UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
11T LU OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT

CAIRO, EGYPT

January 28, 1996

MEMORANDUM

TO : DIRECTOR USAID West Bank/Gaza, Christopher D. Crowley

FROM: RIG/A/C, Lou Mundy ‘gw,\g

SUBJECT: Audit of American Near East Refugee Aid/Jerusalem (USAID West
Bank/Gaza Grant No. ANE-0159-G-55-5048-00)

The attached report. transmitted December 12, 1995, by Coopers & Lybrand, presents
the results of a financia! audit of American Near East Refugee Aid/Jerusalem (ANERA/])
as it pertains to USAID West Bank/Gaza resources managed under Grant Agreement No.
ANE-0159-G-85-9048-00. ANERA is a non-profit organization based in Washington,
D.C. that was set up to help refugees and displaced persons in the Near East. Most of
its activities are in the occupied West Bank and Gaza, but it also operates in Lebanon and
Jordan. ANERA signed the aforementioned grant with USAID/Washington on September
29, 1989 in support of projects entitled "Cooperative. Municipal, Indigenous Non-Profit
Organization and Cooperative. Municipal and Business Development Projects in the West
Bank and Gaza Stnip.”

We engaged Coopers & Lybrand to perform a financial audit of ANERA/J's incurred
expenditures of SE.358 488 (equivalent 1o N1S24,908.294) for the period December 1,
1991 through November 30, 1994, The purpose of the audit was to evaluate the propriety
of costs incurred during this period. Coopers & Lybrand also evaluated ANERA/]'s
internal controls and compliance with applicable laws, regulations and grant terms as
necessary in forming an opinion regarding the Fund Accountability Statement.

The audit report questions $80.566 (equivalent to NIS240,086) in value added tax
amounts paid to the Government of Israel. Additionally. the auditors noted one material
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weakness in ANERA/J's internal controls as well as one material instance of
noncompliance,

In response to the draft report, responsible ANERA/J officials gave more explanation to
the questioned costs and internal control and compliance issues. Coopers & Lybrand
reviewed ANERA/J’s response to the findings and where applicable, made adjustments
to the report or provided further clarification of their position.

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

Recommendation No. 1: We recommend that USAID West Bank/Gaza
resolve the ineligible questioned costs of $80,566 detailed on pages 11 and
12 of the Coopers & Lybrand audit report, and recover from American
Near East Refugee Aid/Jerusalem the amounts determined to be
unallowable.

Recommendation No. 2: We recommend that USAID West Bank/Gaza
obtain evidence that American Near East Refugee Aid/Jerusalem has
addressed the material internal control weakness and the material
noncompliance issue (inadequate procedures to track the payment and
subsequent receipt of value added tax) detailed on pages 15, 18, and 19 of
the Coopers & Lybrand audit report.

Recommendation No. 1 is unresolved and will be considered resolved upon the Mission's
determination of the amount of recovery; it will be considered closed upon the recovery
of funds, offset of funds, or issuance of a bill for collection. Recommendation No. 2 is
unresolved and will be considered resolved upon the Mission’s presentation of an
acceptable plan of action which addresses the reported material deficiencies; it will be
considered closed when the Mission presents acceptable evidence that the required actions
have been taken.

Please advise this office within 30 days of any action planned or taken to close the
recommendation. Thank you for the cooperation and assistance extended to the audit
staff on this engagement and your continued support of the financial audit program in the
West Bank and Gaza.

Attachment: a's
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certified public accountants Tiba 2000 Center a merbaer fire of
Coo ers Rabaa El—Adaweya Coopers & Lvbrand linternationall
&Ly rand Nasr City
Cairo - 11371

tel: 260850C
fax- 2613204

December 12, 1995

Mr. Lou Mundy

Regional Inspector General for Audit/Cairo
United States Agency for

International Development

Dear Mr. Mundy:

We have audited the accompanying fund accountability statement of American Near
East Refugee Aid/Jerusalem (ANERA/J} related to disbursements reported by ANERA/J
to American Near East Refugee Aid/Washington (ANERA/W) and reimbursements from
ANERA/W and the Government of israel {GOI) under Grant No. ANE-O1 59-G-55-9048-
00 for the period from December 1, 1981 through November 30, 1994, Fieldwork
started in August 1995 and was completed in September 1985,

Background

ANERA is a non-profit making organization based in Washington D.C. that was set up
to help refugees and displaced persons in the Near Fast. Most of its activities are in
the occupied West Bank and Gaza, but it also operates in Lebanon and Jordan.
ANERA signed the atorementtoned grant with USAID/Washington on September 29,
1989 in support of projects entitied "Cooperative, Municipal, Indigenous Non-Profit
Organization and Cooperative, Municipal and Business Development Projects In the
West Bank and Gaza Stnip”. The total esumated amount of the program was

$ 14,293,000 over five years. This was split among the following line items:

us $

Rural Agnicutture 2,280,000
Credit 3,166,000
Urban Economic Infrastructure 3,925,000
Sacial Services tIndigencus NGOs) 3,353,000
TA/Training 285,000
Administrative 1,284,000

Total 14,293,000

—e
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Exclusive of the Administrative budget line item of $ 1,284,000 which funds ANERA/J
local office expenditures in Gaza and the West Bank, the balance of $ 13,009,000 is
made available to 114 Palestinian organizations in the form of sub-grants.

