Special Inspector General for
Afghanistan Reconstruction

. SIGAR 14-34 Financial Audit

USAID’s Health Service Support Project:
Audit of Costs Incurred by Jhpiego

Corporation

FEBRUARY
2014

SIGAR 14-34 FA / Health Service Support Project



February 25, 2014

Dr. Rajiv Shah
Administrator
U.S. Agency for International Development

Mr. William Hammink
Mission Director for Afghanistan
U.S. Agency for International Development

This letter transmits the results of our audit of costs incurred by Jhpiego Corporation (Jhpiego) under a
cooperative agreement with the U.S. Agency for International Development (USAID) to implement a Health
Service Support Project (HSSP) in Afghanistan.! The audit covered the period July 1, 20086, through October
31, 2012, and was performed by Williams Adley and Company-DC, LLP (Williams Adley). It covered
$60,449,801 in expenditures.

The purpose of HSSP was to improve the quality of health care services provided to Afghan women of
reproductive age and children under the age of five. Specifically, the project aimed to (1) strengthen and
develop systems that support service delivery quality; (2) increase the number and performance of health care
providers, especially for women in rural and under-served areas; (3) improve the capacity and willingness of
communities, families, and individuals to make informed decisions about their health; and (4) increase the
awareness of women’s health needs.

The specific objectives of this financial audit were to
e render an opinion on the fair presentation of Jhpiego’s Fund Accountability Statement;?2

e determine and report on whether Jhpiego has taken corrective action on recommendations from prior
audits or assessments;

e identify and report on significant deficiencies, including any material weaknesses, in Jhpiego’s internal
control over financial reporting; and

e identify and report on instances of material noncompliance with terms of the award and applicable
laws and regulations.

In contracting with an independent audit firm and drawing from the results of its audit, SIGAR is required by
auditing standards to provide oversight of the audit work performed. Accordingly, SIGAR reviewed Williams
Adley’s audit documentation and results and found them to be in accordance with generally accepted
government auditing standards.

Williams Adley found that the Fund Accountability Statement presented fairly, in all material respects, revenues
received and costs incurred under the cooperative agreement. Williams Adley also determined that Jhpiego did
not take adequate corrective action on four findings identified from prior audits or assessments. In addition,

Williams Adley reported two internal control findings and three instances of noncompliance, which prompted it

1 USAID cooperative agreement number 306-A-00-06-00523-00.
2 The Fund Accountability Statement is a special purpose financial statement that includes all revenues received, costs
incurred, and any remaining balance for a given award during a given period.
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to question $301,956 in costs. These questioned costs included $46,025 in ineligible costs® and $255,931 in

unsupported costs.# See table 1.

Table 1 - Summary of Questioned Costs

Questioned Costs

Category Total Ineligible Unsupported
Travel $5,871 $5,871
Supplies $329 $329
Contractual $283,572 $44,385 $239,187
Other Costs $179 $179
Indirect Charges $12,005 $1,640 $10,365
Totals $301,956 $46,025 $255,931

In addition, the audit found that Jhpiego had not remitted an estimated $10,954 in interest income on funds

drawn from its letter of credit in excess of its immediate cash needs.

Given the results of the audit, SIGAR recommends that USAID’s Mission Director for Afghanistan:

1. Determine the allowability of and recover, as appropriate, $301,956 in questioned costs ($46,025

ineligible and $255,931 unsupported) identified in the report.

2. Recover, as appropriate, the estimated $10,954 in interest income on funds Jhpeigo drew from its

letter of credit in excess of its immediate cash needs.

3. Advise Jhpiego to address the two internal control findings identified in the report.

4, Advise Jhpiego to address the three compliance findings identified in the report.

We will be following up with your agency to obtain information on the corrective actions taken in response to

our recommendations.

John F. Sopko
Special Inspector General
for Afghanistan Reconstruction

(FO16)

3 Ineligible costs are costs that the auditor has determined to be unallowable. These costs are recommended for exclusion
from the Fund Accountability Statement and review by USAID to make a final determination regarding allowability.
4 Unsupported costs are those costs for which adequate or sufficient documentation necessary for the auditor to determine

the propriety of costs was not made available.
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\ WILLIAMS
A L ADLEY

Transmittal Letter

January 31, 2014

To the Leadership Team
Jhpiego Corporation
1615 Thames Street
Baltimore, MD 21231

To the Office of the Special Inspector General for Afghanistan Reconstruction
2530 Crystal Drive
Arlington, VA 22202

We hereby provide to you our final report, which reflects results from the procedures we completed during
the course of our audit of Jhpiego Corporation’s (Jhpiego) cooperative agreement number 306-A-00-06-
00523-00 with the United States Agency for International Development (USAID) for its health services
support program (HSSP) in Afghanistan.

Within the pages that follow, we provide a brief summary of the work performed. Following the summary,
we incorporated our Report on the Fund Accountability Statement, Report on Internal Control, and Report
on Compliance. We do not express an opinion on the summary and any information preceding our reports.

In December 2013, we provided SIGAR a draft report reflecting upon our audit procedures and results.
Jhpiego received a copy of the report in January 2014 and provided written responses subsequent thereto.
These responses have been considered in the formation of the final report, along with the written and oral
feedback provided by SIGAR, USAID and Jhpiego. Jhpiego’s responses and our corresponding rebuttal are
incorporated into this report following our audit reports.

Thank you for providing us the opportunity to work with you and to conduct the audit of Jhpiego’s HSSP
cooperative agreement.

Sincerely,

Chasdtth Duskett

Charbet Duckett, CPA, CGFM
Partner

WILLIAMS ADLEY 1
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Summary

Background

The United States Agency for International Development (USAID) provides funding to
grant recipients for services related to reconstruction activities in Afghanistan. Congress
created the Office of the Special Inspector General for Afghanistan Reconstruction
(SIGAR) to provide independent and objective oversight of Afghanistan reconstruction
projects and activities. Under the authority of Section 1229 of the National Defense
Authorization Act for Fiscal Year 2008 (P.L. 110-181), SIGAR conducts audits and
investigations to: 1) promote efficiency and effectiveness of reconstruction programs
and 2) detect and prevent waste, fraud, and abuse. As a result, USAID funded activities
in Afghanistan fall under the purview of SIGAR in fulfilling its mandate.

