses and S 447,323settlements refunds areand cancelled 

S447,323 
checks (see attached voucher). Of therefunded amount, there is S 38 151, under permanent equipmentina supplies line item because of cancelling the lettiurs o credit as mentionedabove. In the following we explain the S i,2SS,97-o4.


As for the details of the S !.2S8,974. :l
: 'CL.,,ose resuonses 

Amount in US s Ent-v No, i.ie 

a) 34,113 73 August/64
b) 6,446 74 Aucus:/S4 

These n amounts were 

(3) 
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mistakenly deducted by the 
bank (see entry No. ) and 
were later returned to the
bank account. So both 
amounts have nothing to do
with the project or grant 
account, or the total amount 
in the report. 

C) 200000 96 October/84 This amount is a USAID 
payment to FRCU. It is not 
asettled advance as recorded 
in PW report. ( attached is a 
copy of the check and its 

d) 201918 117 November/84 

deposit slip of the bank). This 
is an error in recording the 
order (see copy of the 
relevant page of the G/L) 

This amount is not related 
to the entry No. 117. The 
amount under entry " 117 is 
$ 1675 The S 201,918 is the 
total of the bank account debit 
side in that page of the GiL 
that has the entry No. 117.
The PW member mistakenlv 
read this as entry # 117. 

e) 122162 331 December/86 This amount is not a regular 
research advance settlement 
as mentioned in the PW 
•wvorking papers and should
thereiore not be included in
the total amount of grant 
settlements. The explanation 
of this amount is as follows : 
Prior to 1990 the LE portion
of the PIL received three
month revolving advances. 
FreOuentlv there were 
significant 
issuance or 

delavs in the 
these advance

checks. As a cash 
management procedure, the 
FRCL used to utilize the cash 

(4) 
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already advanced under
different PILs (or different 
accounts under the same PIL)
to respond to other 
immediate project needs
(which are properly
authorized under the 
different PILs or under
different accounts of the 
same PIL) and then later 
return those amounts to the 
proper accounts originally 
debited as soon as the 
advance 
 is received. 
Settlement number 331
records the return of such an 
amount to the PIL 12 account 
:rom which it was taken. It
is therefore not a revenue to:he FRCU but merely the 
return of an amount that was 
:aken out at an earier date 
as entry 275. Because the 
entry is entered twice one of 

Total S564,639 :hem is canceiled. 

A/ (q) -A/5 (5) 
Amount addressed in the finding 

1.253.974
 
M inus Correction in 
 (a)- b)- ,c) - ) ,64o.4 

This is the amount that has to be lusfiCea -7:4,335 

Minus returned amount in last voucher (iattacetL1 " 

; 17.011 
FRCU has already refunded USAID S 359.3.E(H (see attached which coversthis return pius other aoiustments I S F..S9, ,:wncn S 35.023 are under

B/3). 

Thus the FRCU considers this findini resoivec. 

(5) 
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A/2
 

The interest payments on the dollar account was converted to LE andwas transferred to N.I. B. to be taken in consideration by deduction from the
last billing to USAID. The cumulative was LE 108,016. 
 (A check to USAID is
being issued for LE 108,016).
 

All 

FRCU disagrees as the total amount or the USAID fund which is recorded
in the PW working papers with the amount of LE 19,219,743 is wrong due to
an error calculation. The right total is LE 27,355,743. So this finding forLE5.050.153 should be canceled, 

This error resulted from an addition error in the FRCU income statementprepared by PW on the page starting with a total of received checks of6,819,619 (from the previous page) brought from 
S 

(Aug. & Seo. 88). Whenadded to the two other received checks by the FRCU from LSAID on thispage for LE 150,000 and LE 718,600 should give a total for this page of LE
7,688,219. Instead, PW staff miscalculated this sum to be LE 1,550,519, probably
by misreading the previous page total of LE 6,819,617 as LE 681,961.
 

We would be grateful if PW correct tis error and removes this finding.
 

Another 
error for S 2.8 Million was introduced when this amount was
included in the sum total in Feb. 1990 and considered a payment from USAID
to the FRCU. This is not a Payment but a line of credi't for the FRCU at theNIB. The correct total is therefore LE 27,355,743 - LE 2,800,000 = LE 24,355,743.Note that this amount was taken by USAID in 1993. 

As for the US dollar revenues totalling S 293,609, FRCU disagrees that
this amounts could not be accounted for in the general ledger 
oecause of : 

a) Entry No. 96 dated October/84 with the amount or S 200,000 wasmentioned mistakenlv in PW-V working papers as research settlementwhile it is a US dollar revenue from USAID to FRCU. (See response
to A/1 (S)). 

b) Entry No. 89 dated October/84 with tne amount of S 162.074 is notmentioned in PW working pacers. This amount is a US dollar 
revenue from USAID to FRCU'. 

So the total General Ledger revenues received from USAID (as calculatedby PW) should be increased by S 362,074 from the S o.294,039 (stated in the 

(6) 
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last page of the PW detailed working papers on FRCU $ income under PIL12) to $ 6,656,113.
 

Thus there is no amount unaccounted 
 for and this finding also should
be canceled.
 

Please note that some of the FT/800 non-project accounts 
were mistakenlyrecorded by PW as PIT 12/LE funds. 

AL4 

FRCU disagrees as all the USAID/Egypt revenues are available. Bankstatements are attached :
 

Date Entry # Amount 
 Date at the Bank Statement
 

09/84 16 
 LE 25,058 6-14-198412/84 129 568,855 1 -... -198408/86 34 300,000
10/90 87 9- 1 - 1984

202.843 2- 11-199110/90 88 .2,107 
 19 -1991
06/92 298 
 81A 8 
 3-.. - 1993 

Total LE 1,9-0.421 

12/83 6 S 155,838 4 - 12- 198312/83 68 35,667 o-30- 198312/83 70 218 11-15-198307/84 77 23,924 
 8 -5 -1984
11/85 
 66 ,LEH 4- 10- 1985 

Total S 301.504 

A.L5 

With A/1 

(7)
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B- EXPEMITM s 

FRCU disagrees because of the following: 

a) This finding notes that the transfers of funds were made to eitherthe individual's or the related urnversity's bank account. But thisis indeed the case since some of the linkage grants were individuallinkages and others were broader institutional linkages betweenthe universities. Depending on the nature of the linkage grant,and the preference of the US university, the payments were eithermade directly to the individual or to his mother uriversitv, This isconsistent with the nature of university research and the wide rangeof grant sizes from the very small Micros to the very large Maxis. 
b) Also this finding claims that there is no evidence of receipt.disagrees completely with this opinion as 

FRCU 
barn transfers which aremade to the accounts of the individual researchers or universityaccounts became available to the researchers upon the transfer.bank debited the FRCU account The 

as a result of the transier which isin fact a solid evidence indicating the completion of the transter. Ifany error occurs affecting the transfer to the receiving researcher,this researcher will note the delay in payment and communicatethe problem to the Egyptian PI and FRCU. Such an error has notoccurred in the 12 years of the proiect because FRCU asks the banknot to carry out the transfer except wnen it receives from the UScounterpart a written statement of the bank address and the accountNo. to which the transfer should be mace 
As for the PW statement that in some instances the US counterpartwas not identifiec on the proposal and/or contract, FRCU wouldlike to explain that the project conditions allow for the award ofgrants without the existence oi the LS counterpart from thebeginrung of the grant and also allow the expenditures of up to 10%of the budget of the grant before acquiring the U3 counterart.Correspondence irom USAID at tne oeginning of the proiect clearlyindicated that this is allowed. FRCL also would like to explainthat not all phase Igrants had US counterparts. 

