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UNrmD STATES OF AMERICA 

******* AGENCY FOR INTERNATIONAL DEVELOPMENT 
OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT 

CAIRO, EGYPT 

:MEMORANDUM 

Report No. 6-263-98-024-N 
April 23, 1998 

TO : DIRECTOR USAID/Egypt, John R. Westley 

FROM: A/RIG/ A/Cairo, Bruce N, Boyer ~~ '0~---

SUBJECT: Financial Audit of the Egyptian Small Enterprise Development Foundation, 
Costs Incurred Under Cooperative Agreement No. 263-0212-A -00-9064-00 

The attached report, transmitted on February 15, 1998, by Allied Accountants, presents 
the results of a financial audit of the Egyptian Small Enterprise Development Foundation 
(the "Foundation"). The report covers costs incurred by the Foundation during the period 
September 1, 1994 through December 31, 1996 under Cooperative Agreement No. 263-
0212-A-00-9064-00 of US AID/Egypt's Small and Micro Enterprise Development Project 
(USAID/Egypt Project No. 263-0212). The purpose of the cooperative agreement is to 
provide loans to small and micro enterprises located in the Cairo Metropolitan area 
through a loan fund administered by the Foundation. The cooperative agreement also 
provides funds for operating expenses, equipment, project facilities, training, special 
projects, international travel, and vehicles. 

We engaged Allied Accountants to perform a financial audit of $599,018 in USAID/Egypt 
funds reimbursed to the Foundation during the audit period. The purpose of the audit was 
to evaluate the propriety of the costs incurred during the audit period. The auditors 
evaluated the Foundation's internal controls and compliance with applicable laws, 
regulations and agreement terms as necessary in forming their opinion regarding the Fund 
Accountability Statement. 

The auditors questioned costs of $1,695 (equivalent to LE5,761) related principally to 
amounts claimed by the Foundation for sales taxes, duties, and training-related costs. The 
auditors also identified two material weaknesses in the Foundation's internal control 
structure, and one matter of material noncompliance with applicable regulations. 

U.S. Mailing .1ddress 
US/HD-RIG/A/C Una 64902 

APO AE 09839-4902 

Tel. Country Code (202) 
357-3909 

Fax # (202) 355-4318 

#106 Kasr El Aini St., 
Cairo Center Building, 

Garden City, Cairo, Egypt 
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In response to the draft report, Foundation officials provided additional documentation 
and explanations to the report findings. Allied Accountants reviewed the Foundation's 
response to the findings and, where applicable, made adjustments to the report (see 
Appendices A and B). 

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

Recommendation No.1: We recommend that USAID/Egypt make a 
management decision on the questioned costs of $1,695 ($957 ineligible and 
$738 W1SUpported) detailed on pages 12 and 13 of the Allied Accountants audit 
report, and recover from the Egyptian Small Enterprise Development Foundation 
any amounts detennined to be unallowable. 

Recommendation No.2: We recommend that USAID/Egypt obtain evidence 
that the Egyptian Small Enterprise Development Foundation has addressed the 
material internal control weaknesses (commingling of funds, untimely 
accounting, and lack of bank statement reconciliations) detailed on pages 16 and 
17 of the Allied Accountants report. 

Recommendation No.3: We recommend that USAID/Egypt obtain evidence 
that the Egyptian Small Enterprise Development Foundation has addressed the 
material noncompliance issue (commingling of funds) detailed on page 20 of the 
Allied Accountants report. 

In response to Recommendation No.1, USAID/Egypt officials sustained questioned costs 
in the amount of $1,542 ($957 ineligible and $585 unsupported) as unallowable. The 
remaining questioned costs of $153 (unsupported) were determined to be allowable. 
USAID/Egypt issued a bill of collection and recovered $1,542 from the Foundation. 
Based on USAID/Egypt's management decision and final action with regard to 
Recommendation No.1, we consider it closed upon issuance. In response to 
Recommendation Nos. 2 and 3, USAID/Egypt officials indicated that they were in the 
process of verifying that the internal control weaknesses and noncompliance issue were 
being addressed. Based on USAID/Egypt's response, we consider both recommendations 
to have received a management decision. 

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 Egypt. 

Attachment: a/s 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-OO-9064-00 

Fund Accountability Statements 
For the Period September 1, 1994 through December 31, 1996 

Financial information contained in this report may be privileged. The restrictions of 
18 USC 1905 should be considered before any information is released to the public. 
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:l\..LLIED ACCOUNTANTS 
Ragheb, Istanbouli & EI Kilany 

A Member Firm of ARTHUR ANDERSEN & Co. SC 
Public Accountants & Business Advisors 

Fellows & Members of the Egyptian Society of Accountants & Auditors 

February IS, 1998 

Mr. Lou Mundy 
Regional [nspector General! Audit/Cairo 
United States Agency for [nternational Development 
Cairo, Egypt 

Dear Mr. Mundy: 
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This report presents the results of the audit of US AID resources managed by the Egyptian Small 
Enterprise Development Foundation (ESED) under the Small and Micro Enterprise (SME) 
Development Project, USAIDlEgypt Cooperative Agreement No. 263-0212-A-00-9064-00 (the 
"Agreement"). We were engaged to perform an audit of the local expenditures incurred and 
reimbursed for the period September 1, 1994 through December 31, 1996. 

Background 

Grant Agreement No. 263-0212 between die Arab Republic of Egypt and the United States of 
America for the SME Development Project was signed on September 30, 1988. The Grant 
Agreement remains in effect until September 30, 1998. 

The'Cooperative Agreement was signed between ESED and USAIDlEgypt on June 26, 1989. The . 
purpose of the Agreement is to provide lo~s to small and micro enterprises located in the Cairo 
Metropolitan area through a loan fund administered by ESED. The Agreement also provides funds 
for operating expenses, equipment, project facilities, training, special projects, international travel, 
and vehicles. 

Through the Agreement, ESED was appointed as a trustee for the SME Loan Fund. This Loan Fund 
was used to establish time deposits that serve as collateral for overdraft bank accounts, used for the 
provision of credit to small and micro entrepreneurs. 

Audit Objectives. Scope. and Methodology 

The objective of this engagement was to conduct a fInancial audit ofUSAIDlEgypt resources 
(excluding any program generated income and the collateral funds) managed by ESED for the SME 
Development Project (the "Project"), pursuant to the Agreement for the period September 1, 1994 
through December 31, 1996. 