In the period under audit, $ 7,156,152 in US Dollars and $ 1,054,818 in New Israel
Shekels (NIS}) were transferred from ANERA/W to ANERA/J. Additionally, $ 318,541
in NIS was received as Value Added Tax (VAT) reclaims from the GOI. Disbursements
of $ 6,923,896 and $ 390,271 in NIS were made tc sub grantees and $ 1,044,321 in
NIS was made to cover admirustrative expenses for ANERA/)'s Gaza and West Bank
offices.

Audit Objectives and Scope of Work

We were required to pertorm an audit examination of the USAID/West Bank and Gaza
resources managed by ANERA/J for the period from December 1, 1991 through
November 30, 1994 which s sufficient to enable us to:

1. Express an opimion on whether the fund accountability statement for the
USAID/West Bank and Gaza-financed projects of ANERA/J presents fairty, in all
material respects. receipts and disbursements for the period under audit in
conformity with generally accepted accounting principles or another
comprehensive basis of accounting.

2. Determine whether disbursements reported to ANERA/W as incurred under the
agreement are 1n tact allowable. allocable and reasonable in accordance with
the terms of the agreement

3. Evaluate ang ortan a sufticient understanding ot the internal control structure
of ANERA _ assess contro: nsk and identify reportable conditions, inciuding

matenai weaknesses,

4. Perform tests to determine whether ANERA.J comphed, in all matenal respects,

with the agreement terms and apphicable laws and regulations; and
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5. Determine whether ANERA/J has taken corrective action on prior audit report

recommendations.
Our audit procedures included, but were not limited to, the tollowing:

1. reviewing transfers of grant funds trom ANERA/W to ANERA/J to ensure they
were made in accordance with the terms of the grant agreements;

2. reviewing administrative expenses and grant disbursements in the West Bank
and Gaza and ensuring they were allowable, allocable, reasonable, properly

supported and reached their stated destination;

3. reviewing ANERA/J's accounting records to determine whether receipts and
disbursements were properly recorded; and

4. reviewing ANERA J's procedures used to control USAID funds.
As part of our audit we made a study and evaluation of relevant internal controls
within ANERA/J and reviewed compliance with applicable agreements, laws and

regulations.

We tested the equivatent of § 3,024,699 of disbursements under the grant. This
represents 36% of tota! disbursements reported to ANERA/W.

Results of Audit
Fund Accountability Statement:

We questioned $ 8C 566 of disbursements under the grant reported by ANERA/J to
ANERA \% which relates 1o VAT amounts paid to the GOl.

Internal Control Structure:

We tound one matena- weakness related to ANERA/J's tailure to track the payment
and subsequent receipt ot VAT



Coopers
l &l ybrand

Compliance with Agreement Terms and Applicable Laws and Regulations:

We found one material instance of non compliance with applicable laws and
regulations related to ANERA/J's failure to keep adequate books and records for the
tracking of payment and subsequent receipt of VAT.

Follow-up on Prior Audit Recommendations

Price Waterhouse/Washington conducted an audit of ANERA’s schedules of financial
assistance for the period from October 1, 1987 through September 30, 1980
(including Grant No. ANE-0159-G-S5-3048-00 from September 1889} and they issued
their report dated November 4, 1991. The following matters were included as internal
control and compliance points in their audit report:

1. VAT and customs duties were reported as costs under the Grant.

To remedy this situation, Price Waterhouse recommended that ANERA prepare
a schedule of VAT and customs duties paid by ANERA and the subgrantees,
request a refund of VAT and customs duties paid from the GOl and establish
standard procedures for the preparation and monitoring of refund requests.

Wwe found that ANERA's system of following up on VAT refunds claimed from
the GOI was unsatisfactory, and that ANERA/J has paid VAT of $ 80,566 that
has not been refunded.

This matter i1s included as a matenal weakness in our report on internal controls
tsee page 15! and as material non compliance in our report on compliance with
faws and regulations (see page 18).

2. Field office empioyees do not prepare time sheets.

To remedy thus situation, Price Waterhouse recommended that field office
employees prepare time sheets for each pay period, field offices develop and
implement control procedures to ensure that iime sheets are properly reviewed
and authorized by a responsibie official of the organization, authorized time
sheets be sent to Washington for review and approval, and that ANERA
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allocate indirect field office expenses based on time worked on USAID and non-
USAID activity as documented on authorized time sheets.

