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EXECUTIVE SUMMARY
 

Introduction 

At the time of our review, there were nine loans and one grant signed that 
obligate $1.54 billion for the Commodity Import Program (CIP) in Egypt. A 
significant part: of total U.S. economic assistance to Egypt, the CIP was 
initiated during ]975 to address the short--term needs of Egypt. To assist 
Egy'pt in me.1eting hard currency costs of iq--orted comnditics C110 commodty
related services as netderl, the program is designed to (a) rclieve the 
serious foreign exchange shortage, (b) ach.'-ve deve]opniznt objectives, 
(c) improve the standard of living, and (d) maintain political stability. 

Of the $1.5 billion obligated, about 95.5% (over $2..4 billion) has been 
allocated to Egypt's public sector. The rema:ining balance, about $68.5 
million, has b)een allocated t:o Egypt's pri..ate sector, and is the subject 
of AAGE 2,udit Report No. 80-10 dated August 10, 1980. This report covers 
the f;InanciJal procedures and .ontrols used to adinister the CIP public 
sector Lunds. A forthcoming report (No. 81-2) will cover the internal 
operating procedures relative to CIP publ.ic sector activities. Also to be 
issued, a report covering those broad issues applicable to the overall CiP, 
both public and private sectors, and presenting overall program conclusions, 
will be assigned No. 81-3. For better perspective, the reader ray wish to 
obtain this entire series of four CIP reports. 

Audit Puapose and Scop.e 

We reviw.eed costs and financial data of the CIP from program inception, 
February, 1975 through July 31, 1980; for CIP managcttent policies and practices, 
audit coverage extended from program inception to report issuance. For this 
review the audit pujrposes were to: (a) determine and evaluate the methods of 
financing; (b) review fund disbursements; (c) evaluate the system of accounting 
for prograin costs; (J) review and evaluate procedures and controls over specific 
program transactions, including costs, losses;, refunds, advances, payments as 
well as CIP Loan repayments; and (e) review and evaluate grant counterpart 
generations.
 

To accomplish these objectives we examined procedures and systems in place and 
planned, reports, files, planning and implementing documents, and referred to 
pertinent Statutes, lnws and other criteria. We visited GO Ministries. agents 
and public sector firms, involved USAID/E offices, and the Central Bank of Egypt. 
We also coordinated with the Area Auditor General/W'ashington (AAnG/W) to obtain 
information generated in AID/ashington and in the United States. 



Cocusion s 

AID's Aceountin,Lnd Information System for CIP 

As currently functioning, AID's accounting and information system for the 
CI Propras does not prcvide ]! the inforwlation needed by management for 
efficient: program implementat ion nor does it have adequate internal controls 
to prevent ri- use. Controls ever computer transactions and p-,ograin informa
tion are not adequate to prevent inco',iplete, inaccurate, or duplicative 

feed-ins and, c.onsequently, unreliable output reports. Information at the 
USAID,EW and in Ai])/W' reporting contain nur-erous differences in dollar amounts 

obligated. AlL/U'reports of disbursements have not been timely and accurate 
for controlling local currencies gen,rated under CIP grant assistancc. The 

systeir does not reaci the Letter of Credit levcl; therefore, the needs of 
USAID/E--as prime program manager--are not being addressed. Since computer 

system prohlt217s are not: within the control of USAID/E, we hrve informed the 

Area Auditor General in Washington (AAC/w) and anticipate that a review of 

this area will be scheduled (page 5). 

Methods of Financingh 

USAID/E policies and practices in determining methods of financing for CIP
 

activities need to be reassssed. in actual operations USAID/E practices 
do not co,;iply with the most current "Cash Nanageinent Procedures" of AID 

which prescribe Agency policy on the use of Direct Letters of Commitment 

(Direct L/Corns) in preference to Bank L/Cors. AID's Cash Management Folicy 
guidelines vere approvcd by the Deputy Adcmnistrztor on November 21, 1978. 

In the past, the USAfD/E and the COE have placed hea\Uy emphasis on the use 

of Bank L/Cc-ms in th,, (iP; this practice is being continued at the present 
time, even when large scale bulk commodities and/or large volume of capital 

equipment are bought from a single supplicr. As a result, Agency Policy is 

not being carried Cut and the contrels inherent to the Direct L/Con method 

of financing are not implen.ented, increasiig the Agency's risk factor in 

disbursing multi-million payments under this program. Also, considerable 

sums of CIP assistancc monies are spent on bank charges and interest which 

are unnecessary un-cr Direct L/Com procedures. We calculated that bank 

charges of about $566,000 could have been saved in some selected transactions 
included in the audit review period. We are recommending procedures be 

established to carry out current Agency policy and to select the most 

effective financing method for each procurement (page 8). 

Advances and Pro[ ress Payments to Suppliers. 

Regulations and AID policy make a distinction between "Advances" and "Progress 

Payments" to suppliers. Advance payments are made without reference to work 

progress and should not exceed 1.0/ of the total cost of a contract. Progress 

payments are made or, the basis of costs incurred or percentage of completion 

of work accomplished. Our review disclosed that significant amounts of money 

have been paid to suppliers under the CI Program either as advances which 

exceed the 10, lirnitation or as progress payments which are not truly based 

on percentage of comletion and which can be classified as further advances. 
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To illustrate, three suppliers samplcd in our review received in total $14
 

million in advance or "pro!rass payments" against total contracts of $38 
million. There are two causes for these conditions: (a) anbiguity of the
 
regulations, and (b) an absence of necessary AID and USAID/E nystews,
 

procedures and practicus that ensure that advances and progroer payments meet
 

est blished ori :'ria. As n result, the USAID/E may not be follo.ing regula-
tions and the practice is costly. The U.S. Government, although not a direct 
party to these contract; between the Host Govcrnnent and the suppliers, 

incurs unnecessary administrative expenses and high interest costs on funes 
borrowed by the U.S. Treasury. At the same ti , suppliers hold and use nuge 
sums of public funds for lengthy periods of tue. We are reconunending that 
procedures bw established to assure proper approvals of and controls over
 

CIP advance payrmenus; also, that applicable regulaLions and Handbooks be 

reviewed and classified, as necessary (page 14).
 

Rates of Disbursements
 

The rate of disbursement is an important factor in the CIP because this non
project assiStance is intended to address short-term economic needs of host 

countries an! improve their Balance of Payment positions. To achieve these 
program objectives of the CIP, obligated funds should be disbursed reasonably 

fast and have a positive impact on the economy. 

The r-tes of disburseent under the CIP can be improved by establishing
 

systematic procedures to identify fully completed transactions, thereby 
enabling USAID/E management to immediately repiogram unused balanc.s excess 

to actual costs but rcmaining comitted under issued Letters of Credit. 
These unused balances are "].ost" in the system and unavailable for use by the 
GOE until they are iduntified and reprogrammed for other valid needs under 

the CIP. Under a continuing-basis computer system, as we recommend, these 

"lost" funds could be identified eariy and reprogranmed for GCE use under the 
CIP without the need ta extend TDDs. Administrative costs should be reduced 
substantially. We are also recommending that USAID/E review idle balances of
 

over $.95 million and deobligate those amounts wihtout valid, existing
 

liabilities (page 20).
 