The specifIc objectives of our engagem'ent were to: 

1. Express an opinion on whether the fund accountability statements for the USAIDlEgypt fInanced 
project present fairly, in all material respects, funds received (excluding any program generated 
income and the collateral funds), and costs incurred for the audit period in conformity with 
generally accepted accounting principles or another comprehensive basis of accounting; 

2. Determine if the costs reported as incurred under the Agreement are in fact allowable, allocable, 
and reasonable in accordance with the terms of the Agreement; 

3. Evaluate and obtain a sufficient understanding of the internal control structure of ESED, as it 
relates to the Project, to assess control risk, and identify reportable conditions, including material 
internal control weaknesses; 

n .. A\\" :~li-r"ri'l' ..• : w~-~, .~ • ..Fi..ul W . ...,...&.>""- U!--~I.~."... ~.H' .J1~\'lt,)L..!.,(,V: wl~1 
ADDRESS: 37 ELAHRAR STREET. MOBICA TOWER. MOHANDESEEN - P.O.BOX 97 DOKKI. GIZA. EGYPT - TEL.: (202) 3362000 -FAX: (202) 3600813 



ALLIED ACCOUNTANTS 

4. Perfonn tests to detennine whether ESED complied, in all material respects, with the Agreement 
tenns, and applicable laws and regulations; and 

5. Detennine if ESED has taken corrective action on prior audit report recommendations. 

The scope of the audit included all funds provided by USAIDlEgypt (excluding any program 
generated income and the collateral funds), and the Project expenditures incurred under the 
Agreement for the period September 1, 1994 through December 31, 1996. 

The methodology of the audit consisted of an evaluation of the internal control structure, testing of 
expenditures incurred under the Agreement, and testing of ESE D's compliance with the Agreement, 
and applicable laws and regulations. 

Our testing included a judgmental selection of costs incurred for each account disclosed in the fund 
accountability statements. We tested expenditures as follows: 

Tested 
Budget Line Item Actual Amount Percent 

Funds provided by USAIDlEgypt, LE Budget (LE) 1,332,893 1,332,893 
(Equivalent in $) 392,027 392,027 

Funds provided by USAIDlEgypt, $ Budget 4,000 4,000 

Expenditures, LE Budget (LE) 2,026,188 1,784,415 
(Equivalent in $) 595,938 524,828 

Expenditures, $ Budget 3,080 3,062 

Our testing included, but was not limited to, the following procedures: 

1. A review of direct expenditures billed to and reimbursed by USAIDlEgypt. Records were 
reconciled to reports submitted to USAIDlEgypt. 

100 

100 

88 

99 

2. A review of the funds provided by USAIDlEgypt to detennine whether they were deposited in a 
separate bank account, and that the related transactions were properly recorded. We also 
perfonned a review of the procedures used to control cash. 

3. A review of the general ledgers and Project's ledgers to detennine whether costs reported were 
properly recorded. A reconciliation of direct costs billed to and reimbursed by USAIDlEgypt to 
the Project's ledgers and to general ledgers. 

4. A review of procurement procedures to detennine whether sound commercial practices, 
including competitive bids were used, reasonable prices were obtained, and there were adequate 
controls on qualities and quantities received . 

. 
5. A review of travel and transportation charges to detenn.ine whether they were adequately 

. supported, approved, and in accordance with the Project's implementation plans. 

6. A detennination of whether advances of funds were justified based on existing documentation, 
including a reconciliation of funds advanced, disbursed, and available. 
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ALLIED ACCOUNTANTS 

During our audit planning, we considered ESED's internal control structure as it relates to the 
Project, to obtain an understanding of the design of relevant control policies and procedures, and 
whether those policies and procedures have been placed in operation. We obtained a sufficient 
understanding of the internal control structure to plan the audit and to determine the nature and extent 
of tests to be performed. 

Initial planning began with an entrance conference attended by RIGI AlC, USAIDIFM, a 
representative of ESE D's Project Officer, ESED's officials, and our audit team. At the end of the 
fieldwork we held a meeting with ESED's Project management staff to discuss unresolved findings 
identified during our fieldwork. 

The Agreement and its amendments were reviewed to gain an understanding of agreement terms and 
related applicable laws and regulations. 

Except as discussed in the following paragraphs, we conducted our audit in accordance with 
generally accepted auditing standards and Government Auditing Standards issued by the Comptroller 
General of the United States. These standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the fu~ accountability statements are free of material 
misstatement. 

We did not have an external quality control review·by an unaffiliated audit organization as required 
by Paragraph 33 of Chapter 3 of Government Auditing Standards since no such quality review 
program is offered by professional organizations in Egypt. We believe that the effect of this 
departure from the financiai audit requirements of Government Auditing Standards is not material 
because we participate in the Arthur Andersen internal quality control program, which requires our 
office to be subjected every three years to an extensive quality control review by partners and 
managers from other Arthur Andersen offices. 

Results of Audit 

Fund Accountability Statements 

Our audit identified $ 1,695 (LE 5,761) in aggregate questioned costs. The questioned costs are 
broken down as follows: 

Ineligible costs, LE Budget, $ 957 (LE 3,253) and 
Unsupported costs, LE Budget, $ 738 (LE 2,508). 

The details of the questioned costs are presented in the Fund Accountability Statements - Audit 
Findings section of this report. We considered the questioned costs in forming our audit opinion on 
the fund accountability statements. . 

Internal Control Structure 

Our evaluation of the internal control structure identified the following reportable conditions: 

• Funds received from USAIDlEgypt were commingled with other ESED owned and 
controlled resources and no reconciliations were performed to segregate sources of funding 
and their uses; and 

3 



ALLIED ACCOUNTANTS 

• Bank statements were not obtained and bank reconciliations were not performed for the $ 
account. . 

The details of the reportable conditions are presented in the Internal Control Structure - Audit 
Findings Section of this report. 

Compliance with Applicable Laws and Regulations 

In performing our engagement, we identified a matter of material noncompliance. This matter relates 
to commingling ofUSAlDlEgypt funds with other ESED controlled resources. Details of this 
noncompliance are presented in the Compliance with Applicable Laws and Regulations - Audit 
Finding Section of this report. 

Follow-up of Prior Audit Recommendations 

ESED was audited under USAIDlEgypt's Non-federal Audit Program for costs incurred for the 
period June 1, 1991 through August 31, 1994. The fieldwork for the prior audit was completed on 
July 27, 1995 and the final report was submitted to USAIDlEgypt on January 9, 1996. The report 
contained three recommendations on compliance with applicable laws and regulations. Our review 
indicated that one of the three recommendations has been implemented. The recommendations that 
have not been implemented are related to commingling of US AID funds with other ESED controlled 
resources, and payment of ineligible and unsupported expenses with USAID funds. The former 
'recommendation is addressed in our reP9rt on Compliance with Applicable Laws and Regulations 
under Finding No. I, The latter recom'mendation is addressed under Findings Nos. 1 through 9 in the 
Fund Accountability Statements - Audit Findings section of this report. 

M3n31ement Comments 

ESED has provided comments on the results of our audit. The entire management response is 
included as Appendix A. We provided responses to management's comments in Appendix B, We 
have deleted or modified the findings related to questioned costs that were adequately responded to 
by ESED's management. 