ANERA/J field office employees do now prepare time sheets, which are sent
monthly to ANERA/W. We were unable to ascertain whether ANERA allocated
indirect field office and expenses based on time worked on USAID and non-
USAID activity as documented on authorized time sheets because billing to
USAID/Washington is done by ANERA/W, and the scope of our audit was only
amounts reported to ANERA/W by ANERA/J.

We have included a recommendation about the future treatment of indirect
expenses by ANERA in our letter to ANERA/J management dated September 1,
1995,

Ineligible costs were charged to the Grant.

To remedy this situation, Price Waterhouse recommended that field office
employees gain a working knowledge of the provisions of the grant, promptly
identify, account for and report separately all ineligible costs to ANERA/W and
reimburse USAID for ineligible costs previously charged to the grant.

As stated 1n Note 2 to the fund accountahility statement "Administrative
disbursements are exclusive of any VAT reported separately to ANERA/W".
Four quarterly reports (quarters ended February 28, 1992, May 31, 1992,
August 31, 1992 and November 30, 1892} to ANERA/W included VAT as a
separate amount This was the only category of expenditure reported to
ANERA W that 1s pnnma facie an unallowable cost.

The scope of our audit was amounts reported by ANERA/J to ANERA/W, and
we have dentified amounts that would be unallowable if billed to USAID by

ANERA W in Note 6 to the fund accountability statement.

ANERA does not properly report Living Quarter Allowance paid on behalf of
ANERA's Middie East Representative.

To remedy this situation. Price Waterhouse recommended that ANERA’s local
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accounting firm be instructed to properly classify, summarize and report all
allowances paid as a separate budget line item categorized as "Living Quarters
Allowance"” to ensure compliance with the terms of the grant agreement.

We found that ANERA/J did indeed properly classify, summarize and report all
allowances paid to the local representative as a separate budget line item.

Management Comments

Management comments have been obtained and are inciuded in Appendix A of this
report. Qur response is included in Appendix B of this report.

This report is intended for the information of management of ANERA/J and the United

States Agency for International Development. This restriction is not intended to limit
the distribution of this report which is a matter of public record.
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September 1, 1995

Mr. Lou Mundy

Regional Inspector General for Audit/Cairo
United States Agency for

international Development

REPORT OF INDEPENDENT ACCOUNTANTS

We have audited the accompanying fund accountability statement of American Near
East Refugee Aid/Jerusalem (ANERA/J) related to disbursements reported by ANERA/J
to Amencan Near East Refugee Aid/Washington (ANERA/W) and reimbursements from
ANERA/W and the Government of Israel {GOI} under Grant No. ANE-0159-G-55-8048-
00 for the penod from December 1, 1991 through November 30, 1994. The fund
accountability statement 1s the responsibility of ANERA/J. Our responsibility is to
express an opinion on this fund accountability statement.

Except as discussed in the following paragraph, we conducted our audit in accordance
with generally accepted auditing standards and the financial audit requirements of
Government Auditing Standards issued by the Comptroller General of the Umited
States. Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the fund accountability statement is free of
material misstatement An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the fund accountability statement. An
audit also includes assessing the accounting principles used and significant estimates
made by management as well as evaluating the overall presentation of the fund
accountability statement We believe that our audit provides a reasonable basis for

our opinion.

We did not have an external quality control review by an unaffiliated audit organization
as required by paragraph 46 of Chapter 3 of Government Auditing Standards since no
such quality control review program i1s offered by professional organizations in Egypt.
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We believe that the effect of this departure from the financial audit requirements of
Government Auditing Standards is not material because we participate in the Coopers
and Lybrand woridwide internal quality control program which requires the Coopers
and Lybrand Cairo office to be subjected, every three years, to an extensive quality
control review by partners and managers from other Coopers and Lybrand offices.

As described in Note 3, the accompanying fund accountability statement has been
prepared on the basis of cash receipts and disbursements. Consequently, receipts
and disbursements are recognized when received or paid rather than when earned or
incurred. Accordingly, the accompanying fund accountability statement is not
intended to present results in accordance with accounting principles generally
accepted in the United States of America.

As discussed in Note 6 to the fund accountability statement, ANERA/J has included
inehgible value added taxes (VAT) of $ 80,566 in disbursements reported to ANERA/W
that in our opinion should be reimbursed by the GOI.

In our opinton, except for the effects of inciuding the ineligible disbursement as
discussed in the preceding paragraph, the fund accountability statement referred to
above presents fairly, in all material respects, disbursements reported by ANERA/J to
ANERA/W and reimbursements from ANERA/'W and the GO! under Grant No. ANE-
0159-G-58-8048-00 tor the period trom December 1, 1991 through November 30,
1894 in conformity with the basis of accounting described in Note 3 to the fund
accountability statement.