Commodity Losses 

Quarterly reports continue to accumulate commodity losses now totaling $3.1
 

million but no effective actions have been taken by the responsible action 

officers. USAID/E operating managers in the CiP need to identify and pursue 

those losses thot are recoverable and collectible. USAID/E Controllar records 

and loss reports should be adjusted and maintained to accurately reflect 
recoverable losses based on CIP management determinations. Procedures should 

be effected for continuing monitoring cf losses and appropriate follow-up 

action. We are recommending actions directed at improved procedures and 

reduced administrative costs (page 25).
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Local Currency Counterpart Cenerations 

AID Grant 11o. 263-0119, dated August 29, 1979, provided $85 million in 
assistance through, the CIP and requires that the GOE deposit into a 
Special Account local currencies equal to about $70- nillion in proceeds 
accruing under the grant, Grant Inplementaticn Letter No. 4, issued by 
the USAID/E on April 15, 1980, sets iorth procedures with regard to 
establishinent of this Special Account and use of the GOE "Set Aside". 
Deposited funds are to he used for purposes mutually agreed upon by AID 
and the Grantee. Planned uses of these funds can signi.ficantly benefit 
the United States, AID and USAID/E operations, the GOE, and the AID 
program in Egypt. 

Although USAID/E records show activity under this grant as early as 
Februa..y 1.980, effective controls over substantial local currency funds 
generated under this grant have not yet been applied by the USAID/E. 
Primary causes are: (a) USAID/E delayed implementing procedures regarding 
establishment of the Special Account and in wonitoring activities therein; 
(b) AID/U has not: furnished the USAID/E with timely or accurate Report W-214 
data to enable notification to the GOE of required deposits; (c) the GOE 
has not furnished the USAID/E with required bank statements containing a 
record of deposits, withdrawals, and balances; and (d) the USAID/E did not 
determine activity .:nd status of thle Special Account in the absence of COE 
statements. 

In viCw of these circumstances, the audit team scheduled an examination of 
GOE procedures, activity, and status of the account; but this examinat'on 
was delayed because access to the account was not granted for over five weeks, 
causing a further delay in obtaining and verifying account information. 
We are recor.-:nending cont:rols and procedures be established through mutual 
agreement .,.'ith GOE officials and the Central Bank of Egypt; also, that 
existent reauirements for monthly account information be enforced (page 27). 

A..ents' Commissions 

The USAID/E has made a decision, which was apparently concurred with by
 
AID/W, to finance agents' commissions of CIP transactions as U.S. Dollar
 
costs rather than as local currency costs. There have been questions
 
raised during the last five years about this practice for two basic 
reasons: first, the practice reduces the value (estimated at $44.2 million) 
of actual commodity imports into the Egyptian economy; and second, the 
USAID/E has an inconsistent posture on this issue. In the case of capital 
projects, the USAID/E refuses to finance agents' commissions as an operating 
rule and these costs are financed with local currency; yet, the USAID/E 
permits U.S. Dollar cost financing under CIP. In addition, the USAID/E, in 
its response to our draft report, introduced the fact that the practice extends 
into other areas aside from the CIProgram. For this reason, and in order to 
more fully consider the subject in a broader perspective, we decided to include 
our discussion of the i.ssue and available facts known to us in Audit Report 
No. 6;-263-8i-3, entitled "An Overview of the Commodity Import Programs of 
Egypt," which will be issued o/a January 10, 1981 (page 35). 
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Recormnendat ions
 

This report contains 10 recommendations listed in ppendix II.
 



INTRODIOC'prN 

. escription of the CI Pro.ram 

Since resumiig diplomatic relations with Egypt, in 1973, the U.S. Government:has been providiLng "'ss.istance programs,; which are directed toi,,ards promotingeconomic and political stability of the country.
hais 

From a development pointof-view, AID fol-l]owed, accorditog statedto policy documents, an economicstra tegy which encompasscc dual object:ivs: 

(a) to maintain a large net infow., of U.S. and ether foreign 
resources in the short-run; and, 

(b) to achieve a lower need for foreign resources inflows overthe mediunti and long-run through exliansion of Egypt's 
productive capacity.
 

'Two of AID's programs, the Coimiiodity Import Programs andarc des gnd the P.L. 480 Prograiis.to address the ihort-term r eeds of TheEgypt. medium and long-:un requirements are being addressed thirough numerous bilateral projects andprcgrams. 

This report limits its coverege to the Commodity Import Program (CTP) andmore restrictively to the financial procedures and controls used inferent phases and the difsystems of the pregiam. Background information on the CIPis treated in greater detail in Appendix T.
 

In brief, there have been 
 nine CIP loans and grantone signed since 1975 wheneconomic assistance was initiated. Trough the timements of the audit, these agreeobliated $1.54 billion for the TheCIP. funds arc appropriated throughthe Economic Support Fund (ES]') as aui:lorized under Section 532 theof Foreign
Assistance Act (:FAA). 

Of the total $1.54 billion obligated funds, about $1.472 billion was allocatedto Public Sector organizations (Ministries and Agencies) cf theportion ($658. GO. A smallm..ion) was allocated to the Private Sector to encourage freeenterprise and private participation as part of AID's continuing coimuiitnientto co:iply with thc intent of Section 601 theof FAA. Reviews have madecovering the proccdures used been
in managing the funds processed by bcth the
Public and Private. Soctors. The results of this comprehensivecoverage are being CIP auditreported in series. For better perspective, the readerwish to obtain this entire series of four 

may 
reports, identified below. 



Audit Report No. Date of Publication Title
 

6-263-80-10 August 10, 1980 The Private Sector 

Alloca !ons of the 
Commodity Import 
Programs of Egypt. 

6-263-81-3 November 30, 1980 The Financial. Pro

cedures and Controls 

of the Commodity 
Import Programs of 
Egypt. 

6-263-81.-2 o/a December 15, 1980 Internal Operating 

Procedures of the 
Public Sector Allo-
cations of the Com
modity Import Programs 
of Egypt. 

6-263-81-3 o/a January 10, .981 Overall issues and 

Condlusions on the 

Commodity Import 
Programs in Egypt. 

Exhibit A shows the breakdown of CIP loans and grants with allcat!ons, as 
approved by the GOE. The f ig3i:es in Exhibit A, and in other Exhibitsappended, 
should not be considered a measure of act~nal CIP expenditures. To illustrate,
under Agency accounting definitioins, disburscrients include a:dvances; but, 
advances are not actual expenditures. The reT;ort section c,!ring advances 
and progress payments (page 14) adds perspective on this. fl'e accounting and 
information system section of this report (page 5) addres:3es difficulties 
encountered during the audit in attempting to determine thi.- actual disburse
ment and expenditure status of these CIlP allocations. Related, specific
situations will he covered in AAG/E Audit Report No. 81-2. Those inter-related 
areas involving disbursements and expenditures, and affecting overall CIP 
country objectives, will be addressed in AiAG/E Audit d(eport No. S1-3. 