USAID awarded $19,141,074 to Jhpiego Corporation (“Jhpiego”) under cooperative
agreement number 306-A-00-06-00523-00 to implement a health service support
project (HSSP) in Afghanistan, effective July 1, 2006. The award and subsequent
modifications, which totaled $62 million, were executed to provide technical assistance
to non-governmental organizations (NGOs) in the provision of quality services, through
October 31, 2012, to women of reproductive age and children under the age of five in
350 Basic Package of Health Services (BPHS) clinics and Essential Package of Hospital
Services (EPHS) hospitals that service 13 USAID-funded provinces in Afghanistan.

Work Performed

Williams Adley and Company-DC, LLP (Williams Adley) was engaged by SIGAR to
conduct a financial related audit of Jhpiego’s HSSP cooperative agreement Special
Purpose Financial Statement (Fund Accountability Statement).

Objectives
The objectives of the audit are to:

1. Express an opinion on whether the Fund Accountability Statement for the award
presents fairly, in all material respects, revenues received, costs incurred, items
procured directly by the U.S. Government and fund balances for the period
audited in conformity with the terms of the award and generally accepted
accounting principles or other comprehensive basis of accounting.

2. Evaluate and obtain a sufficient understanding of Jhpiego’s internal control
related to the award; assess control risk; and identify and report on significant
deficiencies including material internal control weaknesses.

3. Perform tests to determine whether Jhpiego complied, in all material respects,
with the award requirements and applicable laws and regulations; and identify
and report on instances of material noncompliance with terms of the award and

WILLIAMS ADLEY 2
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applicable laws and regulations, including potential fraud or abuse that may have
occurred.

4. Determine and report on whether Jhpiego has taken adequate corrective action
to address findings and recommendations from previous engagements that could
have a material effect on the fund accountability statement.

Scope

The scope of work in performing the engagement services related to the project in
Afghanistan under cooperative agreement 306-A-00-06-00523-00 was to:

1. Perform a financial audit of incurred costs by Jhpiego under the Service Delivery
and Quality of Basic Services in Afghanistan: Health Service Support Project
(HSSP).

2. Review the Fund Accountability Statement and related Notes to the Fund
Accountability Statement that are the responsibility of Jhpiego management. We
reviewed internal controls related to the financial information for the audit
period, including financial management systems controls and edit checks,
procedural controls (documentation receipt, validation, reviews, approval levels,
recordation, reconciliation, separation of duties, signatory requirements, etc.),
and internal/external audits of project activities and the impact of corrective
actions, if any.

3. Perform compliance testing including, but not limited to, activities allowed or
unallowed; allowable costs/cost principles; cost determination/indirect costs;
cash management; eligibility; equipment and real property management;
matching, level of effort and earmarking; period of availability of Federal funds;
procurement and suspension and debarment; program income; reporting; and
sub-recipient selection and monitoring.

We looked at transactions for the period from July 1, 2006 through October 31, 2012
and subsequent events and information related to the findings and questioned amounts
for the audit period, and we expressed an opinion on the Fund Accountability Statement
and related Notes for the audit period.

The auditor’s reports are supplemented by four attachments. Attachment A presents the
status of management’s corrective actions on prior audit recommendations provided to
the management and Attachment B shows interest calculations on excess cash.

Attachment C presents management’s official response to the audit report findings.

Attachment D presents the auditor’s response to management’s comments, which is
intended to clarify matters of fact or disagreement between management and the

WILLIAMS ADLEY 3



Incurred Cost Audit of Jhpiego’s Fund Accountability Statement

auditor as required by Government Auditing Standards.

Methodology

To meet the audit objectives, Williams Adley identified the applicable criteria against
which to test the Statement and supporting financial records and documentation
through a review of the cooperative agreement and modifications thereto. This criteria
included OMB circulars; USAID automated directives system guidelines; and
regulations under 22 CFR, Part 226, administrative requirements for managing the
grant funds pursuant to 2 CFR, Part 215, and cost principles for grant funds under 2
CFR, Parts 220 and 230. In addition, Williams Adley reviewed Jhpiego organizational
charts and reporting hierarchy, policies and procedures, and the status of prior audit
report findings to gain an understanding of the normal procedures and system of
internal controls established by Jhpiego to provide reasonable assurance of achieving
reliable financial reporting and compliance with applicable laws and regulations.

Williams Adley used both random and risk-based sampling techniques to select
expenditure, payroll, and asset inventory samples to test for allowability of incurred
costs, and we reviewed procurement records to determine cost reasonableness and
compliance with exclusion of parties not eligible to participate in federal awards. We
requested and received supporting documentation for compliance evaluation of
incurred costs. We reviewed submitted financial status reports for accuracy and
compliance with reporting requirements. Testing of indirect costs was limited to
determining whether indirect costs were calculated and charged to the U.S. Government
in compliance with the negotiated indirect cost rate agreement.

The financial records for the majority of the sub-recipients that provided services under
the cooperative agreement were located in Afghanistan. As a result, transaction testing
in support of sub-recipient costs incurred was performed in that country.

Summary of Results

Williams Adley issued an unqualified opinion on Jhpiego’s Fund Accountability
Statement (Statement). Williams Adley also reported on Jhpiego’s internal controls and
compliance regarding the Statement. Upon completion of our audit procedures,
Williams Adley identified 6 findings, 3 of which were presented in a management letter
as insignificant issues. Of the 3 findings in the report, 1 exception was considered a
material weakness, 1 exception was considered a significant deficiency, and all 3
findings were considered instances of noncompliance. Where internal control and
compliance findings pertained to the same matter, we consolidated them into a single
finding. A total of $312,910 was questioned. The questioned amounts are summarized
in the following table:

WILLIAMS ADLEY 4
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circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the Statement.

We believe that the audit evidence we obtained is sufficient and appropriate to provide a
basis for our unqualified opinion.

In our opinion, the Statement referred to above presents fairly, in all material respects,
the respective revenues received and costs incurred by Jhpiego under cooperative
agreement 306-A-00-06-00523-00 for the period July 1, 2006 through October 31,
2012 in accordance with accounting principles generally accepted in the United States of
America.

Other Matter

This report is intended for the information of Jhpiego, the United States Agency for
International Development and the Special Inspector General for Afghanistan
Reconstruction. Financial information in this report may be privileged. The restrictions
of 18 U.S.C. 1905 should be considered before any information is released to the public.