This report 15 intended for the information of management of ANERA/J and the United

States Agency tor International Development. This restriction is not intended to limit
the distribution of this report which 1s a matter of public record.
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AMERICAN NEAR EAST REFUGEE AID/JERUSALEM
FUND ACCOUNTABILITY STATEMENT
FOR THE PERIOD FROM DECEMBER 1, 1991 THROUGH NOVEMBER 30, 1994

BUDGET ACTUAL RECLASSIFICATIONS QUESTIONED
{Note 2) (Note 2) (Note 5) COSTS
USss$ uss Uss {Note 6)
Uss
RECEIPTS
Grant amounts recerved from ANERA/W - 7,156,152
Admimistrative amounts - 1,054,818
recerved from ANERA/W
VAT refunds from GOI - 318,541 -
Total receipts - 8,529,511 -
DISBURSEMENTS
Grants
Rural Agriculture 780,000 961,353 680,635
Credit 1,899,600 859,201 - -
Urban Economic
Infrastructure 2,138,200 2,191,150 (680,635) -
Social Service 1,766,200 2,782,240 - -
Technical Assistance 125,000 520,223 -
Total grant disbursements 6,709,000 7,314,167 -
Administration 548,000 1,044,321 - -
Total disbursements 7,257,000 8,358,488 80,566

The accompanying notes are an integral part of this fund accountability statement.
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AUDIT OF USAID/WEST BANK AND GAZA RESOURCES MANAGED BY
AMERICAN NEAR EAST REFUGEE AID/JERUSALEM
FOR THE PERIOD FROM DECEMBER 1, 1991 THROUGH NOVEMBER 30, 1994

NOTES TO THE FUND ACCOUNTABILITY STATEMENT

NOTE 1 - SCOPE OF AUDIT:

The fund accountability statement of ANERA/J includes disbursements reported to
ANERA/W and receipts from ANERA/W and the GOl under Grant Agreement No. ANE-
0159-G-SS-9048-00 for the period from December 1, 1991 through November 30,
1994,

NOTE 2 - ACTUAL AND BUDGET:

The column labeled "Actual” is the responsibility of ANERA/J and represents
cumulative receipts and disbursements for Grant No. ANE-01 59-G-55-9048-00 for the
period from December 1, 1991 through November 30, 1994,

Receipts represent transfers from ANERA/W 1o ANERA/J and VAT refunds received
from the GOI. Grant disbursements represent amounts transferred by ANERA/J to
subgrantees. Admnistrative disbursements are exclusive of any VAT reported
separately to ANERA/W.

The budget includes ail USAID-approved disbursements. The amounts are based on
the budget tor the three years to September 29. 1994 in the Grant Agreement dated
September 29, 1889

it 1s not appropriate to compare the Budget and Actual columns directly. Our audit
period dig not represent the whole duration of the Grant, and we had no information
on budget remaining at the beginning of the audit period. Also, the disbursements are
being made from total iIncome under the Grant, which includes amounts of VAT
recerved from the GOI as well as receipts of Grant funds from ANERA/W. The budget
does not consider any disbursements from VAT refunds.

10
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NOTE 3 - BASIS OF PRESENTATION:

The fund accountability statement has been prepared on the basis of cash receipts and
disbursements. Consequently, receipts and disbursements are recaognized when
received or paid rather than when earned or incurred.

NOTE 4 - EXCHANGE RATE:

Receipts and disbursements in New Israeli Shekels (NIS) have been converted to U.S.
Dollars at the average monthly exchange rate during the period under audit of 2.98
New israeli Shekels to 1 U.S. Dollar.

NOTE 5 - RECLASSIFICATIONS:

Certain reported disbursements associated with various budget line items were
misclassified. These disbursements have been reclassified to the proper budget line
item to facilitate companson between actual and budgeted costs.

The amounts involved were as follows:

1. An amount of $ 665,484 of Rural Agriculture incorrectly classified as Urban
Economic Infrastructure; and

2. An amount of NIS 45,150 {equivalent to $ 15,151) of Rural Agriculture
incorrectty classified as Urban Economic Infrastructure.

NQTE 6 - QUESTIONED COSTS:

Questioned disbursements represent amounts that would be questionable if they have
been included 1n ANERA/W's billing to USAID in Washington under the Grant.
Disbursements that are ineligible for USAID reimbursement are those that are not
program related or are prohibited by applicable agreement terms or laws and
regulations. Questioned disbursements identified as ineligible relate to amounts paid
as VAT to the GOI and not refunded.