In the PV statement that evidence or researcn Pertormec by UScounterparts was not available FRCU disagrees as the followingperformance control measures were taken to ensure that the UScounterpart has performed his roie .:n the research grantimplementation before getting aic
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To start the transfer of funds to the US counterpart, the Egyptian P1submits a request to the FRCU asking for the transfer of the fund.In his request he certifies that the required progress reports weresubmitted to the priority committee and were reviewed and foundacceptable. This certification indicats that progress on the workplan of the research had taken place. Also in most instances, hementions in his request that the US counterpart has satisfactorilyperformed his part. In all cases the Egyptian PI attaches to hisrequest a copy of the follow up and evaluation report written by thepriority committee on the grant based on their review of his progressreport. This evaluation report addresses the different aspects ofthe implementation of the research grant and includes a section onthe performance of the US counterpart. This evaluation report issigned by the priority committee and the follow up member of thecommittee. 

In addition, the request by the Egyptian PI is cleared by the ExecutiveDirector of the FRCU. The mentionedindependent control check points on 
above affords and

the adequacy of the paymentbeing requested. Also the Financial manager does not requesttransier from the bank except after these performance requirementsare satisfied and of course after checking conformity of the proposedpayment with the financial plan and financial status of this particular
grant.

(Attached are some examples for the abov'e mentioned response) 

This finding states that the FRCU claimeddocumentation for US that the supportingdollar expenditures chargedsupplies line item under equipment andwere available at the customs authority and that PW wasdenied access to these documents at the customs authority. 

FRCU would like to explain that the original invoices are in fact at thecustoms authority and that this is not just a claim. 
 FRCU takes this opportunity
to explain the official procedures followed bx' the government of Egypt in
clearing imported items through the customs authority. This procedures is
not the responsibility of FRCU. All importers whether publichave or privateto follow this procedures
invoice which consists oi depositing the originalat the custom authority in order to obtainimported item. a custom release for theIn the most general case the equipment arrives with oneoriginal invoice, in some special cases more than oneThe additional one is left at the bank ( making 

original is received. 
of credit) and if there is a third one 

me payment under the letterit would be left with the researcher tomake the store steps at the university, however we will focus the discussionon the most general case where there is one oriunal. 
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PW makes the statement that they were denied access to the vouchersat the customs authority. Regulations of the custom authority do not allowoutside inspection by non-government auditors. Accordingly the customsauthority was ready to issue an official certificate stating that the originalinvoices for a particular piece of equipment is available at theauthority. customsThis certificate is quite official and is specific enough to the itemsbeing questioned. So it has the same legal status as the original invoiceitself and considered sufficient documentation for the purpose of this audit. 
Attached is a comprehensive attachment on the procurement processand the legal position of the customs authority certifying possession of originalinvoice plus several examples of specific certifications by custom authorityfor particular process of equipment. 

DlLa 

During the audit PW noticed that the G/L is not divided by line item.The FRCU proposed to divide the total expenses by line item for such process.This process should have been done consistently with the already reportedline items (billed to USAID). Because of time limiting, errors were introducedduring this disaggregation process. These are not related to actual billings atexpenses in any-way but were merely introduced during the disaggregationprocess. The S297,566 is one such error. The FRCU stands by the figures inthe line items appearing in the billings (vouchers) to USAID. These are themost reliable figures and not the newly established division done during the
audit. 

Since the finding has questioned the whole computer costs and othercosts line item. FRCU will explain the whole expenditures under this lineitem. Until the end of the PW audit total expenditure so on this line itemwere S 274,272. Attached are the documents and bank transfers adding up toS231,243 ( attachment (a)). A finai voucher being sent to USAID expenses
increses the line item by S 86.263 to a total of S 360,340. Out of this total the
explained amount is S 317,500 ( 231.143 86,263) Canceled settlementsimproperly recorded by PW under this finding equal S7.S17. 

Settlement Amount (S)

207 
 1134 
211 3009
 
212 
 2108 

S7,81+Raising the expiained amount to325,317. The difference of 35,023 (S360,340 - S325317) are for old procurements for which the partial supportingdocuments are available. The questioned costs should be reduced to 0 or atmost this amount. 
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FRCU disagrees as this portion of the travel budget line item was notexpended for the travel costs of the US counterpart. used for theIt was
hotel costs and per diems for the Egyptian principal investigators travel.
for airline tickets Asfor both Egyptian principal andcounterparts, they were expended from the LE account. 
investigators US 

per diems for the US counterparts The hotel costs and
Only were also expended from the LE account.one or two special cases for US counterpart airline tickets were paidtrom the S account after being approved from the Executive Director of theFRCU. 

All the amounts that had been given from the US dollar account to theEgyptian PIs before travelling as loans for hotel costs and per diems weresettled. 
Some examples are given as followsAmount (5) Loan Entry Chock ",rinr Settlement Entrv a 
1530 
 :0 227328 820211533 148/8457 
 227329 
 z30609
1533 165/84
;8 
 227330 
 530609
1650 166/84
59 
 -7331 
 S101o
1650 29/8560 
 227332 

1275 21016
29/85
74 
 696549 
 -2009
1275 -96550 200/84


"2009 
 200/84
1050 
 81 
 696556 
 C30701
1050 197/84
696557 
 30701
1575 204/84
3!96505 
 52009
12 102/85

,96506 
 .31002
470 29/84
33 
 696507 
 SI014
1575 4 34/84
646519 
 -109 
 102/85


615 5
612 520
46 521 11 45/85

1875 64 

1011 46/86
056539 
 '1020

550 189/84


D 540 
 '1020
63 
 138 
 02460 
 -30001
439 123/84
:2461 
 30o03
1S6 124/84
140 "30c,03
-144 125/84
141 
 63 
 930201
1270 126/84