4 
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ALLIED ACCOUNTANTS 
Ragheb, Istanbouli & EI Kilany 

A Member Firm of ARTHUR ANDERSEN & Co. SC 
Public ACCOUDtlUIlS &: Business Advisors 

Fellows & Members of the· Egyptian Society of AccoUntlUllS &: Auditors 

Mr. Lou Mundy 
Regional Inspector GeneralJ Audit/Cairo 
United States Agency for International Development 
Cairo, Egypt 
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Report of Independent Public Accountants 

We have audited the accompanying fund accountability statements of the Egyptian Small Enterprise 
Development Foundation relating to funds received (excluding any program generated income and 
the collateral funds), and costs incurred by the Small and Micro Enterprise Development Project, 
Grant Agreement No. 263-0212, funded by the United States Agency for International Development 
through Cooperative Agreement No. 263-0212-A-00-9064-00, for the period September 1, 1994 
through December 31, 1996. These fund accountability statements are the responsibility of the 
management of the Egyptian Small Enterprise Development Foundation. Our responsibility is to 
express an opinion on these fund accountability statements based on our audit. 

Except as discussed in the following paragraphs, we conducted our audit in accordance with 
generally accepted auditing standards and Government Auditing Standards issued by the Comptroller 
General of the United State~. These standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the fund accountability statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the fund accountability statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall fund 
accountability statements' presentation. 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 33 of Chapter 3 of Government Auditing Standards since no such quality review 
program is offered by professional organizations in Egypt. We believe that the effect of this 
departure from the fmancial audit requirements of Government Auditing Standards is not material 
because we panicipate in the Arthur Andersen internal quality control program which requires our 
office to be subjected every three years to an extensive quality control review by partners and 
managers from other Arthur Andersen offices. 

As described in Note 2, the accompanying fund accountability statements have been prepared on the 
cash basis. The cash basis is a comprehensive basis of accounting other than generally accepted 
accounting principles, because revenues and expenditures are recognized when received or paid, 
rather than when earned or incurred. Accordingly, the accompanying fund accountability statements 
are not intended to present results in accordance with generally accepted accounting principles. 

In our opinion the fund accountability statements referred to above present fairly, in all material 
respects, funds received and costs incurred by the Egyptian Small Enterprise Development 
}="oundation under the Small and Micro Enterprise Development Project, Grant Agreement No. 263-
0212 funded by the United States Agency for International Development through Cooperative 
Agreement No. 263-0212-A-OO-9064-00, for the period September 1, 1994 through December 31, 
1996, in conformity with the cash basis of accounting as described in Note 2. 

,""\ •• A'," : ~U-,",",'I' ••• : w~- ~,.~, ~~I W .'"':".""'-Uo!---~I, ~J-" ~~ • .)I~'i' ~)~,"v: w'~1 

ADDRESS: 37 ELAHRAR STREET. MOBICA TOWER. MOHANDESEEN - P.O.BOX 97 DOKKI. GIZA, EGYPT - TEL.: C!O~) 1~: "'FAX: (202) 3600813 
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ALLIED ACCOUNTANTS 

This report is intended for the information of the management and others within the Egyptian Small 
Enterprise Development Foundation 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. 

October 23, 1997 
Allied Accountants 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

Fund Accountability Statement 
for the Period September 1, 1994 through December 31, 1996 

LE Budget expressed in $ 

Questioned Costs {Note 6} 
Budget Elements Budget (Note 4) Actual Ineligible Unsupported 

$.. i i i 

Source of funds: 
Beginning cash balance 267,356 
Funds provided by 
USAIDlEgypt 392,027 

Total funds available 659,383 

Expenditures: 
Office operational costs 97,361 97,732 175 88 
Equipment and assets 828,567 494,607 782 
Training. 57,582 3,599 650 
Special projects 367,647 - --- -

Total expenditures l.35U57 595,938 957 738 

Balance (Note 5) 63,445 

The accompanying notes are an integral part of this Fund Accountability Statement 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

Fund Accountability Statement 
for the Period September 1, 1994 through December 31, 1996 

$ Budget 

Ouestioned Costs (Note 6} 
Budget Elements Budget (Note 4) Actual Ineligible Unsupported 

I I 1 1 

Source of funds: 
Beginning cash balance 0 
Funds provided by USAIDlEgypt 4,000 

Total funds available 4,000 

Expenditures: 
International travel 54,793 3,080 - -

Total expenditures 54,793 3,080 ~ ~ 

Balance (Note 5) ~ 

The accompanying notes are an integral part of this Fund Accountability Statement 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

Fund Accountability Statements 
for the Period September 1, 1994 through December 3 1, 1996 

Notes to the Fund Accountability Statements 

Note 1: Project Activities 

Grant Agreement No. 263-0212 between the Arab Republic of Egypt and the United States of 
America for the Small and Micro Enterprise (SME) Development Project was signed on September 
30, 1988. The Grant Agreement remains in effect until September 30, 1998. 

Cooperative Agreement No. 263-0212-A-00-9064-00 was signed between the Egyptian Small 
Enterprise Development Foundation (ESED) and USAIDlEgypt on June 26, 1989. The purpose of 
the Cooperative Agreement is to provide loans to small and micro enterprises located in the Cairo 
Metropolitan area through a loan fund administered by, ESED. The Cooperative Agreement also 
provides funds for operating expenses, equipment, project facilities, training, special projects, 
international travel, and vehicles related to the administration of the Project. 

Through the Cooperative Agreement, ESED was appointed as a trustee for the SME Loan Fund. This 
Fund was used to establish time deposits that serve as collateral for overdraft bank accounts, used for 
the provision of credit to small and micro entrepreneurs. 

Note 2: Basis of Presentation 

The fund accountability statements have been prepared on the cash basis. Consequently, revenues 
and expenditures are recognized when received or paid, rather than when earned or incurred. 

Note 3: Exchange Rate 

Expenditures incurred in Egyptian Pounds (LE) have been converted into US Dollars ($) at an 
average exchange rate of approximately LE 3.40 to $ 1. 

Note 4: Budget 

The budget, as presented in the fund accountability statements, is the budget available for the 
expenses incurred during the audit period. It has been calculated, for reporting purposes only, by 
deducting from the total budget approved as of December 31, 1996 the expenditures incurred as of 
August 31, 1994, as follows: 

LE Budget 
$ Budget 

Approved Budget 
As of 12/31196 

$ 2,128,544 
$ 68,500 

9 

Expenditures 
As of 08/31194 

$ 777,387 
$ 13,707 

Available Budget 

$1.351.157 
$ )·U93 



Note 5: Balance 

The fund balance for the LE budget is commingled with other ESED controlled resources in a current 
account at Misr Bank. The fund balance for the $ budget has been kept in separate bank account. 
The fund balance shown in the fund accountability statements represents the difference between 
advances received and expenditures incurred. The total fund balance is as follows: 

LE budget 
$ budget 
Total Fund Balance 

Note 6: Questioned Costs 

i 
63,445 
~ 
64,365 

LE 
215,716 

3.135 
218,851 

Questioned costs are expenditures that we have determined are not in accordance with the Grant 
Agreement, Cooperative Agreement, or other applicable USAID regulations and are presented in two 
separate categories: ineligible and unsupported. "Ineligible" costs are deemed to be unallowable 
because they are unrelated to the program~ unreasonable, or prohibited by the Grant Agreement, 
Cooperative Agreement, or applicable laws and regulations. "Unsupported" costs are expenditures 
that are not supported by adequate documentation. 