11
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NOTE 6 - QUESTIONED COSTS (CONTINUED):

The Office of Management and Budget {OMB) Circular A-122, Attachment B.46 states
that any tax for which an exemption is available is unallowable for inclusion as a grant
cost. In 1988, the GOI approved the exemption of VAT and customs duties for
domestic and imported purchases used in USAID financed development activities.
ANERA/J is in possession of such an exemption,

During the period under audit, ANERA/J claimed a total of $ 166,931 and NIS
704,678 in VAT refunds. This is equivalent to $ 403,400. NIS 962,046 (equivalent
to $ 322,834) was recetved from the GOl in VAT refunds, of which, NIS 12,793
{equivalent to $ 4,293) was received after November 30, 1994 and so has not been
included in the fund accountability statement as a receipt or as an ineligible cost. The
difference of $ 80,566 has been questioned as an ineligible cost.

12
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September 1, 19985

Mr. Lou Mundy

Regional Inspector General for Audit/Cairo
United States Agency for

International Development

REPORT_OF INDEPENDENT ACCOUNTANTS ON
THE INTERNAL CONTROL STRUCTURE

We have audited the accompanying fund accountability statement of American Near
East Refugee Aid/Jerusalem (ANERA/J) related to disbursements reported by ANERA/J
to American Near East Refugee Aid/Washington {ANERA/W) and reimbursements from
ANERA/W and the Government of Israel (GOI) under Grant No. ANE-0159-G-55-8048-
00 for the period from December 1, 1991 through November 30, 1994 and have
issued our report thereon dated September 1, 1995.

Except as discussed in the tollowing paragraph, we conducted our audit In accordance
with generally accepted auditing standards and the financia! audit requirements of
Government Auditing Standards issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit 1o obtain
reasonable assurance about whether the fund accountability statement is free of

matenal misstatement

We did not have an external quality control review by an unaffiliated audit organization
as required by paragraph 46 of Chapter 3 of Government Auditing Standards since no

such guality control review program is otffered by professional organizations in Egypt.
We believe that the eftect of this departure from the financial audit requirements of
Government Auditng Standards is not matena! because we participate in the Coopers
and Lybrand woridwide internal quahty control program which requires the Coopers
and Lybrand Carro office to be subjected, every three years, 10 an extensive gquality
control review by partners and managers from other Coopers and Lybrand offices.

13
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The management of ANERA/J is responsible for establishing and maintaining an
internal control structure. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and retated costs of internal
control structure policies and procedures. The objectives of an internal control
structure are to provide management with reasonable, but not absolute, assurance
that the assets are safeguarded against loss from unauthorized use or disposition and
that transactions are executed in accordance with management’s authorization and in
accordance with the terms of the agreement, and recorded properly to permit the
preparation of the fund accountability statement in accordance with the cash receipts
and disbursements method. Because of inherent limitations in any internal control
structure, errors or irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the structure to future periods is subject to the risk
that procedures may become inadequate because of changes in conditions or that the
effectiveness of the design and operation of policies and procedures may deteriorate.

In planning and performing our audit of the fund accountability statement of ANERA/J,
we considered the internat contro! structure within ANERA/J in order to determine our
audiung procedures for the purpose of expressing an opinion on the fund
accountability statement and not to provide assurance on the internal control
structure.

For the purpose of this report, we have classified the significant internal control
structure policies and procedures in the following categories: disbursements, receipts,
compliance with applicable laws and regulations and safeguarding of assets.

For all of the internai control structure categones listed above, we obtained an
understanding of the design of relevant policies and procedures and whether they have
been placed in operation, and we assessed control risk.

\We noted certain matters involving the internal control structure and its operation that
we consider to be reportable conditions under standards established by the Amencan
Institute of Certified Pubiic Accountants. Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of
the internal control structure that, in our judgment, could adversely affect the entity’s
ability to record, process. or summarize. and report financial data consistent with the

14



Coopers
&Lybrand

assertions of management in the fund accountability statement. Our audit disclosed
the following reportable condition:

1. ANERA/J does not have adequate procedures to track the payment and
subsequent receipt of value added tax (VAT).

Amounts paid as VAT are not consistently recorded separately in ANERA/J's books
and records. VAT claims from the GO1 are made by sending VAT invoices to the
Ministry of Finance and are not adeguately documented. When refunds are obtained,
it is not possible to establish which amounts these refunds relate to, making proper
follow up difficult. Disbursements are reported inclusive of VAT in ANERA/J's
guarterly reports to ANERA/W. Therefore it is impossible to separate VAT and
disbursements in Washington, so VAT is being billed as a disbursement under the
grant.

Statement of Auditing Standards No. 55, Consideration of the Internal Control
Structure in a Financia! Statement Audit, identifies the accounting system as a
significant element in an entity’s internal control structure and states tnat ”...an
effective accounting system gives appropriate consideration to establishing methods
and records that will...measure the value of transactions in a manner that permits
recording their proper monetary value in the financial statements, and...present
properly the transactions and related disclosures in the financial statements.”