3021,
1547 :c0 10/84
$2008
920 

2- 194/84
106 
 28 
 31101
918 168/84
107 
 29 
 42084
781 162/84
108 
 30 
 40201
900 169/84
34 
 227306 
 81013
2100 120/84
35 
 7 30510 
 191/84
 

(11) 
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1449 
 61 227333 831004 
 116/84

888 62 227334 841001 164/84


67
1050 339 830202 12S/84

68
1050 	 340 830202 129/84
2244 
 69 
 341 81011 20/84
2244 
 70 
 342 81011 21/84
 

FRCU would like to state that the current total amount of advancesoutstanding for the linkage grants that PV tested is 
List No. Linkage Grant a 	 Outstanding Amount (LE) Sub Total Grant Total 

Per PW Per FRCU
1 871004 8300 
 4300
 

871011 
 8574 
 0
 
842016 
 67412 
 64412
 
90069 
 21 21
 

830204 
 31039 
 .997
 
90044 
 437
 
90076 35.099
 
83007 
 31 
 31
 

830201 54.034 
 6943
 

2 90071 
 6174 ,.174
 
830504 
 32464 22411, 
90009 
 11972
 
8402 72929- \ proiect not clear

881009 
 10000
 
830508 
 44581 
 35581
 
830511 
 30302 
 3396
 
830506 83345 53i 2 
90007 -57,214 724
 
90077 34391 
 7372
 

830604 b2827 2827
 
83020 
 10000 i(1000
 

3 90008 46451 48548
 
842021 15324 
 452, 
90015 41910 
 41910
 
89019 123870
 

840503 
 873S9 
 73308 
89017 
 5813 
 5S13
 

861001 
 29157 24691" 
881007 
 9980
 
830106 8918 I73, 

(12) 
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861008-
 10000 
 188

830103 
 30982 
 28841

830102 
 3675 
 3227
 

64495
 
4 
 89006 
 103280 
 51190
 

830510 
 97656 
 59480
830609 
 24676 
 24676
 
90016 
 42319 
 42319
830607 
 21659 
 21659
 

199324
 

840801 
 15753 
 3512

90017 
 5731 
 5731
 

851014 
 10625 
 333

830603 
 50478 
 3546
90014 
 8476 
 7821
 

17963
 

6 
 841002 
 231 
 12
830605 
 34S07 
 725.3
90029 
 86194 
 o2204
90078 
 13660 
 v732830509 
 aQ424
 

1650027
Ln response 1164227
to this finding B/5 FRCU states that 
a) The Outstanding advances 
 for grant No. 671011, S81009
are already settled as and 88100
those advances wereof Egypt resources paid out of governmentand not USAID funds.with the documentation for 

Their documents areomer governmentactivities and of Egypt fundednot with the documentation
PIL 12 expenses. of the USAID funded 
in a PIL 12 audit. 

These advances should therefore not be disallowed 
funded 

Even if PW were auditing the part of the grantfrom GOE sources, they shoulddisallowance, not have made thissince the documentation ot the settlement of theseadvances is acually available but in a :eparare place away from thePIL 12 documentation. 

b) Regarding the remaining outstancin,, advances, FRCU would liketo state that the issue of hiuianng ourstanoinga aavancesmajor concern has beenof FRCL" management tmrougnoutThe effort of FRCU the project.have included writing toinvestigators, the presidents of their Uni'ersities and also involvingthe Minister 
the principal 

of higher Education in bringingprincipal investigators pressure on theto settle these outstanding advances. These 
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efforts have been met with success which is evidenced by thereduction of outstanding amount over th short period since the 
start of the audit. 

An other reason for slow resolution of the outstanding advances issuewhich has been the absence of the needed financial management, accounting,and follow up staff during the later years of phase I ( 1986 and onward).This is due to fact that USAID stopped funding the unit since 1986.Government of Egypt funding did come but with considerable delay and wasrestricted and limited to spending in the same Egyptian fiscal year. Suchadditional follow up staff resources were needed to visit PIs and follow upon the liquidation of outstanding advances. 

The FRCU imposed a new restriction under onase II or not allowing Piswho have unsettled phase I advances to appl, under phase 11. 

The efforts to settle rmainin ad-ancez willbeitensfiedcomngprod. ?1 notregpondin wrfl bo isuedan rder 
6 
o

amnount. to th proectthrough .o-'rnment hannels 

At any rate the cuestioned amount should reduced by LE 4S5,805 due tothe difference between the PW and FRCU iigures. Please review your figures. 

FRCU dsagrees accorcing to trus explanation 

Linkage Grant Amount (LE) Response
9007, 
 13789 
 There 1 a written approvai 
trom FRCU signed by the 
lE,.,cutive Director to raise the
 
total bLICiet or the proiect with 
an amount of LE 11380. The
 
proiect did not use all of this 
amunt but 0nv LE 6748 had 
been used. !Attached is the 
FRCL" a.pprovaib. 

90009 
 i919
 
89019 
 415-,
 
89006 
 21136
 

The vxpenditures mentioned 
here were expended for the L'S 
counterpart and ;rom the 
Lortion ot the budEget belonas 
to them. u the expenses were 

(14)
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not from the local budget of 
the linkage grant. In fact these 
three grants expended less than 
their budget. 

830106 47 The total budget for this 
linkage grant is LE 74700 and 
the total expenditure is LE 
71121. So there is no excess 
accordingly. 

n general there were grants with HBCU's (1989 - 1990 ...... ) for LE75,000 + $ 50,000. The PW observation is incorrect. Please cancel this findingas it is not based on an accurate field work. 

B/7 

In response to this finding FRCU would like to exolain the r'rocess ior 
paying research team under PIL 12: 

At the proposal stage only the main actors on the grant are ioentified.This is usually the principal investigator and sometimes the seniorcollaborator. It is not practical to reauire a more detailed team composition.Such research team change in comnposition during the life of he grantdepending on the work requirements or researcn program. 

Through the grant advance mechahism the principal investigator obtainsthe authorized amount for staff salar\, payments and is resoonsible ordistributing these amounts. Receipts and payroll sheets do indeed exist asevidenced from an exarrnation of the P\V detaijed working papers sunportingfinding B/7 where these papers indicate that pav'roll sheets exist but somesignatures are missing. There are many diiierent reasons tor the aosence orsome signatures which are for examjpie, .-onie pa'yment are made toagricutu-ral manual workers who are illiterate and are emploved temoorarilv.Also other payments are made by a check in cases there are no signatures. 

Some example are attached. 

B3/8 

FRCU disagrees as the maximum rate iur salaries and wages ailowed inthe FRCU policy manual was raised in October 198S and approved by theFRCU Executive Board in iull agree'ment with the presidential decree forsetting a limitation of 2009%of basic salary (300".:- ior more than one project). 