Report on Other Legal and Regulatory Requirements

In accordance with Government Auditing Standards, we have also issued reports dated
December 24, 2013, on our consideration of Jhpiego’s internal controls and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and other
matters. The purpose of these reports is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on internal control over financial reporting or on compliance.
These reports are an integral part of an audit performed in accordance with Government
Auditing Standards in considering Jhpiego’s internal control over financial reporting
and compliance.

LDD%M’H(_,‘_! c@W—R&Q us

December 24, 2013
Washington, D.C.
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Jhpiego Corporation

Fund Accountability Statement
Associate Cooperative Agreement No. 306-A-00-06-00523-00 SSP
United States Agency for International Development
For the period July 1, 2006 through October 31, 2012

Questioned Amounts

Total
Budget Actual Ineligible Unsupported
Revenues
Cooperative Agreement $62,002,455 $60,449,801
Interest Income -0- -0- $ 10,954
Total Revenue $62,002,455 $60,449,801 $ 10,954
Costs Incurred

Salaries, Wages

and Fringe Benefits 13,058,955 12,437,640

Travel 6,266,452 6,090,202 $ 5871

Equipment 124,808 138,510

Supplies 964,857 906,061 329

Contractual 21,392,204 21,792,588 $ 44385 239,187

Construction -0- -0-

Other Costs 13,507,284 12,657,050 179
Total Direct Costs 55,314,600 54,022,051 44,385 245,566
Indirect Charges 6,687,855 6,427,750 1,640 10,365
Total Costs Incurred $62,002,455 $60,449,801 $ 46,025 $ 255,931
Outstanding Fund Balance
(deficit) $ -0- $ -0-

Notes
4

A

B,C.D,E

The Accompanying Notes to the Fund Accountability Statement are an Integral Part of this Statement

WILLIAMS ADLEY
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JHPIEGO CORPORATION

Notes to Fund Accountability Statement
For the Period July 1, 2006 through October 31, 2012

1) Status and Operation

Jhpiego Corporation (“Jhpiego”) is a non-profit 501c(3) organization
incorporated in the State of Maryland on April 19, 1974 as an affiliate of Johns
Hopkins University (JHU), a US-based institution of higher education. For more
than 40 years, Jhpiego has successfully managed large, multi-year, worldwide
awards and successfully implemented concurrent, multi-year bilateral projects
worldwide, working directly at the local and community levels.

As a JHU affiliate, Jhpiego is governed by JHU financial statements and
reporting structure. In accordance with Cost Accounting Standards, JHU'’s
financial disclosure statement has been submitted and accepted by its cognizant
government audit agency, the Department of Health and Human Services,
Region 11l office and with whom JHU has a negotiated indirect cost rate
agreement (NICRA). The independent auditing firm, KPMG LLP, prepares the
University’s annual financial statements and auditor’s reports.

2) Summary of Significant Accounting Policies

a) Basis of Presentation

The accompanying Fund Accountability Statement (the “Statement”) includes
costs incurred under cooperative agreement 306-A-00-06-00523-00
(“Agreement”) to provide support for health service delivery and quality of
basic services in Afghanistan (“HSSP”) for the period July 1, 2006 through
October 31, 2012. Because the Statement presents only a selected portion of
Jhpiego operations, it is not intended to and does not present the financial
position or cash flows of Jhpiego. The information in this Statement is
presented in accordance with requirements specified by Special Inspector
General for Afghanistan Reconstruction (“SIGAR”) and is specific to the
aforementioned Agreement. Therefore, some amounts presented in this
Statement may differ from amounts presented in, or used in the presentation
of, the basic financial statements.

b) Basis of Accounting

The Statement reflects the revenues received and expenses incurred under the
cooperative agreement issued by USAID, along with any interest income

WILLIAMS ADLEY 9
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generated by maintaining those funds in interest bearing accounts. The
Statement is not presented in accordance with accounting principles generally
accepted in the United States of America (GAAP). It has been prepared on the
cash basis of accounting. Under the cash basis of accounting, revenues are
recognized when received and expenses are recognized when paid. Further,
expenditures are recognized following the cost principles contained in Title 2,
Subpart 220 of the United States Code of Federal Regulations, Cost Principles
for Educational Institutions, wherein certain types of expenditures are not
allowable or are limited as to reimbursement.

c) Currency

The Fund Accountability Statement is presented in United States Dollars. For
purposes of preparing the Statement, Jhpiego applies a conversion rate to
foreign currency transactions for all sub-recipient billings and subcontracts
wherein the expenses were recorded in Afghanis. The conversion rate is
adjusted monthly and ranged from 45.035 to 52.4835 Afghanis per U.S.
Dollar.

d) Costs Incurred by Budget Category

The budget categories presented and associated amounts reflect the budget
line items presented within the approved cooperative agreement and award
modifications issued by USAID.

3) Questioned Amounts

Questioned amounts are those amounts that are questioned by the auditor
because of an audit finding: (1) which resulted from a violation or possible
violation of a provision of law, regulation, contract, grant, cooperative agreement,
or other agreement or document governing the use of federal funds, including
funds used to match federal funds; (2) where the costs, at the time of the audit,
are not supported by adequate documentation; or (3) where the costs incurred
appear unreasonable and do not reflect the actions a prudent person would take
in the circumstances. Questioned costs are recommended for exclusion from the
Statement by the auditor pending a final determination by the USAID
Contracting Officer.

There are two categories of questioned costs, ineligible and unsupported.
Ineligible costs are those costs that the auditor recommended for exclusion from
the Statement because the auditor determined the costs were not in accordance
with the terms of the Agreement and applicable laws and regulations based on
the evidence reviewed. Unsupported costs are those costs for which adequate or
sufficient documentation necessary for the auditor to determine the allowability
and accuracy of costs was not provided.

WILLIAMS ADLEY 10
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Questioned costs are detailed within the Schedule of Findings and Questioned
Amounts that accompanies the Independent Auditor’s Report on Compliance.

4) Revenues

Revenues on the Statement represent the amount of funds that may be
reimbursed to Jhpiego from USAID for allowable, eligible costs incurred under
the contract during the period of performance.