Our audit identified $ 1,695 (LE 5,761) in aggregate questioned costs, as follows: 
Ineligible costs, LE Budget, $ 957 (LE 3,253) and 
Unsupported costs, LE Budget, $ 738 (LE 2,508). 

The bases for questioning specific costs are set forth in the "Audit Findings" section of this report. 

IO 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-OO-9064-00 

Fund Accountability Statements 
for the Period September 1, 1994 through December 31, 1996 

Summary of Audit Findings 

Questioned Costs 
Budget Element Ineligible Unsupported 

1 1 
LEBudget 

Office O~erational Costs 
Finding No. I 88 
Finding No.3 171 
Finding No.4 ~ 

175 88 

Egui~ment and Assets 
Finding No.4 782 

782 

Training 
Finding No.6 356 
Finding No. 7 294 

650 

Total Questioned Costs (1.£ Budget) 957 738 

Total Questioned Costs 957 738 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

Fund Accountability Statements 
For the Period September 1, 1994 through December 31, 1996 

Audit Findings 

Finding No.1: Unsupported Overtime 

ESED paid and was reimbursed by USAIDlEgypt $ 88 (LE 298) for overtime often computer ana 
auditing department employees in excess of the actual overtime worked as indicated by attendance 
sheets. Section 2.0, Paragraph (a) of the Cooperative Agreement's Standard Provisions for Non-US 
Grantees, states that ESED shall maintain books, records, documents, and other evidence to 
sufficiently substantiate charges to the grant. ESED's Chief Accountant indicated that the payment 
was made as a bonus to the employees who were underpaid for overtime. This cost is reported in the 
fund accountability statement under "Office operational costs". 

USAIDlEgypt was billed an unsupported expense of $ 88 (LE 298). 

Finding No.2: Unsupported Lodging 

The finding has been deleted. 

Finding No.3: Meals and Entertainment Expenses 

ESED paid and was reimbursed by USAIDlEgypt $ 171 (LE 581) for meals and entertainment 
expenses. Per Section 1.0, Paragraph 4 of the Cooperative Agreement's Standard Provisions for 
Non-US Grantees, unallowable costs include but are not limited to entertainment expenses. ESED's 
Chief Accountant stated that these meals were given to Project employees who worked overtime. 
However, there was no evidence to support this statement. This cost is reported in the fund 
accountability statement under "Office operational costs". 

USAIDlEgypt was billed ineligible expenses ofS 171 (LE 581). 

Finding No.4: Sales Taxes and Duties 

ESED paid and was reimbursed by USAIDlEgypt $ 786 (LE 2,672) for sales taxes related to 
purchases of stationary, and for duties paid to "EI Shahr EI Akary" (equivalent to a County Recorder 
Office in the US) for registration of apartments which were purchased by ESED. Per Project Grant 
Agreement, Standard Provisions, Section 8.4, the Agreement and the Grant will be free from any 
identifiable taxes, fees, tariffs, duties or other levies imposed under laws in effect in Egypt. ESEO's 
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chief accountant stated that these costs were paid because the Foundation is not exempt from such 
levies. These costs are reported in the fund accountability statement as follows: 

Office operational costs 
Equipment and assets 

$ 4 
782 

$ 786 

USAIDlEgypt was billed ineligible expenses of $ 786 (LE 2,672). 

Finding No.5: Excess Reimbursement for Apartment 

The finding has been deleted. 

Finding No.6: Unsupported Training Expenses 

LE 14 
2.658 

LE 2,672 

ESED paid and was reimbursed by USAIDlEgypt $ 356 (LE 1,210) for lodging related to a training 
course held in Port Said which was not supported by any hotel invoices. Section 2.0, Paragraph (a) 
of the Cooperative Agreement's Standard Provisions for Non-US Grantees, states that ESED shall 
maintain books, records. documents, and other evidence to sufficiently substantiate charges to the 
grant. ESED's chief accountant indicated that he was unable to provide any additional support. 
These costs are reported in the fund accountability statement under "Training". 

USAIDlEgypt was billed unsupported expenses of$ 356 (LE 1,210). 

Finding No.7: Billing for Payment which was not Incurred 

ESED billed and was reimbursed by USAIDlEgypt S 294 (LE 1,000) for rental of training premises 
which was paid in 1995 by a check which has not been cashed as of October 23, 1997, the last day of 
our fieldwork. This payment has not been credited to USAIDlEgypt. Section 2.0, Paragraph (a) of 
the Cooperative Agreement's Standard Provisions for Non-US Grantees, states that ESED shall 
maintain books, records, documents, and other evidence to sufficiently substantiate charges to the 
grant. ESED's chief accountant indicated that the amount represents debt that ESED has to pay. 
This expense is reported in the fund accountability statement under "Training". 

USAIDlEgypt was billed unsupported expenses of$294 (LE 1,000). 

Finding No.8: Unsupported Training Expenses 

The finding has been deleted. 

SBudget 

Finding No.9: Unsupported Travel Expense 

The finding has been deleted. 
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ALLIED ACCOUNTANTS 
Ragheb. Istanbouli & EI Kilany 

A Member Firm of ARTHUR ANDERSEN & Co. SC 
Public ACCOUDtaDIS at Business Advisors 

Fellows & Members of the Egyptian Society of Accountants & Auditors 

Mr. Lou Mundy 
Regional Inspector Generall Audit/Cairo 
United States Agency for International Development 
Cairo, Egypt 
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Report of Independent Public Accountants 
On Internal Control Structure 

We have audited the accompanying fund accountability statements of the Egyptian Small Enterprise 
Development Foundation relating to funds received (excluding any program generated income and 
the collateral funds), and costs incurred by the Small and Micro Enterprise Development Project, 
Grant Agreement No. 263-0212, funded by the United States Agency for International Development 
through Cooperative Agreement No. 263-0212-A-00-9064-00, for the period September I, 1994 
through December 31, 1996, and have issued our report thereon dated October 23, 1997. 

Except as discussed in the following paragraph, we conducted our audit in accordance with generally 
accepted auditing standards and Government Auditing Standards issued by the Comptroller General 
of the United States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the fund accountability statements are free of material misstatement. 