This report covers the tinancial procedures and contiols used in the series 
of actions which take place in a CI Program from the time the funds are 
obligated by agreements to the time the principal amount is repaid by the host 
country. These actions include the following:. 

(1) Accounting and information system operations. 

(2) A determination on and use of the methods of financing.
 

(3) Disbursement of funds for the following purposes:
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procuren.-nt of commodities; advances to suppliers; progress 
payments; agents' cormassions; bank charges; freight/ 
demurrage costs; and other related program costs. 

(4) Expediting rates of fund disbursement for maximom benefit 
to the economy and Valance of Payments position of the 
host country. 

(5) Deposits of required local currency into the special 

counterpart account. 

(6) Filing of insurance losses. 

(7) Request for refunds.
 

(8) Payment of interest at rates stipulated in the agreements. 

(9) Repayment of principal amounts for AID. 

2. Scope of Audit and Purpose 

This is the second audit report by the AAG/E of the CIP. The series of four 
reviews contribute, individually or collectively, towards attaining compre
hensive audit objectives listed in Appendix I. For this review, our audit 
objectives were: (a) determine and evaluatc the methods of financing; 
(b) review fund disbursements; (c) evaluate the system of accounting for 
program costs; (d) review and evaluate procedures and controls over specific 
program transaction,, including costs, losses, refunds, advances, payments 
as well as CIP loan repayments; and (e) review and evaluate grant counterpart 
generations. 

Our examinnion covered the procedures used by the USAID/E, AID/W, the COE 
and, to a very ]limited extent, the Central Bank of Egypt. The period covered 
in this audit vas from program inctption February, 1975, to July 31, 1980 
for financial data. CIP management policies and practices were reviewed up 
to report issuance. Although our examination placed emphasis on procedures 
in effect at the most current time, historical transactions were examined to 
gain perspective and to analyze origins of problems. The review was conducted 
in accordance with sound auditing principles and standards. Accordingly, we 
examined, to the extent deemed necessary, hist:orical files, computer runs 
produced by ATD/W, transaction support data, cables, correspondence, disburse
ment data, arrival accounting information, related files, and pertinent 
statutes, regulations and other criteria. We visited various GOE Ministries, 
public sector firms, the Central Bank of Egypt, agents of importers, agents 
of suppliers, and involved USATD/E offices. We also held meetings and inter
views with various officials and employees of GOE entities and with cognizant 
managers and involved USAID/E personnel, including top USAID/E management. 
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We coordinated with the Area Auditor Genera], Washington (AAG/W) to obtaininformation gen-rated in AID!W and the United States. 

3. USAIDIE Comments 

The USAID//E was furnished th. draft of this report and two e:;-ensions of timefor comments :ere agreed to by the M'E. We were adVisci that the reportraised funddalntal issues which the USAID/E found difficult to resolve vithinthe extcndcd time frame. During procssing and assembly of the final report,We received a draft response from the USAID/E and considered thnseduring final report commentsassembly. While these comments are considercd herin,they are of an interim nature and indicate the USAID/E is completng furtherinternal study on several. Issues which will result in more comprehensive
conmments in response to this final report. 



AUDIT FINTINGS. CONCLUSIONS AND RECO1U'1ENDAI IONS 

1. 	 AID's Acco inp an In.fodiit:jjnSys te' fr CIP 

As currently functioni,., AID's accounting and information system for the 
CI Programsdece. not p:ovide all the informati on needed by management for 
efficient progr:am impleImn tat:ion nor does it have adequate internal controls 
to prevent uiii-c. Copurolys over transactions and program information are 
not 	adequate to prevenL Jncoujplete, inaccurate, or duplicative fced-ins 
and, consequcntly, unie 3iable output reports. 

The 	 Agency rakes extensive use of the computer as a source of its inforaa
tion system and to account for obligacions and expenditures under CI 
Programs In Igypt and around the world. During the audit, we requested five 
different profiles of the disbursuments reflected in the computer memory 
for 	 the CIP loans of Egypt-. :e were not able to get the information as 
needed becane the system does not have a query feature; it stores infor-
mation, but management cannot request informntion on composition of indi
vidual transactions or characteristics of groups of itemiis. The system 
reaches the Letter of Commitment level, but not the Letter of Credit level;
 
this latter level is the one most needed by first line management--USAIDs. 

.At our request, Data Management extracted from the central system six 
computer runi (referred to as Reports 1-6) presenting this information in 

-/ three different profiles. This is valuable information, but the reportm 
reflect a serjeq of potentia problems, seemingly procedural in nature, 
involving boh internal, and external coputer operations. For this reason, 
we are recor..mending that AG offices in Washington undertake a special review 
of this aspcct of the CIP around the world. Kere arc some examples of 
problems disclosed by these statistical profiles: 

A. 	 The various computer runs, used to compile our statistics, do not 
agree on the total disbursements. Three reports show disbursements 
totalling $919,146,824. Two reports show $918,833,435. The "Monthly 
Status Report" shows $876,020,054. Thus, there is a potential error 
factor representing over $43 million. The reason(s) for the dif
ference must be determined. 

B. 	Individually recorded, and identical. transactions show unexplained 
differences. Examples shown in two reports: 

1/ Disbursements by Supplier - Reports 1 and 2 

Total disbursements by supplier - Report 3 
Disbursements by Disbursing Authorizations - Reports 4 and 5 

Report of Expenditure by Commodity - Report 6 
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Report 5 	 P.eort6 
Voucher No. 	 Pa Amount _Page Amount 

9201436 46 $ 33,495 1.13 $ 33,475 
9201.164 64 595,275" 11..3 594,668 
9202252 	 73 2,386,251 113 2,383,844
 

C. 	 There seems to be a lack of supervisory management procedures to 
ensure proper codiug of information for processing into the coin
puter memory; e.g., suppliers and comoditics. At present, ac
counting personnel are not taking the time to identify and code 
properly; conzecsuently, computer reports are not reliable. For
 
Instance. the statistica). profiles sirw that suppliers with
 
"No Name" received $73,026,440 of total disbursements ,nd
 
suppliers with "No Code" received $52,979,823. In reality, many
 
such coded transactions could have been properly identified.
 
Here are soii'e additional examples: Report No. 1, page 4, shows
 
a transaction under Voucher 66061145 for $1,879,464 to a "No Code"
 
supplier; according to Report 6, the commodity is "Tallow.i"; and
 
according to Report 1, most of Lhe Tallow is being supplied by 
Pasternak Baum Corporation (Supplier Code No. NY 1326)--Page 21
 
of 1 shows a series of transactions under Loan 029-04 which total
 
$1.,992,320 against a "No Code" supplier; the commodity code is
 
"Motor Buses" which are being provided by Supplier No. AR 30 or
 
"Ward ]ndustries Inc.";--Page 345 of Report 1 shows a series of
 
transactions, paid to "No Name" which total $9,501,195; this again
 
is "Tallow" being supplied by Pasternak Baum Corporation. In
 
other words, minor frosschecks by the coder could have identified
 
the 	supplier.
 