Recommendation 1

We recommend that all disbursements in ANERA/J's books are recorded as follows:
costs (exclusive of VAT should be recorded as disbursements; the amount of VAT
paid should be posted 10 a separate VAT control account. The balance on this
account should be used as the basis tor any reclaim of VAT from the GOI. This would
leave a clear trail of gocumentary evidence to follow up any reclaims from the GOL
Any unrecovered amounts should first be tollowed up with the GOI. 1f amounts are
not refunded, this should be documented in wrting by the GOl and then included as a
separate line item "unrecovered VAT in ANERA/J's reports to ANERA/W, as this 15 a
true operating disbursement. In this way, only unrecovered amounts would be
reported 1o ANERA/W.

£ 3

15
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A material weakness is a reportable condition in which the design or operation of one
or more of the internal control structure elements does not reduce to a relatively low
level the risk that errors or irregularities in amounts that wouid be material in relation
to the fund accountability statement being audited may occur and not 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 disciose all
matters in the internal control structure that might be reportable conditions and,
accordingly, would not necessarily disciose all reportable conditions that are also
considered to be materia! weaknesses as described above. We believe the reportable
condition described above is a material weakness.

We also noted other immaterial matters involving the internal control structure and its
operation that we have reported to ANERA/J in a separate letter dated September 1,
1995.

This report 1s intended for the information of the management of ANERA/J and the

United States Agency for International Development. This restriction is not intended
10 hmit the distribution of this report which 1s a matter of public record.

CGPF”W&LM
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September 1, 1995

Mr. Lou Mundy

Regional Inspector General for Audit/Cairo
United States Agency for

international Development

REPORT OF INDEPENDENT ACCOUNTANTS ON
COMPLIANCE WITH LAWS AND REGULATIONS

We have audited the accompanying fund accountability statement of American Near
East Refugee Aid/Jerusalem (ANERA/J) related to disbursements reported by ANERA/J
to Amerncan Near East Refugee Aid/Washington (ANERA/W) and reimbursements from
ANERA/W and the Government of Israel {GOI) under Grant No. ANE-0159-G-55-9048-
00 for the period from December 1, 1991 through November 30, 1994 and have
issued our report thereon dated September 1, 1995,

Except as discussed in the following paragraph, we conducted our audit in accordance
with generally accepted auditing standards and the financial audit requirements of
Government Auditing Standards issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain
reasonabie assurance about whether the fund accountability statement is free of

material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the fund accountability statement.

We did not have an external quahty control review by an unaffilated audit orgamization
as required by paragraph 46 of Chapter 3 of Government Auditing Standards since no
such quality control review program is offered by professional organizations in Egypt.
We believe that the effect of thus departure from the financial audit requirements of

Government Auditing Standards 1s not maternal because we participate in the Coopers
and Lybrand woridwide internal guality control program which requires the Coopers
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and Lybrand Carro office to be subjected, every three years, to an extensive guality
control review by partners and managers from ather Coopers and Lybrand offices.

Compliance with applicable laws, regulations, contracts, grants and binding policies
and procedures applicable to ANERA/J is the responsibility of ANERA/J. As part of
obtaining reasonable assurance about whether the fund accountability statement is
free of material misstatement, we performed tests of ANERA/J's compliance with
certain provisions of laws, regulations, contracts, grants and binding polices and
procedures. However, the objective of our audit of the fund accountability statement
was not to provide an opinion on overali compliance with such provisions.
Accordingly, we do not express such an opinion.

Material instances of noncompliance are failures to follow requirements, or violations
of prohibitions, contained in statutes, regulations, contracts, or grants that cause us to
conclude that the aggregation of the misstatements resulting from those failures or
violations 1s material to the fund accountability statement. The results of our tests of
compliance disclosed the foliowing material instance of noncompliance, the effect of
which has been included as a questioned cost of $ 80,566 in our report on the fund
accountability statement dated September 1, 1995,

1. ANERA/J does not have adequate procedures to track the payment and
subsequent receipt of value added taxes (VAT).

Amounts pard as VAT are not recorded separately in ANERA/J's books and records.
VAT claims from the GOI are made by sending VAT invoices to the Ministry of Finance
and are not adequately documented. When refunds are obtained, it is not possibie to
establish which amounts these refunds relate to, making proper follow up difficult.
Oisbursements are reported inclusive of VAT in ANERA/J's quarterly reports to
ANERA'W . Therefore 11 15 impossible to separate VAT and disbursements in
Washington. so VAT 1< being billed as a disbursement under the grant.

Standard Provision 2 ia: of the Grant Agreement states that "the grantee shall
maintain books, records. documents, and other evidence in accordance with the
grantee’s usual accounting procedures to sufficiently substantiate charges 1o the
grant. The grantee’s financial management system shall provide for...effective control
over and accountability for all funds. ™
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The effect of this lack of procedures is the inability to adequately report VAT amounts
paid, and a lack of control over funds. This is a noncompliance with the Standard
Provisions of the Grant.