5) Costs Incurred by Budget Category

The budget categories presented and associated amounts reflect the budget line
items presented within the final, USAID-approved budget adopted as a
component of the nineteenth modification to the Agreement dated December 31,
2011.

6) Fund Balance

The fund balance presented on the Statement represents the difference between
revenues earned and costs incurred or charged to the Agreement. An amount less
than zero dollars indicates that costs have been incurred, but are pending
additional evaluation before a final determination of allowability and amount of
revenue earned may be made. An amount greater than zero dollars reflects
revenues that have been received in excess of the costs incurred on the
Agreement and awaiting final determination of allowable costs and final amount
to be refunded to USAID.

WILLIAMS ADLEY 11
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Notes to the Questioned Amounts Presented on
the Fund Accountability Statement:

Note A: Program Income

Finding 2013-03 questions $10,954 in interest income retained by Jhpiego. This amount
represents $12,204 in calculated interest for funds drawn down in excess of immediate
cash needs, less $1,250 in allowable administrative costs ($250 per year for five years)
for those annual periods where excess drawdowns occurred. Interest income on funds
drawn down in excess of immediate cash needs is ineligible income and must be
returned to the United States Treasury.

Note B: Questioned Costs — Travel

Finding 2013-01 questions $5,871 in travel related costs and $1,104 in Jhpiego indirect
costs for 8 transactions that were missing supporting documents or the supporting
documents did not agree with the amount paid. As a result, we questioned the
transactions as unsupported costs.

Note C: Questioned Costs — Supplies

Finding 2013-01 questions $329 for supplies and $62 in related Jhpiego indirect costs
for 1 transaction that was missing supporting documentation. As a result, we questioned
the transaction as unsupported costs.

Note D: Questioned costs — Contractual Costs

Finding 2013-02 questions $44,385 in contractual costs and $1,640 in related Jhpiego
indirect costs for 49 transactions related sub-recipient personnel costs, vehicle rentals,
supplies and other costs for 7 sub-recipients. These costs were questioned because the
costs lacked evidence of required prior approval, the costs could not be verified as
allocable to the project, or evidence of cost reasonableness could not be determined. As
a result, these incurred costs were deemed ineligible.

Finding 2013-01 questions $239,187 in contractual costs and $9,165 in related Jhpiego
indirect costs for 169 transactions related to the procurement of goods and services by
the grant recipient or sub-recipients that were missing adequate source documents or
source documents did not match the invoiced amount. As a result, these incurred costs
were deemed unsupported.

! Notes to the Questioned Amounts Presented on the Fund Accountability Statement were developed by
and are the responsibility of the auditor.

WILLIAMS ADLEY 12
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Note E: Questioned costs — Other Costs

Finding 2013-01 questions $179 for direct costs and $34 in related Jhpiego indirect
costs for 1 transaction related to other incurred costs. We identified this transaction as
an unsupported cost because documentation to support the Jhpiego

telecommunications expense was missing.

WILLIAMS ADLEY 13
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A significant deficiency is a deficiency or a combination of deficiencies in internal
control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance. We consider the deficiencies described in
the accompanying Schedule of Findings and Questioned Amounts to be significant
deficiencies: Finding 2012-02. Other deficiencies that were not material weaknesses or
significant deficiencies and did not have questioned amounts were addressed in a
separate management letter, which has been shared with SIGAR and Jhpiego
management.

This report is intended solely for the information of Jhpiego, United States Agency for
International Development and the Special Inspector General for Afghanistan
Reconstruction, and is not intended to be and should not be used by anyone other than
these specified parties. Financial information in this report may be privileged. The
restrictions of 18 U.S.C. 1905 should be considered before any information is released to
the public. However, upon release by SIGAR, this report is a matter of public record and
its distribution is not limited.

X \ -~ L
U:)p&tam;ﬁd(.ul EC D00\~ R, US>
December 24, 2013
Washington, D.C.
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based on the value of the vehicles. As a result, no further action was necessary to resolve
this issue and there was no material impact on the Schedule.

We considered these material instances of noncompliance in forming our opinion on
whether Jhpiego’s Statement is presented fairly, in all material respects, in accordance
with the terms of the agreements and in conformity with the basis of accounting
described in Note 2 to the fund accountability statement, and this report does not affect
our report on the Schedule dated December 24, 2013.

This report is intended solely for the information of Jhpiego, United States Agency for
International Development and the Special Inspector General for Afghanistan
Reconstruction, and is not intended to be and should not be used by anyone other than
these specified parties. Financial information in this report may be privileged. The
restrictions of 18 U.S.C. 1905 should be considered before any information is released to
the public. However, upon release by SIGAR, this report is a matter of public record and
its distribution is not limited.

X ' ~ 50, LU
UDD%M,HLL] EC D011\~ U
December 24, 2013
Washington, D.C.
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accounting records, including cost accounting records that are supported by source
documentation.

Jhpiego’s Finance & Accounting Policy Manual states the following:

Standards for Recorded Transactions
Recorded financial transactions must be complete, valid, accurate, final, and supported
by original source documentation.

Complete
Each payment must be supported by documentation, including:
= Anoriginal invoice OR a receipt for the purchase of the allowable item
= A check/petty cash request form, signed by an authorized staff member
= Confirmation from payee that funds were received, such as a signed receipt or
canceled check
= Paid invoices stamped PAID, with the date the payment was made and the
number of the check
= A goods-received receipt, or other statement attesting that the goods and/or
services purchased were in fact delivered

Valid
A payment is valid if it is made to a verifiable vendor for an allowable expense, and if the
documentation exists to show that the goods or services paid for were actually received.

Accurate
The record of a transaction must show the exact value, and be charged against the
appropriate General Ledger (GL) Account and Internal Order (10) Number.

Final
You may not alter an original transaction in any way.

Cause: Jhpiego did not implement a comprehensive review process. Jhpiego did not
request copies of the source documents prior to or as part of the invoice review process
and before approving sub-recipient billings submitted by its field office for payment.
Instead Jhpiego relied on sub-recipient certifications that expenses were fully
supported. The absence of a robust review process resulted in the payment of sub-
recipient billing statements that were not fully supported and for which Jhpiego did not
retain source documents as required.

Effect: The absence of sufficient and adequate source documentation that matched
invoices paid resulted in $255,931 in incurred costs that were not properly supported.
Further, without proper support to justify incurred costs, the risk of the U.S.
Government being overcharged and opportunities for waste, fraud, and abuse of
government funds is increased.