We did not have an external quality control review by an unaffiliated audit organization as required 
by Paragraph 33 of Chapter 3 of Government Auditing Standards since no such quality review 
program is offered by professional organizations in Egypt. We believe that the effect of this 
departure from the fmancial audit requirements of Government Auditing Standards is not material 
because we participate in the Arthur Andersen internal quality control program which requires our 
office to be subjected, every three years, to an extensive quality control review by partners and 
managers from other Arthur Andersen offices. 

In planning and performing our audit, we considered the Egyptian Small Enterprise Development 
Foundation's internal control structure as it relates to the Small and Micro Enterprise Development 
Project, Cooperative Agreement No. 263-0212-A-OO-9064-00, to determine our procedures for the 
purpose of expressing our opinion on the fund accountability statements and not to provide assurance 
on the internal control structure. 

The management of the Egyptian Small Enterprise Development Foundation is responsible for 
establishing and maintaining an internaLcontrol structure. In fulfilling this responsibility, estimates 
and judgments by management are required to assess the expected benefits and related costs of 
internal control structure policies and procedures. The objectives of the 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; transactions are executed in accordance with 
management's authorization and in accordance with the tenns of the agreements; and transactions are 
properly recorded to permit the preparation of the fund accountability statements referred to above in 
confonnity with the basis of accounting described in Note 2 to the fund accountability statements. 
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. 

n •. A\r :..,...su - rn'l' •.. : u~ - ~ •• ~ • ..,l..I.J1 W ',":" . ...,.. - ~~I. ~,.,... t::..H' )~'il ~;t-!. T'V: ul~--.:....ll 
ADDRESS: 37 ELAHRAR STREET. MOBICA TOWER. MOHANDESEEN . P,O.BOX 97 DOKKI, GIZA. EGYPT - TEL.: (202)111>2' j • FAX: (202) 3600813 
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ALLIED ACCOUNTANTS 

For the purpose of this report, we have classified the significant internal control structure policies and 
procedures in the following categories: the adequacy of the accounting system, procurement 
procedures and practices, bank account controls, controls to ensure that charges to the Project are 
proper and supported, and controls over the use and safeguarding of equipment and assets. 

For all of the internal control structure categories 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 th,e American Institute of Certified Public 
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 organization's ability to record, process, summarize, and report fmancial data 
consistent with assertions of management in the fund accountability statements. Our audit disclosed 
the following: 

• Funds received from USAIDlEgypt were commingled with other Egyptian Small Enterprise 
Development Foundation owned and controlled resources and no reconciliations were 
performed to segregate sources of funding and their uses; and 

• Bank statements were not obtained and the related bank reconciliations were not performed 
for the $ account. 

Our discussions regarding the above mentioned matters are detailed in the Findings section of this 
report. 

A material weakness is a reportable condition in which the design or operation of one or more . 
specific internal control structure elements does not reduce to a relatively low level, the risk that 
errors or irregularities in amounts that would be material in relation to the fund accountability 
statements 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 disclose all matters in the 
internal control structure that might be reportable conditions and, accordingly, would not necessarily 
disclose all reportable conditions that are also considered to be material weaknesses as defined 
above. However, we consider fmdings Nos. 1 and 2 to be material weaknesses. 

We also noted other matters involving the internal control structure and its operation that we have 
reported to the management of the Egyptian Small Enterprise Development Foundation in a separate 
letter dated October 23, 1997. 

This report is intended for the information of the management and others within the Egyptian Small 
Enterprise Development Foundation 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. 

October 23, 1997 
Allied Accountants 

15 

I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
1-
I 
I 
I 
I 
I 

The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

For the Period September 1, 1994 through December 31, 1996 

Internal Control Structure Audit Findings 

Finding No.1: Commingling of Funds 

During our review of cash, we noted that ESED commingled funds received from USAIDlEgypt with 
funds transferred from its own revenue accounts. Furthermore, ESED did not perform any 
reconciliations to segregate USAID funds from its own revenue funds. In addition, we noted that in 
some cases, monthly bank reconciliations'for the commingled bank account were not prepared until 
six or seven months after the receipt of the bank statements. Also, entries to the books and records 
were not input on a weekly or even a monthly basis. During our fieldwork in October 1997, the 
Accounting Department was inputting the January and February 1997 transactions. Such delays 
increase the likelihood of error and could result in the unintentional misclassifica:tion and omission of 
transactions from the books and records .. 

Section 1.0 of Standard Provisions for Non-US, Non Governmental Grantees states that AID funds 
shall not be commingled with other grantee owned or controlled funds. Also, Project Grant 
Agreement, Standard Provisions, Section B.S, Paragraph (b) requires ESED to maintain in 
accordance with generally accepted accounting principles and practices consistently applied books 
and records relating to the Project and to the Agreement adequate to show without limitation the 
receipt and use of goods and services acquired under the grant. 

'Recommendation: 

We recommend that ESED: 

• Keep USAIDlEgypt resources in a separate bank account and perform timely monthly bank 
reconciliations. 

• Ensure that entries to the books and records are made on a timely basis. 

Finding No.2: Lack of Bank Statements and Reconciliations 

During our review of operating expenditures funded from the $ budget, we noted that ESED does not 
keep bank statements or perform bank reconciliations for the $ account. 

Project Grant Agreement, Standard Provisions, Section B.s, Paragraph (b) requires ESED to maintain 
in accordance with generally accepted accounting principles and practices consistently applied books 
and records relating to the Project and to the Agreement adequate to show without limitation the 
receipt and use of goods and services acquired under the grant. 
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The issue .noted above may lead to errors that go undetected, and makes it more difficult to determine 
the actual cash in bank. 

Recommendation: 

We recommend that ESED obtain bank statements for the $ account and perform monthly bank 
reconciliations. ... 
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ALLIED ACCOUNTANTS 
Ragheb, Istanbouli & El Kilany 

A Member Firm of ARTHUR ANDERSEN & Co. SC 
Public ACCOUDtaDlS &: Buainess Advisors 

Fellows &: Members of the Egyptian Society of AccounUU\ts &: Auditors 

Mr. Lou Mundy 
Regional Inspector GeneraVAuditJCairo 
United States Agency for International Development 
Cairo, Egypt 
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Report ofIndependent Public Accountants 
On Compliance with Applicable Laws and Regulations 

We have audited the accompanying fund accountability statements of the Egyptian Small Enterprise 
Development Foundation relating to funds received (excluding any program generated income and 
the collateral funds), and costs incurred by the Small and Micro Enterprise Development Project, 
Grant Agreement No. 263-0212, funded by the United States Agency for International Development 
through Cooperative Agreement No. 263-0212-A-00-9064-00, for the period September 1, 1994 
through December 31, 1996, and have issued our report thereon dated October 23, 1997. 