D. 	 Report 6 shows a series of "Special Vouchers" which appear to be 
adjustment entries Into the computer; many times these are off-
setting entries, bt in several cases, cost data may be affected;
 
e.g., Page 10 $1,471,379. The Special Voucher transactions are not 
shown on Reports 4 or 5. Assist work by the LAG/W could not determine. 
the 	nature and purpose of these entries; i.e., no vouchers could be
 
located nor any explanations. We do not know what this $1.4 million 
represents; i.e., Iteither supplier nor commodity is identified. 

E. 	 The financial profiles show that $13,779,618 represent advance 
commodity financing (Page 1.2.3 of Report 6). These are advances 
to suppliers. USAID/E does not maintain any control records to
 
account for these advances. According to Report 1, these advances
 
have been made to "No Code" suppliers. The subject of Advances is
 
treated as a separate section of this report.
 

F. 	 On the surface, some bank charges seem excessive and in any event: 
greatly exceed the prevailing composite averages. Some examples 
shown in Report 6: $27,042 (page 84); $23,215 and $23,215 (page 103)
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-- also possible duplicates; $16,022 (page 104); $14,185 and 
$13,626 (page 105); and $44],527 (page 82). According to the 
AAG/W, there,was a perilod of time when banks were not
 
processing documents as expedit iously as possible, this then 
accounted for the exhorbitant- costs. 

C. 	 Page 36 of Rporc 1 shows a series of five individual trans
actions ($123,946; $10,530; $165,794; $4,364; $395,366) 
which total e-Xactly $1'000,000. These were paid to a "No 
Coded" supplier. Our attention is drawn to the exactness 
of the total and the fact that the supplir receiving pay-
ment is unidentified. 

H. 	 Report 6, showing e:penditures classified hy commodity, a].so 
includes advances and progre.ss payments. Advances, of course, 
are not true expenditures. While progress payments would 
normally be valid ex.oenditures, representing status of work 
completed, many are actually disbursed without linkage to work 
completed or actual costs incurred; such payments are, in effect, 
advances. This subject is discussed in detail, under the fo.low.ing 
report section by that title. This subject will also be covered 
from various aspects, in Audit Reports No. 81-2 and 8J.-3 (See 
page 2). 

I. 	 Other transactions examined during our audit lend further support 
to the conclusion that improvements are needed in the accounting 
and information system for the CIP. Some examples follw: 

- -eport V-214, AID Non-Project Assistance Tiansaction 
Detail of Loan and Grant Activity, furnished the 
USAID/E has not been timely and has shown inaccurate 
disbursement information relative to CIP Grant No. 
263-0119. As a result, USAID/E has been unable to 
take required acti'ons on Special Account deposits 
by the GOE. A detailed discussion of this situation 
begins on page 27. 

During our examination of CIP transactions at the 
USAID/E, we found USAID/E records and data sheets
 
understated disbursements for edible oil by $7 million. 

- During our review of methods of financing used iT, the 
CIP, Report W--214 data and USAID/E data were round to 
contain numerous differences in dollar amounts 
obligated. Data included in the report section begin
ning on page 8 is based on the Report W-214 information.
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Conclusions
 

In sum, AID'.- accounting and information system is not functioning the way
it should. Tt does not have 
a query feature; consequently, information is
 
stored, but queries and questions on Individual transactions cannot be

retrieved from the conpter. Exception reports identifying,potential

problems are nou, 
to our knowledge, being produced and used by management;
thus, possibilities for payment duplications, for example, exist. The
 
sysutem does 
net reach the Letter of Credit icve].; therefore, the needs of
 
USAID/E--as prime program manager..--are not being addressed.
 

Whila the computer runs furnished us present a different format than other
 
users might need, the information tbherein is extracted from the same 
 CIP 
computer syst m in ALDI,. Based on chose computer runs, input datn for
 
identicO:l -rosctio appears to from
be different sources because output

figures "isagree for the same voucher 
 transactions. 

Clerical and coding tasks are not being controlled by either Data Management 
or the Office of the Controller; consequently, incomplete information is 
fed
 
into the computer and t:he output report-s are un,'lc'ble. Controls over

advances are not clear and duplication of .osts is possi1 I.e. Internal controls 
over inforition within the computer arc inade,,ate; for example, in a 1976 
survey of the Office of the Controller, we found that the computer was being

misused through at least two different methods, demonstrating the urgency

and need for adequate safegtirds to reduce risk in this area.
 

Computer system problems are not within the control of USAID/F. They are at

the Washington level and the examples reflected in the statistical profiles

of Egypt arc indicative, in 
our opinion, of a worlwide condition. We have
 
informed the Area 
 Auditor General in Washington (AAG/W) and anticipate that
 
a review of this 
area will be scheduled in the future. No recommendation Is
 
therefore made.
 

Until Improvviets can be made in AID's accounting and information system

for the CIP, it i incumbent upon USAIDs worldwide to more closely monitor
 
CIP funds and activities. For the USAID/E, effective managcment and monitoring
of the largest CI Program in the world is even more critical. Succeeding sec
tions of this report address 
areas where management improvements can be made
 
by both AID/W and USA]If/F.
 

2. Methods of Financino 

The Agency has established policies and issued implementing procedures

covering cash r.vanagcment. These policies and procedures are set 
forth in 
AID Handbook 15 and, more recently, in "Cash Management Procedures" as 
transmitted in State cable no. 273219, including references therein. Also,
related criteria are contained in AID Regulation 1. 



This report -ection adciresces JUSAID/E cffectiveness in carrving out Agency

Cash 1fanagemcnt, po]licy rel:it iiig to me-hods of financing. Those Cash 1.1,a,e-
ment procedures 
 relative to advances and progrcss payments to suppliers are
 
discussed se!porately in the nex:c follow ing report section.
 

USAID/E polie- ,, and practices in determining methods of finaincing for CIP 
activti.es 1 e(I to be reasisessed. In actual operations, USAiTD/E pract-ices
do not comply with the Lost current 'Cash M4lanagement Procedurs" of All) 
which prescrib Agency policy on the use of Direct Letters of Conmitment: 
(Direct L/Co.s,,) in preference to Bank L/Corns. AID's Cash Management Policy
guidcline; were approved by ulte Deputy Administrator on November 21, 1.978 
In the palst, the USAID/E and the CO have placed heavy emphasis on the 
use of Bank L/Ccms in the CIP; this pr:actice is being contirlued 3t the present
tinme, even when ltrge sc,'.e bulk commodities and/or large volume of capS [.al
equipr;ent are bought frotm a sing)e s,.'pplic-. As a result, Agency Policy is 
not beiels, car rcd out and the controls inherent to the Direct L/Con method 
of -financing ace not :impl.emeinted, increasing the Agency's risk factor in 
disbursi g ml-ulti--ill ion pay;icnts under this program. Also, considerable 
sums of CIP assist.ance monJes are spent. on bank charges and interest .,hich 
are uInecessary under Direct L/Com procedures, We calculated that bank 
charges cf about $566,000 could have been saved in some selected transactions 
included in the audit review period, 

A complete description of the four most common AID methods of financing is 
included in Chapter 9 of AID Handbook 15. The following brief description 
comes from State Telegram No. 273219 dated October 19, 1979 which provides
Cash Management Procedures, for implementation of Agency policy: 

"Direct Reimburseontents: AID reimburses the borrower/grantee for
 
payments made. This method of financing gives- AID an opportu-
nity for full revie. of the transaction before AID funds are
 
disbursed.
 