This change was called for because of the increase of University's staff 

(15) 
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salaries in the period from the start of the project. A copy of the approvalfrom the FRCU Executive Board is attached having the changes as follows 

Researchers Salaries Rate Salaries Rate 
(Before 1988) (After 1988) 

Professor 28,50 40Associate Professor 23,50 33Lecturer 19,00 27Assistant Lecturer 14,60 20Demonstra tor 11,00 16
 
Note 
: All the details mentioned in the PW working papers related

this finding are after October 1988. 
to 

-;'e FRCU policy Manual requires only the names of the research teamto be icentified on the proposal. As for the temporary employees that areneeded for different work thl-ough out different times of the proiect :::e.is not possible to identify their names on the orooosal. Universit Li-kaze
Projec: has different kinds of aocpIied researches. Some 
are in aL-ricultureieid or medical field and others are in enginee.-ing and so on. So dependingon te nature of the work done these persons differ from place to anotherand fromn 'me to time. Again specificamion at !e p'.roposal stage is im pra:ticai
and the condition is reviewed 
 ,, the FRCU aooroval. Other responses have
addressed the issue of speciiicauon or pro.posai stage.
 

FRCUwould like to state that ;cr this p'roject. These is no dislinctionbetween incentive, overtime, bonus, research reword, etc. These are onlydifierent names for allowable staif pavments. The large number of accou,:antsin each of the approximately 500 grants caid the same payment differentnames. What is called a research payment by one accountant is cailed anovertime payment by another. in the late 19SOs when USAID issued newregulations for salary suppiemnent payments, USAID examined FRCU
payments and found them acce:ptabie.
 

Based on this the funding :Ls were ailowed :o continue iunding thesalaries line item. 

.All . a m ents uncier the 'uo;ec: -e in ;ne nature ofpayments that are allowed ro,-a., research unoer :he safar, suppliement guidance ol :,ID.All such work for which payments are maG.e is not related to the full-timework of these employees and is tnereiore not a silary supplement. 

(16) 
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The response to this finding is relatedunder PIL 13. to the response to finding B/2The system of payments' under the project is not based on anhourly rate. 

under 

The hourly rate is only given so that the researchers working
the project would have an established rate that they could use inother consulting work. For researchers the rate is calculated based on 9 hourper month and corresponds to the maximum of 200 % of basic salary allowedby the presidential decree. Obviously the system assumes that the researcherswork for much more than the 9 hour/month but because of the presidentialdecree could get paid for only the 9 hour.
in a certain month or is not. 
A person is on the research team
 

and if he does not, 
If he is, he gets paid the amount (200 % basic)
he gets no payment at all. It does not make anypay someone sense tofor working 2 out of 9 hours for since researchers are alreadyworking for much more. It is the resoonsibilitv of the PI to certify whethersomebody worked or not and therefore whether he gets paidshould not expect to find time sheets or not. One unaer these grants,have changed several The basic salariestimes during the proiect and the hourly rate andmonthly payments have thus changed.. Attached are manv of payments fromPW finding with explanations leadingfreauenty reauire less 

to the conciusion that researchers
adecree. than the maximum aillovable by the presidential 

At Lroject start the FRCL, reauirec the soecirication of equipment at theproposal level. This condition was self-imr 'oeawas not a project requirement. b.- the FRCL' on itself andThe condition o'rovedone because the to be not a practicalspecific equipment -et aeierminedimplementation of the research work lan alid not before it. 
'within the 

For some 
research proposals the details s*ecification or ecuipment was given at theproposal stage. For others, FRCU manacemen approvai of the grants withoutthe full determination of the equipmentr at ::--v proposal stage.approval This FRCL'is in effect a perfectlY legltinate aUtnorizationmanagement from protectto the grant receipts to oetermin their equipment duringgrant execution. Prior to purchase FRCU approval is obtained for al
above LE 200. purchases
The adequacy of the choice ana determination by the PIs arereviewed within the regular morutoring and review process of grants by theFRCU. A1l such procurements withtin


properly authorized. 
tne hife o, :he grant snould be considered
The finding also states rtat eQuiL-ment procurementswere to be limited to scientific ano technicai r nentavailable. The finding not otherwise
then claims that tliu,'. r Purchases 
tere foundwhich (a) not listed in the proposal were not or a scientificnature; and (c) for which 

. fb or tecnirucalno special iustification has been made. Item (a) hasbeen responded to . Regarding item ib) FRCL" reservesrespectable to itself and its andcommittee structure, which how,, an enormous combination 