Recommendation 1

We recommend that ANERA/J comply with the Standard Provisions of the Grant by
properly documenting and recording VAT amounts as and when paid.

x4 ER

We considered this material instance of noncompliance in forming our opinion on
whether ANERA/J's fund accountability statement is presented fairly, in all material
respects, in conformity with the basis of cash receipts and disbursements, and this
report does not affect our report dated September 1, 19385 on the fund accountability
statement.

Except as described above. the results of our tests of compliance indicate that, with
respect to the amounts tested, ANERA/J complied, in all material respects, with the
provisions referred to in the fourth paragraph of this report, and with respect to items
not tested, nothing came to our attention that caused us to believe that ANERA/J had
not complied, in all matenial respects, with those provisions.

This report ts intended for the information of management of ANERA/J and the United
States Agency for International Development. This restriction is not intended to limit
the distribution of this report which is a matter of public record.

Ccmfwx&l,ﬁlﬂmc{
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AUDIT OF USAID/WEST BANK AND GAZA RESOURCES
MANAGED BY AMERICAN NEAR EAST REFUGEE AID/JERUSALEM
UNDER GRANT NO. ANE-0159-G-§5-9048-00
FOR THE PERIOD FROM DECEMBER 1, 1991 THROUGH NOVEMBER 30, 1994

MANAGEMENT COMMENTS ON THE FINANCIAL RELATED AUDIT

MIDDLE EAST HEAD OFRCE GAZA QFFICE

§ Abu Oheidah B jorran lereet Al Thayry Screet

PO Rex 19982 RAST CRAUSALLM F.oU. Son 43 - GAZL
Tei. 02.17700¢ Tel. 07-020129

Fax 01+ #9436/ AMERICAN NEAR EAST REFUCEE AID = o.come

Decembar £, 19395

Mr. Jeffrey Hentges
Ccopers & Lybrand
Cairo

Dear Mr. Hentgces

Pursuant +- the re-crmendazicns of the Exit Conference which took
place at tre ANERA/-erusalem cffice or. November ¢, 6 I am pleasad
to gend to vou the follow.ng response to your draft audit.

we have .imited ocur remarks below to the sectlon entitled
n"Results of Audit" ‘page 3 of your draft statement} and To those
L-ers 1~ "Notes t2 the Furd Acccourtabilicy Statement” {(pages 10~
13; wrach 23l. for 1 epoapenss BR Suy paLre.

1 - - . -

a. c.pa Accountabality Statement
Dur.ng yoor fClicowWeup VISLT O Cerusalem i1n ear.y November,
w2 Zsrpared Together tne scnedule of VAT refunds which was

vaterred t= 1n vour draft report, and determined that the
armount cf unrefunded VAT expendltures «as approximately
sa~ S65 (NIS 240,C82), and not $1,089,715, as eriginally
reporzed by ycu. The attached “"Schedule 1: V.A.T. Claims
and Refurds fro= G.C.I." documents these calculaticns.

b.  anLerna. GO A
We ragret the ocIurrence 0f "opne material weakness related
tc ANERA/J‘Ss fai.ldre IO track the payment and suDsequent
rece.pt o VAT". Tnis occurred during the tenure of the
rrede-psanr Ta Ms, tana Knaldi, wnm nas taken steps *n ser
up a mere efficlent and «ransparent system +s track all VAT
paymerts, re.ating to roth USAID and other donors. We are
‘- «he process of sctTing 4p A ~cmputerized ~racklng system
wmien wool an future produce 2 readily updated 3nd clearly

rresertes Tat.e _rd.can.ng The s$Tatus <l al. VAT requests.
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Regarding this point, which refers to the long=-estaplished
practice of recording each VAT payment as an expense rather
than as a recelvable, please find attached our auditor’s
response, dated October 16, 1%95. As Mr. Khadder pcints
out, a private veluntary srgnlzation such as ANERA is in no
position ¢ guarantee that a gnvernment authority will
respond favorably to VAT reimbursement requasts, although
we can and do take cvery step in our power to get a
favorable response from the Government of Israel and, in
more recent days, from the palastinian Authority as well.
ANERA’s persistent afforts t2 secure VAT repayments, and
1t3 high rate of success in this regard, are wall documented.