WILLIAMS ADLEY 22
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analysis is the review and evaluation of each element of cost to determine
reasonableness, allocability, and allowability. Section 226.46 requires procurement
records and files for purchases in excess of the small purchase threshold include the
following at a minimum:

(a) Basis for contractor selection,

(b) Justification for lack of competition when competitive bids or offers are not
obtained, and

(c) Basis for award cost or price.

Jhpiego’s Finance & Accounting Policy Manual states the following:

Competitive Bidding
In selecting a vendor, we must show that we have:
= Researched the availability and cost of the goods in question
= Sought competitive bids from at least three vendors
= Selected the item which provides the best value (This doesn’t necessarily mean
the least expensive item available, but we have to show that our choice represents
the most efficient use of award funds.)

Criteria for Table 7: Per 2 CFR, Part 230, Appendix B and OMB Circular A-122,
Attachment B, paragraph 33, Participant support costs, requires the following:

"Participant support costs are direct costs for items such as stipends or
subsistence allowances, travel allowances, and registration fees paid to or on
behalf of participants or trainees (but not employees) in connection with
meetings, conferences, symposia, or training projects. These costs are allowable
with the prior approval of the awarding agency."

Prior approval by USAID for payment of such incentives to students by MRCA was not
provided.

Criteria for Table 8: Under 2 CFR, Part 230, Appendix A.4.a, Allocable costs, a cost
is allocable to a particular cost objective, such as a grant, contract, project, service, or
other activity, in accordance with the relative benefits received.

Jhpiego’s Finance & Accounting Policy Manual states the following:

Standards for Recorded Transactions
Recorded financial transactions must be complete, valid, accurate, final, and supported
by original source documentation.

Valid
A payment is valid if it is made to a verifiable vendor for an allowable expense, and if the
documentation exists to show that the goods or services paid for were actually received.

WILLIAMS ADLEY 25
SCHEDULE OF FINDINGS AND QUESTIONED AMOUNTS



Incurred Cost Audit of Jhpiego’s Fund Accountability Statement

Accurate
The record of a transaction must show the exact value, and be charged against the
appropriate General Ledger (GL) Account and Internal Order (10) Number.

Cause: Jhpiego and its sub-recipients did not develop sufficient internal controls to
ensure price or cost analysis for each procurement action was maintained in the
procurement files or document the best value was obtained for each procurement
action. Further, Jhpiego and its sub-recipients did not document approvals for
expenditures for items that required prior approvals. Finally, Jhpiego's sub-recipient
review and approval process was insufficient to observe sub-recipient duplicate charges
or incorrect postings to project costs.

Effect: In the absence of sufficient and adequate documentation that all procurements
were done to maximize full and open competition, appropriate officials approved
expenditures when required and that charges were allocable to the award, we could not
determine that the costs charged to USAID were reasonable, that the procurement did
not exclude or otherwise limit competition, and that the costs were eligible for
reimbursement.

We determined questioned costs in the amount $46,025 as a result of the 49 ineligible
incurred cost transactions.

Recommendation: We recommend that Jhpiego provide USAID with records that
clearly support the eligibility of the $46,025 in questioned costs presented above that
were charged to USAID or reimburse USAID for those amounts for which adequate
support cannot be provided.

Finding 2012-03: Funds in Excess of Cash Needs (Non-Compliance)

Condition: Jhpiego uses the Department of Health and Human Services Payment
Management System (DHHS-PMS) to draw down funds for the project from the United
States Treasury on a reimbursement basis through a letter of credit (LOC). In our review
of this process, we noted certain instances in which Jhpiego drew down funds in excess of
its immediate cash needs, which is not permitted under the LOC process. No evidence was
provided of prior approval from the USAID/Washington Deputy Chief Financial Officer to
allow for advances in excess of 30 days, authorization for Jhpiego to retain interest, or
annual remittance to the U.S. Treasury of interest earned on advances.

Criteria: Under the USAID Automated Directive System (ADS), Chapter 636, section
636.3.3.1, Amount Limitations, advances shall be limited to the minimum amount
needed for “immediate disbursing needs” and are paid as close as administratively
feasible to the actual disbursements being made by the recipient organization. For
USAID direct contracts, grants or other procurement and assistance arrangements,
which provide for advance payments in excess of 30 days, prior approval is required
from the USAID/W Deputy Chief Financial Officer before being authorized. Under
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section 636.3.3.2, funds in excess of immediate disbursement needs shall be refunded to
USAID. The only exceptions are when the excess funds will be disbursed within 7 days
or when the amount is less than $10,000 and it will be disbursed within 30 days. Per
section 636.3.5, unless a recipient is specifically authorized to retain interest, interest
earned on advances from USAID is remitted to the U.S. Treasury at least annually.

Cause: Jhpiego responded that due to the remoteness of locations and unique security
concerns in Afghanistan, it interpreted a 60-day timeframe for advancing funds as close
to the disbursement of funds as administratively feasible as meeting the spirit of the
ADS requirements. As a result, Jhpiego did not institute effective controls to ensure that
its draw down process considered only expenses to meet the 30-day immediate cash
needs requirement as defined in the ADS.

Effect: The United States Treasury incurs an opportunity cost for funds that are drawn
down by recipients in excess of their immediate needs and Jhpiego is in violation of the
administrative requirements. We calculated $10,954 in earned interest as a result of
excess cash drawn down by Jhpiego during the performance period that should be
returned to the United States Treasury (See Attachment B for interest calculation on
excess cash).

Recommendation: We recommend that Jhpiego:

1. Institute a system to ensure that PMS drawdowns meet the 30-day immediate
cash needs requirement for future projects funded by a letter of credit.