Appendix C 
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of valuable scientific and technical expertise; the right to make judgementsas to whether the equipment is of a scientific'or technical nature. The rightto make these judgements and other related technical jUdgements'to the FRCU by the project, and is is givenone of the conditions of the project.not 'o It isbe the subject of thislaudit. The choices made by Is duringsgrantimplementation are reviewed by the FRCu and its Committees whoknowabout the scientific nature of the grant and are in a position to make judgementsregarding their necessity for grant progress. An air conditioner for examplemight be a regular housing or luxury' item for onetemperature control grant but a neededunit for another grant. FRCU and its committeesstructure approve these procurements and review the adequac of'the choicesmade by the Ps. Item (b) is thus respondedthat the justifications to. On item (c), the FRCL states
~~~~uip evident to the FRCU and committees* e t iiati on 

are 
r e i e from the 

sa e
 research work plan. 'The FRCL? is 'also in the best 'position to judge. Propcosed'equipment relative to their availability in the EQvp0an universitY s'stem. 

In response to this finding the FRCU would like to point to the fact that'
some 
of the limits on procurement have increased since the date of issuingthe manual. Available at the FRCU is a file which outlines adherenceprocedures and regulations toin most cases. Wherever exceptions occurare related theyto an urgent procurement a procurement bypublic sector supplier a direct order to *ato exce*tional cases baseuUSAID. The oi1 Wavers obtained fromFRCU collected all relevant for "his f:iidin: andinvites PW to further discussion about specifC a
 

Under this project the granteethe FRCL. means' either-the III orTherefore 'the issuance of the invoice in 
his university*or 

are re name of the PI or hisuniversity perfectlv 'acceDtable within the rranikvork O the oroiect. T,main point' re.uired by the conditions u: :nv t-ruivct is mtatthe eoiuiomemgoes to the mother uruyerstty o; the PIafter :::e enoequipment going to the FRCU 
of the proiect, excep tfor'here t1 _ to the PRCU direc.l,. 

B/t 5 

The response to this item is closely relato :o thv responseto 13/13. Thecondition of being listed separately in the t'roposal was discussed underB/13. Deviation from this condition is r roperiv authorized by the FCU bapproving the grant without a specific iSt W.:1e proP i.andlecn"'ical project managem is within' .hereroatutv t-.' PRCC" 

not be questioned.
 

F; Thi amou'nt should 

(18) 
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Most of these payments aregrant Pl. 
from grant settlementsThese payments of advances to theare advances ( temporary procurement loans orpetty advances) made by the PI to the procurement employee.are advances and are These amounts 

expenditure. 
not included in the grant expense report as an acceptableWhen the purchase for ylich theit is included in 'dvancethe expense report from the grant 

is made is executed,' included to the FRCU for. It iswith the actual 
than or 

amount of the procurement,more which couldthan the advance. If the purchase is for a higher amount 
be less 

thanthe advance, the P1 pays the employee the difference.is returned If it is less, the differenceto the Pl. In all cases,
procurement and 

thle grant is charged the exact amount of thenot the advanced amount.for The supporting documentsthe purchase amount are
 
PW did not 

and not the advance amounts. The
find supporting documentation reason why
advances and is that they were lookingnot actual procurement at

amounts SLCh advances are markedin the attachments list. 

Settlement Amount(LE)60/89 200 l'rocurement60/89 advances200 Procurement60/89 advances200 I'rncurement60/89 advancesIOU 

60/89 I'oCLCrement advances 
60/89 Pi o cIrelnei t adva esI1U

60/89 125 

I'l 0k:t IIIL'II ad VallcUs 
Irocureml'o t advances60/89 1,0 PIOrcurement60/09 advances

1I25 Procurement60/92 advances100 Plrccurem enIt125/92 advances2,00 ' roc.rement advances 
122/92 (supported with documents)3 
 Pr(cLuremenlt advances 
203/92 13 bank charges137/92
137/92 200 iocuremen t advances250 Procurement137/92 advances200 Procurement advances175/92 200175/92 I'rociremelnJ20Y'ro-" advances102/88 3'0 it'int advancesI'i clitnlenl t advances

102/88 30(1 P'nIl elinelt advanoces 

The response 
that response. 

to this is the same as the respo,;e to 13/12. Please refer toAdequate approval from F.QU obtainedexpense is incurred. at the time theThese should not hI' clowzt'ltitled co ';l 
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This is in-country travel. All grants have this as an allowed expenditureeven when not present in proposal since tile need becomes clear duringgrant execution. Standard government of Egypt documentation for internaltravel are available (see E/l under PIL 13) for similar items. 

No vehicles are allowed under tile project. Researcher are allowed torent cars or if they, so wish use their vehiclesutlization, It was 
and charge the project for itsfound that car rentals cost much more and would consumethe budget of linkages. "lost researchers preferred to use their own vehiclesand keep the money for other research uses. The FRCU authorized this inorder to make the best of project funds. This was allowed ordy when projectsite was far from researchers. 

Amount Questioned t,.ijbe paid back. FRCL" obtains the needed custonmexception through applications to the Importation Rotinaiza ion committeeFRCU will apply to extend its custom extePtion to include sales taxes as well. 

Supporting documents for most oi these items are reterred to n anattachment ( unfortunately in Arahic due to time limitation, . \an, o, theQuestioned costs are :7rocurement advances and should not be a Questionedcost as explained in tne respronse to 13/,- Plea.& reter to the response to 13/162nd the attached notes. 

Similar to 1/23 and B/ 16. Please refer to attached notesto 13/16. Documents are available at FRCU ( copies attached) 
and the response 

B,e disagree with P'.' (see attached reasonsi II man .clses the CO flluSiOn1is due to PW recording total amount rathel than net amounts and invite
PW,, for further discussion and e.\pianation.
 

These include payments 'or crops Ior t.\perinintation (not charges,computer work, pest control, rented proiec, land sound like acceptable'e costs.do not see PtW'rationale in aisallown it. For Items disallowed becauseo iack of AID markings are discussed in the att,',ilt tIn 

(201 

) 



FOREIGN RELATION COORDINATION UNIT RETURN 
OF THE SUPREME COUNCIL OF UNIVERSITES 

Appendk 0 
Page I m 7 

PROJECT IMPLEMENTATION LETTER NO. 12
UNDER THE UNIVERSITY UNKAGE PROJECT NO. 263-0118 

AUDITOR RESPONSE 

Management of the Foreign Relations Coordination Unit (fFRCU') provided comments relating to the PriceWaterhouse draft audit report presented at the exit conference held on April 17, 1994. FRCU's comments areincluded, unedited, in Appendix C to this report. Inresponse to their comments, we reviewed additionalsupporting documents provided by them. Where applicable, we either adjusted the final report or clarified ourposition relating to items discussed in FRCU's comments. Please note that our response sequence below
parallels FRCU's comments. 

A. income and cash 

A.1 & A.5 (LE): 

FRCU billed advances issued to Principal Investigators ('PIsO) to USAID/EgypL Upon settlement, the residualwas returned to the project bank account: but was not credited to the USAID/Egypt billing. FRCU contends thatthe amount questioned in our draft report relating to unliquidated advances issued to the PIs and voidedchecks were refunded to USAID/Egypt through a series of under billings. We reviewed FRCU's comments and
noted the following: 

a. FRCU provided both a general ledger page copy and the billing submitted to USAID/Egypt dated October,1990 demonstrating that 483,169 Egyptian pounds (OLE*) were credited to USAID/Egypt. While werecognize that, at least, LE 74,549 was deducted from the USAID/Egypt billing, FRCU did not providedocuments to explain or support the amount's breakdown. We cannot conclude whether or not thisamount relates to the unliquidale, advances and voided checks; therefore, our position isunchanged. 