Notes tQ tre *oprd Acosmuntabi ity Statenent (as needed)

Note €. Eg:lass;:ig;;igﬂi
Twe of the three .tems that were called toc our attention
wera im fact misc.assified Dby ANERA. Baoth items concern

the Be.t —ah:iya =Cald Storage prcject, which irvelved
~onstructing and eguipping & large building located within
et Laniya Municipality for stcering agricultural produce
inti. the optimal time {Or marketirg; the nature of this
prcject led cur Jerusaiem-based accruntant o mistakenly
place expencitures for it under <the category "Urpan
Economic Infrastructure” .nstead cof "Rurail Agriculture".
ANERA/Wasnhington did correct this inm most instances, but
d:d not fced pack thls correcticn to aur Jerusalem office,
with The result that our Field cffice accountant continued
To make the same misc.assificat:an. DBoth our neadguarters-
and field-cased accountants, as well as our auditor, are
row 3ware ot tnis, and will WOrk mere closely together to
avzLd any further :nstance of misclass.fication.

c-em 3 re.ates tD the Tulkarem Feed Plant, which involved
coth rew AIC expenditures (554,000 onut of the 5$631,588) and
a ba.arce of 39,3533 which care from VAT refunds. The AID-
synded expenditures were properiy classified as Rural
Agricuaiture, whereas the 33,588 was Jgsed for and classified
as Technical Assistance. ANERA/Washington’s auditor
approved this rreatment of VAT refunds, and ¢this was
expia:ned 1rn detall to AID/Washington at the time.

The rec.assif1zat.ons areong pudget categories, as indicated
on page < af your report, are thus ~errect for the most
part, ang we do nct disagree with them. AS is clear from
~he ccontext Ol  your report, there are no pudgetary
implications arising from th.s which need to be rect:fled.
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Note 7. Quegtioned CQSLS

The po:rts relating to the VAT repayments are dealt with 1In
detall in the enclesed letter dated October 16, 1995 from
Mr. Assad Khadder. ANERA’S experience 9ver the years 1s
qulte consistent with Mr. Khader'’'s observation that we dc
not have "control over the zclaims for the refund of VAT
paid" until such time as we have actuaily received the
requested refunds. If there is in fact a set of preferred
accounting terminology £for referring to requested and
still-anticipated VAT refunds, we are most willing to make
appropriate changes. It would nct be accurate, however, to
refer o these as "inelligible costs”, since ANERA can only
assure .ts best efrorts to obtain repayment frem the
governmants concerned.

Thank you again for the efforts of the Coopers & Lyorand tean.

Sincerely,

T AT

Thomas Neu
Middie tas* Represetative
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MIDDLE EAST MEAD OFACE GAZA OFMCE !
8 Abu Obaicen El Jarrsh Surest Al Thaura 3
P.O.box 17H BAST JERUSALE~ oo 145 .

Tei. 02.277076 ;oic O:f’n;;;'
Fax 01994351 AMERICAN NEAR FAST REFUGEE AID Fax 07 92070
Schedule |

Amounts claimed according to ANERA records

4

GAZA

Date of Amount in Amount in
Submission M NIS
131291 - 19,786
318/92 - 8.027
I 1/92 - 390,317
28/2/93 166.931° 497,454
31/19/93 - 120.446
1i01/94 - 30,604
30/4/94 - 117,969
11/7/94 - 2827
30.11/94 - 8,702
1,202,132
Less: Amount refundcd 1 audit period (946,253)
252,879
Less: Amount refunded afler audit penod (12.793)
L nrefunded amount s 80.803** 240,086

*Fur calculauon purposcs. the doliar amount of $360,9311s transiated to N1S497454, at the rate of $1 =

NIS 298

*The sum of N1$ 23008018 equivaient 1o 380 760 at the rate of NIS 2.98 = 31
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AUDIT OF USAID/WEST BANK AND GAZA RESOURCES
MANAGED BY AMERICAN NEAR EAST REFUGEE AID/JERUSALEM
UNDER GRANT NO. ANE-0159-G-§5-9048-00
FOR THE PERIOD FROM DECEMBER 1, 1991 THROUGH NOVEMBER 30, 1994

INDEPENDENT ACCOUNTANTS' RESPONSE
This appendix presents our response to American Near East Refugee Aid/Jerusalem’s
comments on the draft audit report transmitted September 4, 1995. In responding to
their comments, we reviewed additional supporting documents and evaluated their
comments. Please note that the numbering of our findings follows the numbering of
the findings as presented in Notes 6 and 7 to the fund accountability statement, our
report on internal controls and our report on compliance with applicable laws and

regulations.
Reclassifications
1. Reclassification 3 in our draft report has been removed.
Questioned Costs
1. We agree that the amount of unrefunded VAT expenditure is NIS 240,082

(US$ 80,566) and have reflected this in the final report.
internal Controls
1. Management agrees with our finding.
Compliance with Laws and Regulations
1. Though we recognize that the political and economic situation in the areas in
which ANERA/Jerusalem operates 1s difficult, our finding was that ANERA/J
does not have adeguate procedures to track the payment and subsequent

receipt of VAT payments. [n their comments on our report on internal controis,
management agreed with this point.

AN’