Except as discussed in the following paragraph, we conducted our audit in accordance with generally 
accepted auditing standards and Government Auditing Standards issued by the Comptroller General 
of the United States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the fund accountability statements are free of material misstatement. 

We did not have an external quality control review by an unaffiliated audit organization as required 
by Paragraph 33 of Chapter 3 of Government Auditing Standards since no such quality review 
program is offered by professional organizations in Egypt. We believe that the effect of this departure 
from the financial audit requirements of G6vernment Auditing Standards is not material because we 
participate in the Arthur Andersen internal quality control program which requires our office to be 
subjected, every three years, to an extensive quality control review by partners and managers from 
other Arthur Andersen offices. 

Compliance with laws, regulations, contracts and grants applicable to the Small and Micro Enterprise 
Development Project is the responsibility of the Egyptian Small Enterprise Development 
Foundation's management. As part of obtaining reasonable assurance about whether the fund 
accountability statements are free of material misstatement, we performed tests of the Egyptian Small 
Enterprise Development Foundation's compliance with certain provisions of laws, regulations, 
contracts and grants. However, our objective was not to provide an opinion on overall compliance 
with such provisions. Accordingly, we d~ not express such an opinion. 

The results of our tests of compliance disclosed an instance of noncompliance that is required to be 
reported herein under Government Auditing standards. This matter relates to commingling of 
USAIDlEgypt funds with other Egyptian Small Enterprise Development Foundation controlled 
resources and is described in the Audit Finding section of this report. 

We considered this instance of noncompliance in forming our opinion on whether the Egyptian Small 
Enterprise Development Foundation's fund accountability statements are presented fairly, in all 
material respects, in conformity with the basis of accounting described in Note 2 to the fund 
accountability statements and this report does not affect our report on the fund accountability 
statements dated October 23, 1997. 

"" •• A\Y' :...,..su - '""",. .•. :.:,~ - ~, .~ • ..,.l.lJ1 W .,":-, .v--~~I. ~"... G:..r." ).>-"),1 tJL-!. ,"v: wl~1 
ADDRESS: 37 ELAHRAR STREET. MOBICA TOWER. ~fOHANDESEEN - P.O.BOX 97 DOKKI. GIZA, EGYPT - TEL.: (202) 3362000 ·FAX: (202) 36008\3 
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We also noted certain other instances of noncompliance that we have reported to the management of 
the Egyptian Small Enterprise Development Foundation in a separate letter dated October 23, 1997. 

Except as described above, the results of our tests of compliance indicate that, with respect to the 
items tested, the Egyptian Small Enterprise Development Foundation 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 the Egyptian Small 
Enterprise Development Foundation had not compli~d, in all material respects, with those provisions. 

This report is intended for the information of the managef!1ent and others within the Egyptian Small 
Enterprise Development Foundation 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. 

October 23, 1997 
Allied Accountants 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

for the Period September 1, 1994 through December 31, 1996 

Compliance with Applicable Laws and Regulations Findings 

Finding No.1: Commingling of Funds 

ESED maintains one LE bank account which includes receipts from USAIDlEgypt and transfers from 
ESED's generated revenues. Furthermore, ESED does not perform any cash reconciliations or keep 
track of the funding sources of the expenditures paid out of the commingled account. Per the 
Cooperative Agreement. Standard Provisions for Non-US, Non-Governmental Grantees, Section 1.0, 
Paragraph (a), "AID funds shall not be commingled with other grantee owned or controlled funds. 
The grantee shall deposit all AID cash advances in Ii separate bank account and shall make all 
disbursements for goods and services from this account". ESED's chief accountant stated that ESED 
did not find it necessary to deposit the funds in separate bank accounts. This non-compliance issue 
was identified in the prior audit report and no corrective action has been taken by ESED 

Re.:ommendation: 

We recommend that ESED comply with the terms of the Agreement and maintain USAIDlEgypt 
funds in a separate bank account. 
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The Egyptian Small Enterprise Development Foundatioa 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-OO-9064-00 

Fund Accountability Statements 
for the Period September 1, 1994 through December 31, 1996 

Management Comments 

Fggd AscP9PgbjUtr Stl~J fJpdilp 

fjndjPI No ,. Unsuppgrted Ovenimt fin' LE.m 

This amowIl wu posted in the bOOks WIder Salaries wbicIl c:ov.-s saIarieIaDd ~ • 
[t's III incemive to so_ of the emptoyea. for wilP"'M"" perfor1DIcL Tbia iDceaIiYe 
paymeal wu lJIIII'OVed by the executM ctireclor, aDd aoc for ovenimI u swed in your 
report. . 

fjpdjps No, 2' Ugsu.,rtecl lQdaigs for LE 240 

At time ofinciclela oftbis amOum. the fouDdaIioD's by-Iaws did aoc addNI any loci. 
or tnIISpOrtatioa costs. AccordiDsiY, di.sbunemIal WU bUId OIl the USAlD • s trav. 
resuJatjoDl (copy artad1ed). This disbursemeat WU approved by the IUCU1ive director. 

fjndjPI No 3' Mea!s apd Entemjpmem Emg- fin' LE 51. 

This amawIl is a meal allOWUlCtl to the MIS depanmIa&. cJuriDc the iDstaIWioa pbaM of 
the IOID trlCkiq system. At that poiat in rime, E5m bid aoc rac:hecl yet the break­
even poiD! • _ the amoWll is considered u iDcemiva 

fjndjps No 4 . Sales Taxes apd fees for LE2.7§2 

A.For the LE.14 • seven! negotiatioDl were l1elcl with the MiDisay ofF~ to receive a 
sales tax exemption. The Ministry coniirmed that the fouDdaGoa is DOC exempted from 
thiJ type of tax (copies of comspoadeaca auaciIed). 

B.For til. LE.2,6S1 reported,in your draft u resisUUioa _ we woulcllib to confirm 
that the foundation is exe'mpt from the these typeI ofre.. However, it is aoc exempc 
from charges preceding the regJSttUioa Uld these are: . 

LE.nl 
LE.52 

lE.197S' 

lE40Q 
lE.Z658 

,.. 

Equipment inspection ree.. 
Official copy of seIIiDa colltrllC&+f _ for obtaillinl the speciDcatiOIl 
form 
Fen for convertiq the fowIda1ioD pnIIIIisa from residace to 
S peclficatioll form. 
Fees for Inspectinl Area 
(attached are copies of supponiDl ~OD) 

Finding No 5 Excess Re!mbursemem of .~armmjI for LE.l 630 

USAID did no! completely finance the prccuremen& of the 5 units· in the l1ead office ilnd 
the 3 uruts 10 the garage Procurement of these units wu fiDaDceci from various sources 
namely. the tixed lSSe!S line Item, the special project liM item Uld the foundation's 
revenue, Kmdlv ':e!ermlne date of financial repon rei ...... to thia finding. 
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Findig,No.6: Unsupported Trainina Expegw for UU,210 

This amount represents todgina ana priem for two of the tiDancial departm.eat staff to 
attella traiDiq in Port Saia c:onducted by EQl Disbunemeat was baed all tM USAlD 
regula1ioDl in this respect, and wu approved by the e.ucuUve director. (kiDdly refer to 
findias No.2) 

FiOd;", No, 7: Bmi", for Paymeaa wbjc,b wy got Igcymd for LI,l.OOQ . 