2. Return interest earned to the United States Treasury for project funds drawn
down through the PMS in excess of its immediate cash needs, which we
calculated as $10,954, or provide evidence that Jhpiego was authorized to retain
the interest earned or remitted such interest annually as required.
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Attachment A — Summary of Prior Audit Findings

Prior audits, assessments or reviews of Jhpiego that we considered applicable to the
scope of our work were obtained and read to ensure that there were no significant
deficiencies or material weaknesses noted. For any significant deficiencies or material
weaknesses affecting the cooperative agreement, we performed test work to ensure
proper correction of any significant deficiencies or material weaknesses that impacted
the project. Jhpiego did not take corrective action on all the identified prior
recommendations that could have a material impact on the Fund Accountability
Statement as indicated in the current status summary for each prior finding discussed
below. Out of a total of 19 prior audit findings, Jhpiego took adequate corrective action
on 14 findings. We summarized 7 of the 19 findings below, which could have a material
impact on the Fund Accountability Statement, and included a status on the remaining 12
findings in a management letter. The 4 significant prior findings presented below
without adequate corrective action related to unsupported costs, monitoring sub-
awards, and inadequate internal audit coverage were repeated as part of significant
deficiencies or material weaknesses that management should address.

A.F. Ferguson & Co. financial audit review of periods April 1, 2005-
December 31, 2006 and July 1, 2006- December 31, 2006

R.1 — Missing supporting documentation; R.2 — Missing training attendance
records

We obtained a prior audit for the period April 1, 2005- December 31, 2006: Clinical and
Community Maternal, Neonatal and Women’s Health Services Program-ACCESS
program; and July 1, 2006- December 31, 2006: Support for Services Delivery and
Quality of Basic Services in Afghanistan-SSP. The audit included the schedule of local
cost incurred and paid in Afghanistan under the aforementioned cooperative
agreements, internal control structure, and Jhpiego’s compliance with agreement terms
and applicable laws. The following findings were noted:

Tests disclosed $11,975 for ACCESS and $13,155 for SSP in questioned costs for the
period April 1, 2005 —December 31, 2006. Trainee travel supporting documentation for
expenses incurred of $23,665 cited as a reportable condition listed under R-1. Amount
of $1,464 cited for purchase orders, supplier invoice and goods receipts as unsupported
condition listed under R-2. Under internal controls the auditor reported: R-1 training
attendance records not maintained; and R-2 supporting documents not available.
Auditor’s report on compliance cites material instance of noncompliance for costs
aggregating to $25,129 was not available and represented as unsupported cost in the
Schedule of Local Costs Incurred and paid in Afghanistan under the cooperative
agreement.
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Current status: We determined that adequate corrective action was not taken to
ensure supporting documentation for local costs incurred per finding R-2 and is
repeated as part of finding 2012-01. We determined that adequate corrective action was
taken to ensure training attendance records were maintained per finding R-1.

After April 2007, a policy was implemented that requires attendance to be documented
through attendance sheets. We tested travel related invoices, attendance sheets for
training, and invoices for proper supporting documentation as part of our disbursement
testing. We noted exceptions under finding 2012-01 where documentation was not
provided or was inadequate to support the related expenditure and included a
recommendation to correct this issue.

Ernst & Young Ford Rhodes Sidat Hyder was contracted by USAID to
perform a program review of the cooperative agreement for the duration of
the program from July 1, 2006 through the review date of July 17-18, 2012.

The review findings are discussed as follows:
2.1 No monitoring function to ensure compliance with USAID guidelines

The auditor commented that as per better practices, a compliance function shall be
established to monitor and ensure compliance with applicable donor rules and
regulations. They were informed by management that the Director Finance and
Administration is assigned the responsibility to ensure such compliance and there is no
separate department to carry out such task.

Management responded that Jhpiego does not have a separate unit at the country office
level to assume a compliance role, as the compliance function is embedded in the Grants
Manager and Finance & Admin Director job descriptions. In addition, an Internal
Control Review may be performed by headquarters on an annual basis to ensure
compliance.

Current status: Jhpiego did not take adequate corrective action to address this issue
and it is repeated as part of the cause for finding 2012-01 and 2012-02. Jhpiego has an
internal control review process were Jhpiego headquarters employees travel to the
countries and perform internal reviews following a program for which they have
responsibility. The reviews include monitoring of sub-recipients in the country. And
they work with the programs to clear findings. Country Directors are held accountable
for repeated findings. We noted external audits were performed on the largest sub-
recipients, but not for the smaller sub-awards. We also tested sub-recipient transactions
in Afghanistan for eligible and supported incurred costs and noted sub-recipient
guestioned costs. As a result, we determined that Jhpiego’s internal review process
needs improvement in monitoring for compliance with USAID guidelines.
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3.1 External audit is not carried out for project

An external audit is a review of the financial statements or reports of an entity/projects
by professional accountants not affiliated with the entity. External audits play a major
role in the financial oversight of projects because they are conducted by outside
individuals and therefore provide an unbiased opinion. The auditor was informed by
management that external audit of the company is carried out at head office level. In
this respect the auditor noted that no specific external audit has been carried out for the
HSSP project as per the USAID provided Terms of Reference for external auditors.

Management responded that Jhpiego is an affiliate organization of Johns Hopkins
University (JHU). JHU conducts an A-133 audit annually by KPMG, an external
independent auditor. KPMG’s A-133 audit of JHU is inclusive of Jhpiego.

Current status: Jhpiego did take adequate corrective action to address this issue.
Program was covered under the A-133 audit. We performed a review of the A-133 audits
for every year of the project and noted that the A-133 single audit does comply with the
external audit requirement without exception.

4.7 Printing services were obtained without entering into the contract

As per the discussion with the management, the auditor reported material expenditure
was incurred for printing books. Currently Jhpiego procures these services through RFQ
method. The auditor noted that Noori Printing Press was selected based on the RFQ
method. Since the initial procurement multiple purchase orders were issued to the same
vendor without competitive procurement process. The total value of the procurement
to-date was $156,740.

Management responded that since early January 2012 procurement for printing has
been taken over by the procurement unit, which was handled by the technical unit
previously. Since then the procurement process for printing has been conducted in
transparent and competitive manner.

Current status: Jhpiego took adequate corrective action to address this issue. Jhpiego
claims corrective action has been taken by the development of a procurement unit which
was handled by the technical unit previously. We performed disbursement field work to
include documentation of proper bid procedures as part of the test attributes. We did
not note findings and questioned costs related to printing services.

4.8 Inadequate process for bid advertisement
The auditor reported that advertisements for the RFP were made in HSSP and MoPH
websites. However, the auditor noted that there was no process for advertising the same

in any newspapers.