Direct letter of commitment: AID issues direct letters of
 
coiimitment to suppliers and contractors and makes payments

directly to theoi on receipt of invoices and supporting docu
mentation. The direct letter of com:imitment method permits
 
A1D to review sdocuments before making payments and avoids
 
bank charges incurred through use of bank letters of co7mmit-
men.t. 

Ba-ik letters of commitient: The bank letter of comnmitment 
-method utilizes established commercial banking channels to
 
process payments to suppliers and contractors. The bank
 
L/Comm. method of financing can be used for all dollar pro
curement of equipment, materials and services under project
 
assistance and is the usual method under commodity import
 
programs, except in the case of large volume purchases from
 

single supplier..*a 

Direct payments: Contracts, purchase orders and grant agree
ments may include language which provides for direct pay
ments by AID without additional commitment documents."
 

-9

http:activti.es


*Note: (.Bank L/Com procedures, quotcd above, do not require 
admin istrative certification by a knowledgeable AID 
project officer to assure the propriety of paywents.) 

AID Handbooks cover these financing methods in-depth and provide detailed
 
guidance on the p'udent internal control procedures required when Direct
 
L/Com financing :rs used. However, prior to issuance of current policy
 
guidelines, AID regulations governing host country (B/G) contracting did
 
not give high preference to the ])irect l,/Com method of financing. But,
 
following past Auditor General reports on B/G contracting policy and
 
implementat:oo, some Handbook revisions were made. High preference is given 
the Direct Reimbursement (when Host Governments are capable of operating 
under this mcThod) and Direct L/Corn methods. AID Handbook 15, issued in 
September, 1979, covers CIP guidance and states that Direct Reimbursement 
is the preferred method of financing "...for all types of assistance provided 
that a determination has been made that the B/C possesses the managerial and 
financial capability to operate under that procedure..." As approved in late 
1978, Agency policy has placed preference on the Direct L/Cor, method. Pending 
revision of 0ll pertinent Handbooks, basic procedural guidance for this policy 
was set forth in the October, 1979, "Cash Management Procedures" of the Agency. 
These procedures provide, in part: 

"Careful consideration should be given to the selection of the 

method of financing covering any given procurement action. 
The direct lotter of commitment method is particularly approp
riate and gencrally preferable to bank letters of commitment 
for borrower/grantee service type of contracts. High bulk
 
ColUMIodiy shipments and for any type of transactions when it
 
is necessary or advisable for AID to review documentation
 
before making payments. AID can frequently assume a limited 
additional administrative burden through performing the banking 
function and in return. substantially reduce banking charges
 
otherwise absorved as project costs. Conversoly, bank letter
 
of commitment should be used if project Implementation will
 
produce a profusion of invoices for small amounts. In the
 
latter instance it may be assumed that the cost to AID of
 
assuming the added administrative burden would exceed the
 
related banking charges." 

BegJnning in October, 1979, then, the USAID/E should have established policies
 
and practices to comply with Agency policy. But, USAID/E policies and practices 
have not been changed to keep pace with and carry out overall Agency policy.
 
The USAID/E has continued predominant use of Bank 1/Corns in the CIP after 
approv.l of the current policy in late 1978 and after issuance of AID cash 
management procedures in October, 1979.
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Our reviLw of the $1.5!)! billion CIP obligations through nine loans and 
one grant (Sc,. Exhibit 1! for detai]s) covers USAID/E financing pr;Ctices 
from program inception in 1.975 through July 31, 1980. As shown bulow in 
summary, GIP :."nancing has been prcidominantly through the Bank L/Corn 
method for thi entire period. 

Amount
 
Method cf I.lnancin,, In US $ (000) Perccnta'ce
 

Bank L/Com $ 1,441,749 93.7 %
 
Direct L/Com* 85,288 5.5 %
 
Other (Iicluxles Direct
 

heimbursemrents) 12,963 	 .8 % 

Total Program $ 1,540,000 	 1.00.0 % 

* 	 Of this total $85.288 million through Direct L/Con financing,
 

$46.0 million applies to one procurement--the WARD BUSES;
 
accordingly, all other Direct L/Com activity totals $39.288 
million or about 2.5% of the CI Program. 

Since . summry figures above cover the entire program period, we reviewed 
those CIP loans and grants with activity after October 1, 1979, to determfie 
USAID/E financing practices under current Agency policy. As shown below, the 
USAID/E has continued the heaN-Y use of the Bank L/Corn method of financing: 

Ainount
 
Method of Financing, In US $ (000) Perce e
 

Bank L/Com $ 309,874 92..7 %
 
Direct L/Com 20,204 6.0 %
 
Other (Tncludes Direct
 

Reimbfrsements) 4,300 	 1.3 % 

$ 334,378 	 100.0 %
 

The high potential. for use of Direct L/Corn financing in the CIP is illustrated 
by cur revie;, of some selected transactions as discussed below. At least 
$354.2 million of past CIP transactions could have been financed through 
Direct L/Corns because the majority of commodities were either large bulk 
purchases from single suppliers or costly one-time capital equiment procure
ments. Some examples follow: 
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Bulk Commodities:
 

Supplier Commodity US $ 000
 

Cargill Corn, Tallow, ... $ 52,779 
Pasternak Baum Tallow, tdible Oil .. 54,483 
Gersony Strauss Tallow ... 37,324 
Special Steel Tinplate 18,098 
Alla-Ohia Coking Coal 39,047 
Goldkist Frozen Poultry 22,005 

Sub-Total $ 223,736
 

Capital. Equipment : 

Mack Trucks Inc. Trucks & Trailers $ 20,600 
Aydin Monitor Traffic Control Centers 9,691
 
Raytheon Lic. Micro-wave systems . & II 31,900 
Massey Ferguson TractorsAgr. 17,200 
Paccar Co. Trucks & Trailers 28,750 
Salem Furnaces Co. Rotary Hearth Furnace 5,671 
Ailtech A Cutler Hamner Navigational Control 16,610 

Sub-Total $ 130,422
 

Total $ 354,158
 

These $354.2 million in CIP transactions represent a limited review of selected 
commodity imports which fall within criteria set in current Agency policy and 
cash management procedures for Direct L/Com financing. There are very probably
other commodity imports which could have been financed through Direct L/Coms 
with additional savings. For example, in addition to those selected transac
tions shown above, about $590.0 million of high volume bulk commodities and 
$6.4 million of capital equipment were also imported. We calculated that 
financing of these selected transactions ($354.2 million) through the Bank 
L/Com, rather than the Direct L/Com procedure, resulted in about $566,000 spent
for bank charges, which could have otherwise been used for program needs. 
The $566,000 savings in bank charges (calculated at .16 of 1) does not include 
interest. There is no ready basis to estimate interest savings; cn page 6 of 
this report, item F shows large bank costs which include interest although the 
accuracy of the AID information system reduices the usefulness of this data. 