ESED bas DOt billed USAID tbr tIU IIDOUIIt at die date reported ia your draft. It is a debe 
tbal the fOuadatioD bas to pay, aDd it will be COIrICtICl ia tbI 6naadal report due tor 
submissiOD to USAID if debe is caaceled. 

flodin, No.1: Uosuprted mimo, E3Ra''" for LB,l,134 

Total TraiDiq disbunemeat posted ia recordl tiD 1uae 30, 1996 'IMIUlfS to 
LE.2I,002.10. Amounts reported to USAID in ftunc:ial reports UIlOUIII to L£,24.868. 
The dillireDce oCLE.3, 134. to wu seJtled in tMl)ecem.wl996 SnancW report. 
pmiously submitted to "yolL 

flodin, No.9: Unmppoaecl Travel Expegw for LI,4.m 

This amount is the executive director airtite tickee to the USA to attencl the 
smaUandMicro Enterprise Coafermce. AlUchecl is the receipt of payment. 
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De (Ptm" Control FJpdlgO 

I· Separate AcCQunt fQt the USAJD timds; 

Appendix A 

Upon termiDation Qf the audit. ESm opened • new ICCOUD& for the USAlD tbada. 
Reconc:iliation is performecl moatbly. 

2- US OoUar M9YP'l 

The USS accOWltS are in fact tiat deposits. Mo_. dill deposia SWUI is reponed by 
ESm in terms of the deposit number. IIDOUIIt aad due data 

Compllgn whit laW! yd BcgIadg-
J 

Separate Mguots 

Esm opened separate !Ceoums for ~USAlD US dollir aad EgyptiaD pouDds ftmds. 
(Attached supporting documentation). 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-OO-9064-00 

Fund Accountability Statements 
for the Period September 1, 1994 through December 31, 1996 

Auditors' Response to Management Comments 

AppendixB 

Our comments below address the responses of the Egyptian Small Enterprise Development 
Foundation (ESED) to the findings on the fund accountability statements in our audit report of the 
Small and Micro Enterprise Development Project for the costs financed by the United States Agency 
for International Development, Grant Agreement No. 263-0212, for the period September 1, 1994 
through December 31, 1996, Cooperative Agreement No. 263-0212-A-00-9064-00. 

Fund Accountability Statements 

LE Budget 

Finding No.1: Unsupported Overtime: 
ESED did not provide any additional documents to what was originally reviewed during the audit. 
The available supporting documents do not indicate that the payments were made as incentives, but 
rather, have the actual amount of overtime earned crossed out and replaced by larger amounts. No 
documents were provided to support the reason or basis for the payment of the "incentives". 
Accordingly, the finding remains unchanged. 

Finding No.2: Unsupported Lodging 
ESED provided additional documents to support the purpose of the trip and related expenses. The 
support provided included a trip report submitted by its legal consultant who took he trip to 
Alexandria. ESED also stated that at the time the disbursement was made, the foundation's by-laws 
did not address any lodging or transportation costs", so it made the disbursement based on USAID's 
travel regulations. We reviewed USAIP's travel regulations and noted that the disbursement made 
was within the established rates. Accordingly, the finding has been deleted. 

Finding No.3: Meals and Entertainment Expenses . 
ESED stated that the meals purchased were an allowance given to employees of the MIS department 
who had to work overtime while they were installing the Loan Tracking System. However, ESED 
did not provide a list of the employees who stayed overtime and evidence that they worked after 
official working hours. Accordingly, the finding remains unchanged. 

Finding No.4: Sales Taxes and Duties 
With regards to the sales tax, ESED stated that it is not exempt from payment of taxes and provided a 
copy of a letter received from the Sales Tax Authority denying exemption from the tax. ESED 
agreed that it is exempt from payment of registration fees but is not exempt from charges required to 
be paid preceding the registration. However, our audit indicated that the amounts billed to and 



Appendix B 

reimbursed by USAID were Government of Egypt imposed duties which are required to be paid 
before an entity could register any premise in its name. Project Grant Agreement, Standard 
Provisions, Section 8.4, states that the Agreement and the Grant will be free from any identifiable 
taxes, fees, tariffs, duties or other levies imposed under laws in effect in Egypt. Accordingly, the 
finding remains unchanged. 

Finding No.5: Excess Reimbursement for Apartment 
ESED stated that actual cost of the apartments for the Headquarters was greater than what was 
originally billed to and reimbursed by USAID and the difference was fmanced from ESED's 
revenues. ESED provided a copy of the contract for the purchase of the apartment, which is for an 
amount greater than what has been biUed to USAlD. Accordingly, the finding has been deleted. 

Finding No.6: Unsupported Training Expenses 
ESED provided internal memos that indicate that the amount paid represents lodging and per diem 
paid to two ESED employees who were supposed to attend a training course in Port Said. However, 
ESED did not provide any evidence ofth~,training taking place or hotel invoices for the lodging. 
Accordingly, the finding remains unchanged. 

Finding No.7: Billing for Payment which was not incurred 
ESED's response stated that the questioned amount "is a debt that the foundation has to pay". ESED 
also stated that a correction will be made in the finanCial report submitted to USAlD if the debt is 
canceled. However, no debt related to the questioned amount has been recorded in ESED's books. 
Accordingly, the finding remains unchanged. 

Finding No.8: Unsupported Training Expenses 
ESED stated that the amount questioned is related to an adjusting entry made to the financial reports 
submitted to USAlD to reconcile the cumulative amounts reported to USAlD from inception of the 
Project to December 31, 1996 to ESED's books and records. We traced all training expenses 
incurred from inception of the Project to ESED's financial statements and noted that the cumulative 
expenses reported to USAlD prior to adjustment had been in fact understated by $ 922 (LE 3,134). 
Accordingly, the finding has been deleted. 

USSBgn 

Finding No.9: Unsupported Travel Expense 
ESED provided additional support in the form of a sales slip from the travel agency, detailing a US 
carrier and rate paid. Accordingly, the finding has been deleted. 

Internal Control Structure 

Finding No.1: Commingling of Funds 
ESED agreed with the finding, and stated that it opened a separate bank account for US AID funds 
subsequent to the last day of our fieldwork and that monthly reconciliations are performed. The 
finding remains unchanged. 
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Finding No.2: Lack of Bank Statements and Reconciliations 
ESED's response did not address the finding but rather, stated that "the US$ accounts are in fact time 
deposits", thus referring to the collateral funds which were outside the audit scope. The finding 
remains unchanged. 