Management responded that it is Jhpiego country office policy to conduct formal
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solicitation process (advertise bid in newspaper) when procurement value is equal to or
greater than $25,000. However, given newspapers are not widely read or used in
Afghanistan, instead Jhpiego has advertised bids on Afghan.bids.com (a USAID-
supported website) or on ACBAR.org.

Current status: Jhpiego did not take sufficient corrective action to adequately address
this issue as this finding is repeated, in part, under finding 2012-02. Jhpiego claims that
advertising on the newspaper is not a requirement and that that they have used
appropriate and adequate channels for advertising. We tested transactions for proper
bid documentation to support full and open competition. We noted exceptions during
our field work that resulted in questioned costs because evidence of proper competition
to determine cost reasonableness was not provided in all instances, and in particular as
it relates to sub-recipient procurement activities. We included a recommendation in
finding 2012-02 to address this issue.

5.1 Lack of Internal Audit coverage

The auditor reported that internal auditing is an independent, objective, assurance
activity designed to add value and improve an organization's operations. The auditor
was informed by the management that the internal audit function for the project is
executed from the home office. In this respect, the auditor noted the internal audit does
not cover all the processes and is carried out on an ad hoc basis.

Management responded that Jhpiego did not have Internal Audit function at the
country office level. However, Jhpiego’s headquarters conducts internal audits at select
country offices on an annual basis with a broader scope of work -from cash
management, banking policy, assets management, advance, HR, internet, etc. As a
follow-up, country offices are required to develop action plans to implement the audit
recommendations and findings. In the future, if budget permits, Jhpiego will include an
internal audit/compliance staff member in country who will ensure compliance.

Current status: Jhpiego did not take adequate corrective action to address this issue
and that the internal review process needs improvement in monitoring for compliance
with USAID guidelines. This issue is repeated as part of the cause in finding 2012-01.
Jhpiego has an internal control review process where Jhpiego HQ employees travel to
the countries and perform internal reviews following a program for which they have
responsibility. And they work with the programs to clear findings. Country Directors are
held accountable for repeated findings. The reviews include monitoring of sub-
recipients in the country. However, we tested sub-recipient transactions in Afghanistan
for eligible and supported incurred costs and noted sub-recipient questioned costs. As a
result, we included a recommendation in finding 2012-01 to improve the monitoring
process.
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Attachment C — Management Response to Audit
Findings
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Attachment D — Auditor Response to
Management Comments

Williams Adley, in consideration of the views presented by Jhpiego management,
presents the following rebuttal and clarification to certain matters presented by the
auditee. The responses below are intended to clarify factual errors and provide context,
where appropriate, to assist users of the report in their evaluation of the findings and
recommendations included in this report. In those instances where management’s
response did not provide new information and support to modify the facts and
circumstances of the report findings, we have not provided a rebuttal or clarification.

Finding 2012-01

1.c.1 — Jhpiego management stated that because RBCO commented on its query sheet
that the ACTD vehicle rental contract was received and accepted by RBCO, the
questioned cost of $3,727 should be removed. However, RBCO'’s final comments on this
matter are that 2 expenses were booked prior to the signed contract date, which made
the expenses unsupported. Further, quotations, comparative bid documents or similar
documents to support the procurement were not provided. As such, the questioned cost
remains as stated.

1.c.2 — Jhpiego management stated that because RBCO'’s query sheet does not show any
guestioned costs pertaining to ACTD salary expenses, the $1,938 in questioned cost
should be removed. However, RBCO commented that the reason for the unsupported
cost for the surveyors was the absence of employment contracts, activity reports or
terms of reference to support payments made for services rendered. As such, the
guestioned cost remains as stated.

1.c.4 — Jhpiego management stated that HNTPO provided to the auditors all the
supporting documentation and required information to demonstrate that the $4,924 in
cost was allowable with appropriate internal approvals. The auditor could not
independently verify that the signatures belonged to HNTPO authorizing officials and
no stamp was affixed to indicate HNTPO official approval in lieu of invoices. As such,
the questioned cost remains as stated.

1.c.6 — Jhpiego management commented that the RBCO query worksheet reflected
guestioned costs in the amount of $1,460 for items 3, 115, 116 and 117 under the IMC
tab. As a result, management believes that the $8,439 in questioned costs should be
revised to reflect the smaller amount. Also, according to management items 16, 17, 22,
142 and 144 on the RBCO query sheet for IMC reflect $1,378 in questioned costs and not
the $2,500 reported in the finding. The auditor reviewed the RBCO query sheet for IMC
and compared it with the questioned costs per the Audit Report. No discrepancies were
found between amounts listed in the two documents. As a result, the questioned cost
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remains as stated.

1.c.7 — Jhpiego management commented that payments made by the MERLIN cashier
were reviewed, verified and approved by MERLIN'’s project manager at the end of every
month. Management believes that for this reason, the $101,614 in questioned costs for
missing, signed payment vouchers should be removed. As per comments made by
MERLIN on the RBCO query sheets, vouchers were prepared, reviewed and approved
on the MERLIN computer system. However, MERLIN was unable to extract the
vouchers from the system to provide to the auditor for review. As a result, the costs
remain as unsupported.

1.c.8 — Jhpiego management requested that $16,422 in questioned costs for NAC be
removed from the report as additional support was provided for the cost of vehicles
rented by the organization, attendance list for students provided meals, and a monthly
summary of food items purchased. As the totality of support was not provided during
fieldwork, the additional documentation was not reviewed. As a result, the questioned
cost remain as stated.

1.c.9 — Jhpiego management stated that the timesheet for time charged to Post-Partum
Hemorrhage is supported as one activity performed by SHDP under the HSSP award.
The final determination of the validity of management’s statement should be made by
USAID as this response was not provided during the audit fieldwork.

1.c.11 — Jhpiego stated that SAF provided the auditors with the original tender, bid
analysis and vehicle tax documents to demonstrate proper procurement procedures
were followed and the appropriate tax withholdings per Afghanistan income tax law
were followed, and therefore, the $9,121 in questioned costs should be removed.
RBCO'’s response is that the quotations were not dated and bid analysis form was not
provided. Also, the cash receipt acknowledgement was inclusive of the withholding tax,
not net of the withholding tax, which was an additional discrepancy in the
documentation. As a result, this questioned cost remains as unsupported.

1.c.12 — As per management’s comments, the date on the receipt acknowledgement,
October 25, 2005, did not match the period for which rent was paid, which was July to
December 2006. The questioned cost of $10,529 remains as stated due to this
discrepancy in documentation.