b. FRCU provided a general ledger page copy dated June, 1991 both displaying a different amount than waspreviously recorded during our audit field work and representing what FRCU declares is an under billingas the general ledger total is LE 17,700 less than the concurrent billing to USAID/Egypt. Further, thetotal presented in the general ledger does not sum to the total stated. According to our records, thegeneral ledger amount agrees to the amount billed to USAID/Egypt; thercfore, our position is unchanged. 
c. As in b.above, FRCU provided a general ledger page copy presenting a total other than the onepreviously noted during our audit field work and represents what FRCU affirms is an under billing as thegeneral ledger total isLE 516.967 less than the concurrent billing to USAID/Egypt. FRCU noted an errormade by the FRCU accountants already taken into consideration in our calculations. According to ourrecords, the general ledger total was LE 1,659.537 while the amount billed to USAID/Egypt was LE1,583,988. The difference under billed is LE 75,549. While we recognize that LE 516,967 was deductedfrom the USAID/Egypt billings, FRCU did neither provide documents explaining the general ledger totalbreakdown nor explain the discrepancy between the two amounts; therefore, our position isunchanged. 

d. FRCU commented about three items listed below: 

i) FRCU claims that LE 115 represents vendor tax withholding payable to the Government of Egypt("GOEO). Given that FRCU is correct, the net purchases should have been billed to USAID/Egyptupon settlement of the advance and subsequently, when the tax authority was paid the totalamount due, FRCU should have billed the vendor taxes to USAID/Egypt. The system employed by 
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FRCU might cause the vendor tax wilhholdings to be billed twice to USAID/Egypl. FRCU did notprovide documents to support their comment.
 
ii) FRCU 
 asserts that LE 5,753 represents canceled checks that were reissued; but, billed only onceto USAID/Egypt. FRCU did not provide documents to support their comment.

iii) We reviewed the supporting documents FRCU provided and reduced the questioned costs by 
LE 8,902. 

Based on FRCU's comments discussed above, our position is unchanged except for point iii) above.
 
Note: FRCU 
 pledged to refund LE 52,153 to USAID/Egypl; however, no evidence was provided to prove that arefund was made. 

A.1 & A.5 ($): 

Income dollar amounts were not questioned. 

A.2 (LE): 

FRCU asserts that interest earnings of LE 33,984 were deducted from the June, 1992 USAID/Egypt billing;however, FRCU considered this amount in their comments in exception A.1 
 above. 
 Given that FRCU's commentin A.1 is valid, the der,"clion in the June, 1992 billing cannot represent interest earnings; therefore, ourposition is unchangeL 
Note: FRCU pledged to refund LE 108,016 to USAID/Egyp; however, no evidence was provided to prove thatrefund was made. a 

A.3 (LE): 

Although FRCU's 
 comments under this caption neither address nor clear the questioned item. other documents
received subsequent to issuance of the draft report clear the exception. Accordingly, this questioned cost isnot included in the final report. We agree to remove the item from the final report. 

A.3 ($): 

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

A.4 (LE):
 

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

.4 ($): 

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

A.5 ($ and LE):
 

Refer to auditor's response in A.1 
 (LE) above. 
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B. EXPEN!!IURES ($) 

1.1 SALARIES AND WAGES ($) 

FRCU management provided a copy of the Project Director's requests of the bank instructing them to debit theFRCU project bank account and transfer the related funds to both the foreign counterparts and university bankaccounts to support questioned bank transfers. FRCU did not provide third pirty reliable evidence such aseither bank debit notes, bank statements, or transfer slips to support their comments; therefore, otir position is
unchanged.
 

B.2 EQUIPMENT AND SUPPUES ($) 

FRCU agrees that equipment and supplies supporting documents are stored at the Egyptian customs authoritywhere, because of GOE regulations, independent auditors are not allowed access to them. FRCU provided acopy of the FRCU procurement procedure policy and the legal position issued by the customs authoritycertifying possession of original invoices; however, we cannot accept third party certifications in lieu ofauditing original supporting documents. Our position is unchanged. 

B.3 COMPUTER AND OTHER COSTS ($) 

The supporting documents FRCU provided neither match nor tie to the questioned cost. FRCU provided abilling voucher in which the accumulated total produced by FRCU did not match PW's accumulated totals;therefore, our position isunchanged. 

3.4 TRAVEL ($) 

FRCU did not provide documents to support this questioned cost: therefore, our position isunchanged. 

B. EXPENDITURES (LE): 

As FRCU did not classify PIL No. 12 LE expenditures into budget line items, exceptions are not grouped intothe applicable budget line items. 

e.5 (LE): 

FRCU provided a list of outstanding advances different from the list provided to us during our audit field war!:.No explanation was offered Insupport of this change and, further, no supporting documents were provided toprove that outstanding advances were settled; therefore, our position is unchanged. 

5.6 (LE): 

We reviewed the supporting documents provided for advances paid to PIs exceeding the approved budget
according to the Pi's contract. We noted the following: 

a. Refer to linkage grant no. 90077, FRCU provided an approval allowing a budget overage of LE11,380, while we noted a budget overage of LE 13,780. We accept this approval and agree toreduce the questioned item by LE 11,380. 

b. Reler to linkage grants no. 90009, 89019 and 89006, FRCU maintains that the advances paid toPIs exceeding the Pl's budget relate to the US counterpart portion of the budget. We comparedeach Pi's total approved budget with the total advances issued by FRCU; therefore, the portion ofthe budget relating to advances is irrelevant; therefore, our position is unchanged. 
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c. Refer to linkage grant no. 830106, FRCU asserts that the total budget exceeds the totalexpenditures; however, no documentation was provided to support their position. Our position isunchanged.
 

8.7 (LE): 

We reviewed the supporting documents provided to support employees' salaries. We agree to reduce thequestioned cost by LE 62,461. The remaining LE 115,125 remains unsupported with approved payroll sheetsand receipt slips evidencing the payroll transaction. 

8.8 (LE): 

FRCU states that the maximum salary and wage rate allowed according to the FRCU policy manual wasincreased in October, 1988 and approved by the FRCU Executive Board. FRCU provided a list of new rateseffective October, 1988 bearing the project director's approval. 
FRCU did not provide evidence that the new rates were approved by USAID/Egypt as required by the grantagreement under the university linkages, page 7; therefore, our position is unchanged. 

8.9 (LE): 

Salaries and wages were paid to employees not identified onsupporting documents explaining the type of work performed. 
the project proposal. FRCU did not provide
While we recognize that to include all employeenames on the project proposal is not practical, FRCU,

type of work completed. 
at a minimum, should maintain documents specifying theAccording to the grant agreement under the university linkages, page 7, employees'salaries should be paid for identifiable work performed on behalf of the project; therefore, our position isunchanged.
 

8.10 (LE): 

FRCU states that the terms "incentives," "bonuses," and "rewards," are used interchangeably toand not "salary supplements;" however, FRCU mean "salaries"paid "incentives," "bonuses," and "rewards" in addition torecurring, normal salary and salary supplement payments. Salary supplements areworking on paid to GOE employeesUSAID/Egypl-financed projects as a reward for efforts exceeding the work load normally expected
from GOE employees. 
 Payments made in addition to salary supplements should be made only in extremehardship cases and with USAID/Egypl approval. Our position is unchanged. 

8.11 (LE): 

FRCU states that the project payroll is not calculated based on an hourly rate per hours worked, but onestimated monthly amount assuming nine hours expected work per month. 
an 

are paid in compliance with the maximum 2000 , 
FRCU claims that payroll amounts
 