Compliance with Applicable Laws and Regulations 

Finding No.1: Commingling of Funds 
ESED agreed with the finding and stated that it opened a separate bank account for USAID funds. 
The finding remains unchanged. 
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The Egyptian Small Enterprise Development Foundation 

Audit of Local Expenditures Incurred Under the 
Small and Micro Enterprise Development Project 

Grant Agreement No. 263-0212 

Cooperative Agreement No. 263-0212-A-00-9064-00 

Fund Accountability Statements 
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I·;t",.) 
UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

r:;:t:;:t:;:;:a 
'4111··' 
CAIRO, EGYPT 

MEMORANDUM 

Date 

To 

From 

subject : 

April 21, 1998 

Lou Mundy, RIGjA 

Shirley Hunter, Division Chief, FMjFA 

Financial Audit of the Egyptian Small Enterprise 
Development Foundation (ESED), Costs Incurred 
Under Cooperative Agreement No. 263-0212-A-00-
9064-00, USAIDjEgyptis Small and Micro Enterprise 
Development Project 

Recommendation No.1: 

We recommend that USAID/Egypt make a management decision on the 
questioned costs of $1,695 ($957 ineligible and $738 unsupported) 
detailed on pages 12 and 13 of the Allied Accountants audit 
report, and recover from the Egyptian Small Enterprise 
Development Foundation any amounts determined to be unallowable. 

Mission Response: 

Based on Mission's review of the $1,695 (LE5,761) questioned, the 
amount of $153 (LE520) is determined to be allowable, and $1,542 
(LE5,241) is sustained. Bill of Collection No. CO-263-81751 
dated April 15, 1998, for $1,542 (LE5,241) has been issued to 
recover the amount sustained, (attachment a) . 

ESED refunded $1,542 (LE5,240.20) which represents the sustained 
amount (a difference of LEOO.80 resulted from a rounding made by 
the auditors), (attachment b). Therefore, Mission requests 
closure of Recommendation No.1. 

Following are the actions taken by the Mission to resolve the 
audit recommendations. 

Finding No.1: Unsupported overtime of $88 (LE298) - page 12 of 
the audit report 

In their response dated April 11, 1998, (attachment c), ESED 
agreed to re~und the bonus payment made to their employees. 

Therefore, $88 (LE298) is sustained. 

106 Kasr EI Aini Street 
Garden City 
Cairo, Egypt 



Finding No.3: Meals and Entertainment Expense of $171 (LESS1) -
page 12 of the audit report 

ESED agreed to refund this amount. 

Therefore, $171 (LES81) is sustained. 

Finding No.4: Sales Taxes and Duties of $786 (LE2,672) - page 12 
of the audit report 

The questioned amount consists of the following: 

a) Sales taxes of $4 (LE14): ESED agreed to refund this amount. 

Therefore, $4 (LE14) is sustained. 

b) Registration Fees related to Equipment and assets of $782 
(LE2,658). Mission believes that this expense is 
categorized under taxes, tariffs, duties or other levies 
imposed under the territory of the Grantee, which is 
prohibited by the PROAG, Section B.4. "Taxation". 

Therefore, $786 (LE2,672) is sustained. 

Findina No.6: Unsupported Training Expenses of $3S6 (LE1,210) 
for lodging - page 13 of the audit report 

ESED agreed to refund the lodging costs of $203 (LE690) due to 
unavailability of the supporting documentation. The remaining 
$153 (LE520) are allowable since they represent meals and 
incidental expenses which do not require supporting 
documentation. 

Accordingly, $153 (LES20) is allowed, and $203 (LE690) is 
sustained. 

Finding No.7: Billing for Payment of $294 (LE1(000) which was 
not Incurred: 

ESED agreed to refund this amount. Therefore, $294 (LE1,OOO) is 
sustained. 
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Recommendation No.2: 

We recommend that USAID/Egypt obtain evidence that the Egyptian 
Small Enterprise Development Foundation has addressed the 
material internal control weakness (commingling of funds, 
untimely accounting, and lack of bank reconciliations) detailed 
on pages 16 and 17 of the Allied Accountants report. 

Mission Response: 

Finding No.1 

Commingling of Funds: 

ESED provided an evidence that a separate bank account for USAID 
funds was opened in the amount of LE469,323.73, (attachment d). 
However, verification of the accuracy of the amount deposited is 
pending submission of the following documentation: 

* The "Certified Fiscal, and the Cash Needs Report" as of 
March 31, 1998; and 

* Bank statement as of March 31, 1998. 

Upon submission of the above documentation, Mission will verify 
that the bank ending balance agrees with the Mission Accounting 
and Control System (MACS) , and thus, will request closure of this 
finding. 

Performing timely bank reconciliations: 

On January 21, 1998, the Executive Director issued a circular 
titled IIRegular Posting in the Financial Records, and in the 
Automated Accounting Systemll in which he requested that the 
Accounting Unit provide him with the results of the banks 
reconciliations in a period not to exceed seven days following 
the end of each month, (attachment e) . 

In view of the above, Mission believes that the corrective 
actions have been taken, and therefore, this part of the 
recommendation should be closed. 

Finding No.2: Ensure that entries to the books and records are 
made on a timely basis: 

In the same memo, the Executive Director requested the Accounting 
Unit to provide him with the total revenues and expenses achieved 
during the month in a period not to exceed seven days following 
the end of each month. He also requested them to make the 
necessary comparisons with the budget to review negative and 



positive deviations, their justification, and how to address 
them. (attachment e). 

In view of the above, Mission believes that the corrective 
actions have been taken, and therefore, this part of the 
recommendation should be closed. 

Finding No.2: 

Lack of Bank statements and Reconciliations for the dollar bank 
account: 

In their response ESED stated that the dollar bank account in 
Misr Bank has been closed, and provided a copy of the bank 
statement as of December 31, 1997 showing a balance of $00.58. 

Upon receipt of ESED's Certified Fiscal Report and cash needs, 
Mission will verify that the ending balance available, in the 
bank, agrees with Mission Accounting and Control System (MACS), 
and accordingly, will request closure of the finding. 

In view of the above, Mission requests resolution of 
Recommendation No.2. Mission will request closure of the 
recommendation upon verification of the bank ending balances in 
both U.S.$ and LE accounts. 

Recommendation No.3: 

We recommend that USAID/Egypt obtain evidence that the Egyptian 
Small Enterprise Development Foundation has addressed the 
material noncompliance issue (commingling of funds) on page 20 of 
the Allied Accountants report. 

Mission Response: 

This recommendation is related to recommendation No.2. 

Therefore, Mission requests resolution of recommendation NO.3, 
closure will be requested upon verification of the bank ending 
balances as described under recommendation No. 2 above. 

CC. S. Riley, EG/PF 
M. Khalil, EG/PF 