Jhpiego management stated that the questioned cost for level of effort and food costs
should be $9,911.43 and not $10,343 as per the description in Table 4 for SC-US. The
RBCO query sheet shows the correct amount of questioned costs. The description in
Table 4 was updated to include a questioned cost for unsupported fuel costs in the
amount of $379.39. When combined with the $52 in indirect costs, the total questioned
cost is $10,343, rounded to whole numbers. As a result, the questioned cost remains
unchanged.

1.c.13 - Jhpiego submitted a journal voucher to substantiate the questioned costs of
$3,845 for WVI. However, the documentation provided did not appear to be related to
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the questioned costs. As a result, the questioned costs remain as stated.

Finding 2012-02

e.

Table 6 — Jhpiego believes the $36,136 in ineligible costs for vehicle rentals should
be removed because price analysis under 22 CFR, section 22(6).45, may be
accomplished in various ways. The HSSP activities were implemented throughout
Afghanistan in remote areas where only one rental vehicle company was operating,
and that for security reasons, Jhpiego and its sub-recipients used vehicle rental
companies that they trusted. Further, management states that Jhpiego did perform
a price analysis to determine reasonableness of costs during its review and approval
of the invoices submitted by the sub-grantees. According to Jhpiego, the HSSP
Grant Officer confirmed the cost of rental vehicles with the HSSP Provincial
Coordinators who were based in the provinces where the activities were being
implemented. The auditor understands the explanation provided as part of
management’s response. However, 22 CFR, section 226.45 requires that some form
of cost or price analysis shall be made and documented in the procurement files for
every procurement action. The auditor did not receive documentation to verify that
the procurement files complied with this requirement during our fieldwork, which
would have been used to assess cost reasonableness, if provided. As such, the
guestioned costs remain the same.

Table 7, item 1 — We agree that the ineligible costs in the amount of $637 for Aga
Khan should be removed as the overtime was for a position that did not require prior
approval under the cost principles for non-profit organizations. This amount has
been adjusted in the report.

Table 7, item 2 — Jhpiego asserted that its approval of MRCA’s budget constitutes
prior approval of the incentives paid to students to return home, and so $7,229 in
guestioned costs should be removed. Management also asserted that the USAID
approval of Jhpiego’s annual workplan constitutes prior approval, although Jhpiego
considers itself the awarding agency concerning the agreement it had with MRCA.
Management’s assertion was provided subsequent to the auditor’s fieldwork. As
such, the questioned cost remain as stated and final allowability must be determined
by USAID.

Prior Audit Findings

a.

Jhpiego asserted that having less than 1% of costs incurred determined as questioned
costs demonstrates Jhpiego has taken corrective action to ensure that supporting
documentation is maintained per USAID requirements. The auditor tested a sample
of the costs incurred and not the entire population. The testwork results indicate
that the condition mentioned in the prior audit remains valid.
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b.1 Jhpiego management described a program and technical reviews component for
monitoring its field offices. This program was initiated in 2013, which was after the
period of performance audited. As such, the auditor did not evaluate the
effectiveness of this tool in addressing the monitoring deficiencies noted under the
HSSP relating to sub-recipients. This program should assist in assuring compliance
with USAID requirements, depending on the thoroughness and timeliness of the
reviews, and implementation of corrective action as a result thereof.

b.4Jhpiego management stated that it recently developed a procurement manual that
clearly specifies dollar thresholds for procurements requiring advertising in the
newspaper that are now part of Jhpiego’s written policies and procedures.
Developing a policy manual is the first step in the control process. When combined
with proper implementation, the policy manual should address the prior audit
finding in this area.

b.5 Management responded that Jhpiego does not have an internal audit department
because auditing is part of the services the Johns Hopkins University provides to
Jhpiego, and that Jhpiego has a compliance function that closely reviews and
monitors activities and expenses incurred for all donors along with contracts with
external auditing firms to perform audits of its country offices when needed.
Internal audits provide the recipient with more timely and detailed examination of
internal controls and compliance matters that may assist Jhpiego with a more
accurate assessment of internal control weaknesses, provide greater leverage for
corrective actions, and result in better project management. Internal audit functions
also provide skill sets not usually present in program and technical review programs.
We recommend that Jhpiego work with JHU to institute a more robust internal audit
function for its projects that are linked to program and technical review results.
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SIGAR’s Mission

Obtaining Copies of SIGAR
Reports and Testimonies

To Report Fraud, Waste, and
Abuse in Afghanistan

Reconstruction Programs

Public Affairs

The mission of the Special Inspector General for Afghanistan
Reconstruction (SIGAR) is to enhance oversight of programs for the
reconstruction of Afghanistan by conducting independent and
objective audits, inspections, and investigations on the use of
taxpayer dollars and related funds. SIGAR works to provide accurate
and balanced information, evaluations, analysis, and
recommendations to help the U.S. Congress, U.S. agencies, and
other decision-makers to make informed oversight, policy, and
funding decisions to:

e improve effectiveness of the overall reconstruction
strategy and its component programs;

e improve management and accountability over funds
administered by U.S. and Afghan agencies and their
contractors;

e improve contracting and contract management
processes;

e prevent fraud, waste, and abuse; and

e advance U.S. interests in reconstructing Afghanistan.

To obtain copies of SIGAR documents at no cost, go to SIGAR’s Web
site (www.sigar.mil). SIGAR posts all publically released reports,
testimonies, and correspondence on its Web site.

To help prevent fraud, waste, and abuse by reporting allegations of
fraud, waste, abuse, mismanagement, and reprisal, contact SIGAR’s
hotline:

e Web: www.sigar.mil/fraud

e Email: sigar.pentagon.inv.mbx.hotline@mail.mil

e Phone Afghanistan: +93 (0) 700-10-7300

e Phone DSN Afghanistan: 318-237-3912 ext. 7303

e Phone International: +1-866-329-8893

e Phone DSN International: 312-664-0378

e U.S. fax: +1-703-601-4065

Public Affairs Officer

e Phone: 703-545-5974
e Email: sigar.pentagon.ccr.mbx.public-affairs@mail.mil
e Mail: SIGAR Public Affairs

2530 Crystal Drive
Arlington, VA 22202