Pertinent here, there have been two nev CIP loans and one grant totaling 
$335 million after the audit period. This brings the total program up to 
$1.875 billion ($1.540 + .335). If this high use of Bank L/Com financing
continues through these new hundreds of millions, those benefits accruing under 
current Agency policy will not be realized; e.g., the internal controls in
herent to the Direct L/Com method of financing will not be implemented, thereby 
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increasing the Agency's risk factor in disbursing these multi-million dollar 
paymo:nts uN::der this expandn. program: the Agency may not bc in comp liance 
with applica]e U.S. Treasory rogulntoinns as required; and, considerable 
savings of bank charges ano interest will-be lost. For the total CI Program 
to date ($1.0875 billion), :t 93.6% ($1.75!42 billion), assoming the rate of
 
Bank L/Com financ:ing holds constant, bank charges at .16 of 1% would amount 
to $2,806,720, a substantial amount of potential savings. This does not
 
include any e::tra interest charges. 

.Conclusions and Receameiidations 

Financing CIT' transacticns through the Direct 1,/Com procedure, in Menwith
 
guidance in the most recent Agency policy, has significant benefit to the
 
Agency, primarily in control over payments to assure contract performance,
 
More control wilI be exercised by the Agency, thus reucing risks of un
authorized, improper or duplicate payments. For instance, when 
 a transaction
 
is financed undor the Bank L/Com, the documents are presented by the supplier 
tothe L/Comr Bank. Before making payments to suppliers, the U.S. banks 
review documents submitted for consistency with the term of the L/Com. The
 
L/Comns specify the banks' responsibil ities, but generally, according to AID
 
officials, the banks only verify that the correct documents are submitted. 
They do not verify the accuracy of the documents. Thus, SER/COM must sti].l 
make complete post-audits; according to AID/W, SER/COM is currently maKin 
100% post reviews of payments, even though incurring bank service charges. 
Under the Direct L/Com procedures, such costly bank charges and interest are 
saved. Beyond this, compliance with Agency policy and procedures would assure 
compliance with U.S. Treasury Department regulations, as required.
 

In sum, we believe the Direct L/Com method of financing can be effectively 
used in the case of the CIP Egypt program, in instances where bulk commcdities 
and costly project-likc or capital equipment is involved. This procedure, if 
properly applied will enable better PSAID/E control over multi-million dollar
 
payments, reduce the Agency's risk factor, and will be cheaper in the long run.
 

Recommendation No. .
 

USAID/E establish procedures to (a) carry out Agency
 
policy set forth in State telegram 273219; (b) review
 
and evaluate each procurement transaction to determine 
the most effective financing method; and (c) document
 
and record the results of each review. 

The USAID/E has given this issue attention at top levels of management and has 
initiated a fundamental reassessment of Mission practices and policies.
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3. Advances and Progress Psym:,its to Suppjiers 

Regulations and AID policy make a disti.ction between "Advances" and ''Progress 
Payments" to suppliers. Advn-cc payments are made without reference to work
 
progr,ss and should not cxcecd 10 of thW total cost of a contract. Progress 
payments are made on the ba;is of costs incurred or percentage of completion
 
of work accoplis,ed. Our review disclosed that significant amounts of money

have been paid to supp. iers under the CI Program either as advances which 
exceed the 10% limitation or as progress payments which are not truly based 
on percentage of completion and which can be classified as further advances. 
To illustrate, three suppliers sampled in our review received in total $14 
million in advance or "progress payments" against total contracts of $3S 
million. There are two causes for these conditions: (a) ambiguity of the
 
regulations, and (b) an absence of necessary AID and USAID/E systems, pro
cedurcs and practices that ensure that advances and progress payments mect 
established criteria. As a result, the USAID/E may not be following regula-
tions and the practice is costliy. The U.S. Government, although not a direct
 
party to these contracts between the Most Government and the suppliers,
 
incurs unnecessary administrative expenses and high interest costs on funds 
borre.,d by the U.S. Treasury. At the same time, suppliers hold and use huge
 
sums of public fuids for lengthy periods of time. 

Regulation No. I. prescribes certain limitation on both types of payments; 
Section 201.25 of this regulation is quoted below:
 

"Advance or progress payments prior to shipment may be made with
 
AID funds if the procurement involves any commodity made to the 
special specifications of the importer and if prior written ap
prova to make such payments has been obtained from AID by the
 
importer, througlf the borrower/irantce, or if such payments are 
authorized In the implementing dociunent. Any request for AID
 
approval Nay be submitued either to AID/W or to the USAID for 
transmittal to AID/W. AID/W will consider such request only if
 
(a) The total purchase price exceeds $200,000; (b) The initial
 
advance, if any, does not exceed 10 percent oK the total pur
chase price; (c) Each progress payment is at least 10 percent
 
of the total purchase price; (d) The total of all payments prior
 
to shipment does not exceed 80 percent of the total purchase
 
price; and (c) The borrower/grantee or AID requires the supplier 
to establish in favor of the borrower/grantee a performance
 
guaranty or prepayment bond."
 

The wording of this section is subject to different interpretations. in res
ponse to our draft report, the USAID/E singled out the clauses related to 
the 80% and the requirements of a performance guaranty or bond and, in part, 
stated "...This is an area of Agency policy that has not been clearly defined 
and which is particularly difficult as one looks at project-like activities."
 
The quoted section of AID Regulation 1 does become a little clearer when
 
interpreted in conjunction with tie definitions of advances and progress pay
ments contained in Chapter 9E2 of AID landbook 15, quoted below:
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"(n) 	 Advance payment nean any payment to a suppli.r under a
 
contract -a(de prior to, or without reference to, progress
 
on the comp.ction of the performance of the contract."
 

"(b) 	 i'ro{'ress )aiyment means any payment a supplier under ato 

contrac't, mace as work progresses under the contract upon 
the basis of co,;ts incurred or percentige of completion 
acco!,plishcd." 

AID Casli Ncnavemnt1 Procedures stated in State 273219 dated 1979a October 

serve as basi- for imple:w,nt:ation of Treasury Fiscal Requirements Manual
 
(T}YIR- 6-8000). This TFU dcefines advances aIs payments made before delivery
 
of goods and for anticipation of future costs. It further states that
 

..it is the responsibility of Agencics to monitor the c,.ish management

practice of their recipient organization to ensure that Federal cash is
 
not maintained by them in excess of immediate disbursemcnt needs." And,
 
further, "Agelcies will establish such systems and procedures as may be
 
necessary to issure that 
 balances are maintained commensurate with immediate
 
disbursing neeos." 
 AID has been advised that the term "immediate disbursing
 
needs" .... "may be assumed to be cash requirements for as much as thirty
 
days from the date the recipient receives the advance uitil it is expended."
 