FRCU asserts that time sheets are 
of basic salary allowed by a presidential decree. Further,
not a necessary salary payment supporting document 
as employees are notpaid hourly. 

According to the FRCU 
 poli,:ies and procedures manual, page 11, approved by USAID/Egypt, academic
researchers should be paid an hourly rate. 

FRCU did not provide supporting documents to prove that the presidential decree was complied with inestimating the monthly rates for researchers. 

We recommend that FRCU establish and apply a policy whereby all PIs prepare time records evidencingmonthly work hours containing a documented approval from FRCU managementassurance that PIs worked for the lime they are 
which will provide reasonablepaid and assist FRCU in complying with USAID/Egypt'srequirement to verify that expenditures were made to furlh'er project objectives. 
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B.12 (LE): 
We noted equipment purchases charged to USAID/Egypl neither listed and described in the project proposalnor of either a scientific or technical nature and lacked the justification as required of the project's policiesand procedures manual, page 12, approved by USAID/Egypt. FRCU's comments addressed each of the threeconditions as follows: 

a. Refer to items purchased not listed in the project proposal, FRCU declares that although thelimitation to only purchase items listed in the project proposal was imposed by FRCU itself asdocumented in their manuals, it proved to be impractical as equipment needs were determined asthe research work plan was implemented. 
b. Refer to equipment of either a scientific or atechnical nature, FRCU believes that they reservethe right to judge whether equipment is of either a scientific or technical nature. 
c. Refer to equipment requiring a special justification belore purchasing, FRCU now approvesretroactively all such purchases. 

FRCU should follow established policy and procedural manuals and improve controls over the PIs. The Pt'sexpenditures should be properly documented and FRCU's written approvals should be availabit Irr inspectionby both USAID/Egypt officials and their representatives at any time. FRCU did not comply with the slanoardi,estabiished for approvals and justifications, accordingly, our position is unchanged. 

8.13 (LE): 

We reviewed invoices, price offers, and bids included in FRCU's comments.as the documents provided LE 88,663 remains unsupportedare not sufficient. No support at all was provided for LE 20,517. We agree that LE33,797 is now supported will be reduced from the questioned cost. 

B.14 (LE): 
Equipment invoices provided for USAID/Egypl.financed
FRCU or assets were addressed to parties other than either thethe related Pl. FRCU explained that, as all equipment will revert to the Pi's home university at theproject's completion date, it is unnecessary for invoices to bear either the project's or the Pt's name. Theinvoices for equipment purchases are dated from June 1, 1983 to June 30, 1992 which is on or before theproject completion date of June 30, 1992; therefore, the project assets' custody is both FRCU's and the relatedPt's responsibility. Accordingly, the responsibility for accountability for USAID/Egypt.financed assets toUSAID/EgypI remains with the two parties until the project is completed: therefore, our position is unchanged. 

8.15 (LE): 

Refer to auditor's response in B.12 above. 

8.16 (LE):
 
FRCU did not provide documents to support USAID/Egypl.financed computer and other cost advances.
claims that most of these payments were FRCU 
employees. Audited amounts 

advances the PIs paid to their home university purchase departmentwere obtained from the recipient's advance records and traced to their relatedsettlement files including all supporting documents sent by the PI to FRCU. The only supporting documentsprovided in the audit field work were payment vouchers, but not purchase receipts, invoices, etc. Our positionis unchanged. 
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9.17 (LIE): 

Refer to the auditor's response in 0.12 above. FRCU states computer purchases made by the PI, but notincluded inthe Pt's proposal, had FRCU's approval. FRCU did not provide documents as evidence that anapproval was given; therefore, our position is unchanged. 

3.11 (LE) aad 3.19 (LE): 

FRCU did not comment on this exception. However, based upon review of other supporting documentation,these findings have been removed from the final report 

3.20 (LE): 

FRCU asserts that the questioned travel costs relate to in-country travel which required neither emphasis in the
project's proposal nor FRCU's approval. 
According to our records, the questioned amount related to international travel requiring both a written FRCUand USAID/Egypt approval and supporting documents such as airline tickets, hotel receipts, etc. with theexception of LE 13 relating to in-country transportation for unallowable items. The standard provisions to thegrant agreement for the university linkage project "Travel and Transportation, stipulate that "the (project)executive director must approve international travel to be reimbursed under this Grant." The Office ofManagement and Budget ('OMB') Circular No. A-122, which FRCU is subject to, states that all internationaltravel requires the awarding agency's prior approval. Given the above guidelines, our position is unchanged. 

B.21 (LE): 

Allocability isone of the necessary crileria that must be met in order for a cost to be eligible for USAID/Egypt
reimbursement. 
 Personal use of vehicles is a vulnerable area where ailocability is difficult to prove, if notimpossible, and issubject to abuse if not carefully controlled. We refer to the USAID/Egypt Contractor Notice
27-89, dated August 31, 1989, as aguideline demonstrating USAID/Egypt's position relating to vehicle usage,
which states that the project management is obligated to maintain records clearly identifying project versuspersonal use of vehicles. Given that transportation costs such as these are approved by USAID/Egypt,minimum, FRCU at amust maintain adequate records. FRCU declares that PIs are allowed to rent cars for theirproject-related transportation, but choose to use their own vehicles and charge related expenses to the project.FRCU did not provide areference to support their claim that such use of USAID/Egypt funds is allowable andboth properly documented and supported. Our position is unchanged. 

B.22 (LE): 

FRCU pledged to refund LE 5,011 to USAID/Egypt; however, no evidence was provided to prove that a refund 
was made; therefore, our position isunchanged. 

B.23 (LE): 

FRCU did not provide additional supporting documents for this questioned item although their comments referto an attachment therefore, our position is unchanged. 

B.24 (LE): 

Refer to the auditor's response in 3.23 above. 
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8.25 (LE): 

We questioned amounts untraceable to the FRCU bank statements. FRCU did not provide additional evidence toprove the questioned item cleared through the project bank account; therefore, our position is unchanged. 
B.26 (LE): 

We reviewed the documents FRCU provided. LE 48 is now supported; however, the remaining billed costsrelate to penalties, fines and advertising which are unallowable for USAID/Egyptthe OMB reimbursement according toCircular A-122, both Article 14 stating that costs of "fines and penallies...are unallowable" forUSAID/Egypt reimbursements and Article 1 stating that the type of advertising expenditures allowed forreimbursement are limited to those specifically referred to in the OMB.was not The questioned advertising expenditureof the type referred to in the Article 1 listed exception; thereiore, our position is unchanged with theexceplion of LE 48 which we agree to reduce from the questioned item. 
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__ UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO EGMPT R E C E 9 
-4 OCT 1994 

M E M O R A N D U M ..............
 

TO: Phil' L. Darcy, RIG/A/Cairo
 

04 OCT 1994 
FROM: Joh'/gestley, DIR
 

SUBJECT: 
 Audit of the Foreign Relations Coordination Unit
 
(FRCU) of the Supreme Council of Universities Local
 
Expenditures Incurred Pursuant to Project

Implementation Letters (PILs) No. 12 & 13 under the
 
University Linkages Project No. 263-0118
 

The University Linkages Project (ULP) activities were completed

June 30, 1992. At the time of the audit, funds were being