While the 30-day criteria may be exceeded, .".. . in unusual instances when 
the AID Mission or office has established that project implementation will 
be interrupted or impeded ... AID expects that judgment wiJ. be applied by
USAID Controllers, contracting officers, and others in deteri:-inlng the 
immediate disbursing needs of specific recipients." 

The overriding there of the Agency's cash managenment policy (in State 273219) 
is directed at ensuring, that Federal cash advances are not in excess of 
immediate need: that controls be implemented to assure no excess advances, 
that advances ara based on documented plans for use; and that funds advanced 
be, in fact, protmpt].y disbursed for approved project or program costs. 

However, AID policy has been that advance or progress payrments may be agreed 
upon, under Host Country (B/G) contracts, when such payments are a necessity 
for delivery or performance. But, our review showed that actual procedures 
followed by USAID/E and AID/W did not fully comply with applicable U.S. Treasury 
Department requirements nor with the Agency's own policy reflected in its Cash 
Management Procedures. Contractors' propcsals for cash advances were not 
effectively reviewed by USAID/E nor 
could we locate any evidence that AID/W had
 
either approved these advances, as required, or had given approval to USAID/E 
actions. This, in our opinion, created a situation whiere advances to suppliers, 
such as the three that follow, were $10.14 million in excess of that authorized 
by regulations:
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Comparison of Actual Payments with Advance Limitation 
as of July 31,1980 (in $ mill ions) 

Immediate In excess 
Contract Actual Advances Based On disbursing needs of 10% 

Contractor Ceilinf Advancfes 1/ 10% Limit (30 daY) limit 

AYDIN $ 9.69 $ 5.84 $ 0.97 UNK $ 4.87 
AILTECH 16.61 3.32 1.66 UNK 1.66 
RAYTHEON 11.92 4.80 1.19 UNK 3.61 

TOTAL $ 13.96 $ 10.14 

l/ Includes advances labeled as "progress payments" but that were not 
evidenced by performance or incurred cost factors.
 

The lack of effective review by USAID/E and absence of required approval by 
AID/W is illustrated in pertinent cases discussed in following paragraphs.
 

We believe these examples demonstrate basic lack of controls under CIP 
funding of project-like activities as compared with funding controls 
implemented under non-CLIP project procurement and review procedures. 

Avdin Monitor System
 

A contract initially totaling $9.69 million was signed between Aydin Monitor
 
Systcm and Lgvptian Railway System for the constiuction of a Railway Traffic 
Control System (RTC Svste,) .. The terms" of the contract authorized a 10% 
advance payment and 50% paynnent after the completion of a site survey. Cable 
traffic indicates that, in May 1979, the USAID/E strc:igly recoimnended the 
terms of the contract to AID/W. AID/W approved the 10% advance but made no 
reference tc (or approval of) the 50% partial payment. As of July 31, 1980 
AID had disbursed $5.84 million although no equipmnent :,ad yet been shippe d. 
Regardless of the terminology used to describe this sizeable multi-million 
dollar payment, it is not a progress payment because 11o equipment had yet 
been shipped nor had the contractor yet incurred any known costs in the 
actual construction of the equipment. In our opinion, the $5.84 million
 
represents an advance paymeut equalling 60% of the con::ract price unless 
the site survey equates to 60% of total contract costs; if so, the site 
survey would seem expensive at almost $6 million and highly disproportionate 
to total contract costs; based on the $9.69 million total contract price, 
this would leave less than $4 million for the required construction of the 
system. There was no apparent basis upon which the $5.84: million could be 
determined to be commensurate with meeting tha 30-day "immediate disbursing 
needs." We could locate no explanation or justification for these high 
advance-type payments in USAID/E files. On the basis of known facts, it 
appears that this contractor received cash paynents exc'essive to needs. 
With almost $6 million cash in hand, the contractor would be in a position to 
gain sizeable "windfall" interest income before orocurment of project equip
ment. The size of this advance seems to place the 1OE at unnecessary risk; 
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i.e., while files do show a letter of advance payment guarntee was executed, 
it. only cove-s 60% of the $5.04 advauced an compared with the total 09.69 
contract. The poten tial for further advance payments without any change in 
progress or performance under this contrart indicates the need to strengthen 
USAID/E and AID/W contract review procedures. To ilustrae. oi August 3, 
1980, the USA]I)/ E nlprov d an amendmen t which provides an increase in tha 
contract budget from $9.69 to $13.3 million; since payment terms arc un
changed, the contractcr can legally request increased advance payments, 
undrer stipu.:ted percentages in the contract up to $7.9 million before even 
one single piuce of equipment is constructed and furnishcd. In our opinion, 
the $7.9 maillion would also represent an advance payment equalling 60% oA 
the latest contract cost: unless the "site survey" costs were now equivalent 
to $7.9 million. It would not be a progress payment unless the contractor 
could demons:trnte that equivalent costs had been incurred in the actual 
construction of the equipment. 

Ailtech A Ci,,i-er Hammer 

A contract totaling $16.6 million was signed between Cutler Hammer and the 
Suez Canal A!uthority (SCA) for the conctruction of a vessel navigat:ional 
system for the Suez Canal. The contractor rcceived a 20% advance payment 
totaling $3.32 million in accordance with the terms of the contract. SER/COM 
files did uet provide any justification for exceeding the ]0% limitation 
nor any inforrnation supporting a review and conclusion that $3.32 million 
was comnensurate with Immediate disbursing needs. 

Raytheon Data Svstems Co. 

A contract totaling $1.9 million for the construction of the Cairo Microwave 
System, including installation supervision and spare parts, was signed between 
Raytheon and the Ministry of Communication. Terms of the contract authorized 
payments in three increments from the effective date of the contract: 10% 
within 30 days, an additional 20% within 60 (lays, and another 20% within 90 
days. Nothing in the contract specified that payments would be based on the 
contractor's performance. Effectively then, the contract provided for paym.ient 
of 50% of the total contract cost (or almost $6 million) within the first 90 
days with no linkage to performance or progress. 