provided to FRCU for similar activities under a follow-on project

University Linkages II (263-0211). In response to the concerns

raised by the Price Waterhouse (PW) financial audit of the FRCU,

the Mission suspended funding of new activities under.the
University Linkages Ii Project (ULP/II). 
 The suspension letter

specified terms and conditions for resumption of project

activities. 
The letter discussed the Mission's intention to

shift financial management off 
grant activities to an organization

other than FRCU. Following the suspension, the project team met
extensively and proposed a redesign of the project which would

transfer financial management responsibilities to a U.S.
 
contractor, but leave technical evaluation and review of grant

activities with FRCU. The decision to leave FRCU with a
substantial technical role was based on the 1991 external Project

Paper design team's positive assessment of FRCU's technical
 
management capabilities, the results of a project evaluation

completed in 1989, and the absence of any specific evidence that
FRCU's management was inadequate from a technical perspective.
 

In association with the proposed redesign the project team

drafted a detailed Statement of Work 
(SOW) for a financial
 
management contractor. 
The SOW also describes the functions and

roles to be retained by the FRCU. 
The SOW was reviewed and

accepted by top Mission management. After Mission approvals, the
document was discussed with our GOE counterparts at the FRCU and
with the Minister of Education. FRCU has agreed, in principal,

to shifting financial management responsibilities to a US
Contractor. 
They do, however, have some concerns regarding the

SOW. I am very hopeful that these will be satisfactorily

resolved. I can assure you no change will be made that alters

the main substance and purpose of the contract, and that the

suspension of activities under ULP/II will not be lifted until
 
the contract is in place.
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Recommendation No. I - FRCU has expressed a strong desire to

work with the Mission to resolve questioned costs. A very high

percentage of the questioned cost ($6.6 million of the total $8.5
 
million questioned in PIL 12) 
stemmed from FRCU operational

systems which did not require, or retain in a readily retrievable
 
form, documentation acceptable to PW. 
As a result PW questioned

entire dollar line items. The Mission will work with RIG/A/C to
 
agree on an acceptable methodology for assessing the validity of
 
those costs.
 

Recommendation No. 2 - As stated previously, resumption of

activities under ULP II will be predicated on having a contractor
 
in place who will be responsible for financial management of

project funds provided by PIL to FRCU. 
As FRCU had accepted this

shift of responsibilities, they did not feel further comment on

the internal control issues was important in their response. A

detailed draft SOW more clearly describes the specific roles of

the various parties. Although the SOW is still in draft stage we
 
do not anticipate any major changes. Based on this plan for
 
resolution of the internal control weaknesses we request you

resolve this recommendation on issuance of the report. We will
 
request closure when the contract is in place.
 

Recommendation No. 3 - Mission believes that the planned contract
 
for financial management services will close the compliance

findings regarding billings, and books and records. 
 The FRCU has

already refunded the interest earned on project accounts (see

attached copies). Therefore we request you resolve this
 
recommendation on issuance of the report. We will request

closure when the financial management contract is in place.
 

The Mission appreciates the serious nature of 
an audit report

which disclaims an overall opinion, and questions costs at this
 
level. We are taking significant steps to assure proper

accountability for future funding of University Linkages

activities. 
We have also reviewed our monitoring of this
 
recipient's activities. 
Given the staffing and structure of the
 
Agency, Mission management and project officers often must place

reliance on contracted technical experts. 
I would like to detail

the various assessments that have been performed with regard to
 
this grantee.
 

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

later, during the design of the second phase of the project, FM
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staff performed a limited review of the financial system at the
 
FRCU. This exercise raised some concerns, and suggested a more
 
comprehensive review be performed prior to disbursement of funds
 
under the new project. Also, in association with the new project

development an external design team examined the FRCU management

structure and its adequacy for implementing a follow-on project.

The team proposed some modifications to FRCU systems, and the
 
grant award and review process, but concluded that FRCU was
 
capable of implementing the secund phase.
 

In 1992, an assessment of financial and administrative
 
capabilities of the FRCU was performed by the Shawki & Co. 
 At
 
the time Shawki, a member firm of Arthur Anderson, was a RIG
 
approved NFA firm. The assessment resulted in several
 
recommendations, but concluded that FRCU's procedures were
 
adequate for USAID/Egypt's purposes, and that FRCU had the
 
managerial, technical, administrative and financial capabilities

to carry out the new project. FRCU took action on the
 
recommendations made in the Shawki report. 
These actions were
 
prospective and did not affect the condition of books and records
 
for the ULP I. Therefore Mission also planned a financial audit
 
of ULP I expenses. Based on the actions taken the Mission
 
approved expenditure of funds under the new project.
 

In addition to these assessments ULP I was the subject of 
an
 
evaluation in 1989. The focus of the evaluation was on project

impact, and return on investment. It concluded that there were
 
enough successful projects (grants) to consider the ULP justified
 
as a whole. 
Although not the primary focus, the evaluation also
 
examined the FRCU structure and procedures and found them
 
basically sound.
 

Most of the reviews detailed above identified problems, but
 
considered those problems solvable within the basic structure of
 
FRCU and the Projects. The Mission is concerned that the various
 
assessments and evaluations performed did not identify a serious
 
problem. In hindsight, it may be that, by nature, these reviews
 
focused on solutions, and so did not fully disclose the extent of
 
the problems. Perhaps other actions might have been taken that
 
would have prevented the problems, or identified them earlier.
 
We cannot change history. We can and are taking steps to assure
 
there aren't other problems of this nature lurking in the
 
Mission's portfolio. These steps can be divided into two areas.
 
The first is audit. The Mission, in coordination with your

office, is moving as quickly as possible to audit all local
 
entities. We are well along in this process, and by the end of
 
FY 95 we expect that the majority of our audit universe will have
 
been audited at least once. As you are well aware,
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both your office and the Mission are always striving to improve

the quality of the work performed by the NFA firms. Mission

funded training is just one example of the Mission's support for
NFA firms. 
 The second area we are working in is Mission review.
We have asked all project officers to identify recipients of AID

funds who may be at high risk for accountability problems. 
The

Financial Analysis Support Team (FAST) is proceeding with reviews

of recipient vouchers, as 
a sort of internal audit function,

looking for serious problems. The FAST is also working with
Project Officers and recipients to review grantee's accounting

systems early in the funding period rather than waiting until
 
most of the money has been spent. The Mission believes these
efforts have dramatically reduced the possibility of recipients

developing major accountability problems.
 

With regard to the FRCU audits, we are confident that our staff
 can work with your office to reach agreement on a strategy to

address your recommendations. Thank you in advance for your

cooperation.
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