As requestcd by the USAID/E in Cairo 13022, the contract was amended to 
eliminate the initial 10Z payment, but retained the two 20% payments as 
"progress payments' which totaled $4.3 million. However, all other ATD and 
supplier documentation refer to these payments as "advances" rather than 
progress payments. In our opinion, lacking any reference to or requirements 
for contractor performance and percentage of work completion progress, both 
20% payments qualify as advances and thus exceed the 10% limitation in the 
regulations.
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Officio] fUiNc-; at the CIP officas of USATD/E included unexecuted letters of 
guardntvo cover.ing perforw;anee aV;d "_acvanc paymects" to ,aythnon Compnv 
Except: for the name of the coitractor, Raytheon, these arc unsigned samples 
with no .ounts, ,s,r or other specific information yet shown . Te sequence 
of events e ;tabl hcd in thc:- lettqrs support the intorpre:aticn of these 
payments vs "'advances" rath:her tihan "'progr ess :mymen:t " , N.I:wce RvLtheon 
receives the cash advances ($4.3 mil]ion) before -perfoi-ming undo:,7 the con
tract. Tihnsc procedures indicote weaL controls over contractor performance; 
i.e., if these guarantee letters are not xecutced for any reason, or are 
lost, the CO: would be ]eJt w:ith $4.3 million in advancs should any fore
seen event prclude the contractor from completing perfo:.ance under contract 
terms. Ag.ncy 1!B 15 rcgulations stipulate that advances ar? not related to 
contract pregress or perfnr:',i'ce. By advancing $4.8 irillion :o thu contractor, 
cont:ro]s over periv.ance are weakened and the COE is put at tisk of the 
monies advanced before contractor perfornanrce. The intent of Agncy regula
tions purtaini..g to proper uses of "advances" may be circumvented and the 
intent of Agency regulations pertaining to effective controls over "progress 
payments" may also be circumvented. 

While more accurate analysis of this situation Ard procedures could be made 
if actual, cxecuted documents were in the official USAID/E files fcu this 
CIP project-like activity, the absence of these docur.cnts indicatas a weak
ness in USAYD/E ability to mnitor activity progress and to control the 
proper use of AID funds involved. There war; no apparent basis upnn vhich the 

.$4. million (201 of the contract) was determined to be commensurate with 
the "immediate disbursing needs" of Raytheon. We could locate no expianatory 
information in CIP office files. 

Conclus ions and 11ccommendatins 

Applicable regulations (Regulation 1, Cash Management Procedures, and IIB 15) 
include recognition of the need for reasonable advances of funds to suppliers, 
in many cases, to enable performance under the contract. Suppliers benefit 
since advances reduce or eliminate the costs of borrowing money; thecretically, 
suppliera; will pass such savings along to the B/Cs through lower prices. But 
there is no assurance of such benefits to the B/Cs and the AID-finanecd 
activities under the contract: procurement processes; nor is there assurance 
that advances will accomplish intended purposes without effective ccntrols. 
Our review showed apparent excessive advances, payments classified as "progress 
payments" Uhich appeared actually to be advances, apparent incorsistencies 
in application of regulations and unclear/undocumented AID/W approvals. These 
observtions and situations found are described as "apparent" because official 
files at the USAID/E/CIP offices did not contain complete documentation of 
reviews, approvals, actual contract terms or executed letters of guarantee, 
for examples, to show whether payments in fact met the requirements of 
applicable regulations cited earlier. Considering these were muli-million 
dollar advance payvcnts, we could find no determinations in the files that 
these huge amounts were required to meet "immediate disbursing needs" (30 days) 
for advances; conversely, we could locate no documents supporting these pay
ments as "progress payments' contingent upon percntage of work completion, 
actual costs incurred, o7 actual progress; in fact, available documents 
indicated these ware effectively "advances" under liB 15 definition, and paid 
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before completion of work rcasonably recated to such huge dollar amounts. 
Pertinent also, large pnaymiits in advance of immedli.ate needs arc. costly 
to the U.S. (,overnment which absorbs high interest costs to borrow funds. 

In respondi ng to the draft n.udit report, the USAII)/F pointed out that 
progress p ayrnts can be an .f fective tool. to broaden competition, encourage 
participation of sm;al business£ , and bc a positive element in t'e cost cal
culation. The USAIfI'/I/ cited Frocurcmcnt Handbooks for GSA nr ,ting 
"....that prolre.; paymcnt.s must be directly related to accosp]Ishment, as 
expressed in terms of progrcs in the direction of a single objective. A 
contract may provide for a progress pay;'ent on preparation, de.ivcry, and 
approval of cr ac:ings and spec-ifications; an additional payment on delivorv 
of the finished prcduct, and final payrcnt upon install'ation and demonstra-
tion of satisfactcry perfe rince. In brief, they are a legitimate part 
of program financing." (USAID/E underscoring.) 

Wghile the cited GSA regulations may be suitable for direct contracting in 
the United Sta tes, they may not be the best guidance for Host Country 
contracting oversens. The special needs of B/ contracting have been re
cognized in AID policy and Handbook regulations, and, in the current cash 
management procedures. HIowcever, the cited GSA regulations require the 
same 1inl:age of progress paymants to costs incurred or percentage of work 
completion as required in our own AID Handbook covering CIP. 

Neither AID regulations nor the criteria cited by the USAID/E justify these 
types of payments apparently related to time elapsed rather than to actual 
percentage of work completed or costs incurred; for example, 10% within 30 
days, an ad-it ien- 1 20% witb:n 60 days, and another 20% within 90 days; 
such as the initial contrvctual terms given the Raytheon Daca Systems 
Company. Another C:ample io the multi-million do!!. payment ($5.8 million 
or 60% of the contract total) with only a site survey to be performed. 

Accordingly, we.believe the following recommendations address basic problems 
that need Agency management attention to assure controls over these multi
million dollar pa'sments and to better ensure program success without un
necessary costs to the U.S. Government. 

Recommendation No. 2 

AA/SER review the provisions of Handbook.15, AID 
Cash Management Procedures and Regulation No. 1 
regarding Advances and Progress Payments to suppliers 
and, as necessary, c:L rify Uandbock provisions 
regarding (a) the application of the 10% limit on 
advances within the requirements limiting advances 
to immediate disbursing needs (30 days), and (b) re
quirements for documenting reviews and decisions on 
the advances and progress payments that are approved.
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In its response to the draft report, the USATD/E pointed out that they
are currently following Aq;ency pol:icy. The response further states, in 
part, " .... All rcqu:nstn for advo nce and prcoyress pnyments have been sub-
mitted to Lhe A1)iU approving office (SEA/C Oi). It is my understanding
that the concurrence of thbe Of Jce of Fincncinl Management has been
 
required and that I M/BID has established evidence criteria required for
 
the suppi:ier to r.cceive pay:'ent. A]l suppliers receiving advance 
 or 
progress pnyrernts have been required to establish a performance bond or
 
guaranty to secure the advance or progress payments. Government of Egypt

buyers have all agreed, in writing, that any proceeds from such bonds
 
or guaranvcs will be used 
 towards completing production of the equip
mont or to cover the cost of new procuremcnt."
 

However, we note that the cables going to AID/W do not cite the complete

basis of the progress payments. Consequently, there is a need to esta
blish coordinated procedures within and in
the USAID/E conjunction with
 
AID/W to ensurethat: limitations established 
by the regulations and
 
handbooks are carricd into the contractual documents and clearly

conmunicated and understood in AID/U 
before the authorization is granted. 

Reconanendation No. 3 

USAID/E, in coordination with SER/COM and FM in 
AID/W, establish procedures and safeguards to assure 
proper approvals of and controis over CIP advances 
and progress payents to suppliers by (a) requiring 
reviews of proposed contract advances and progress
 
payments for compliance with Agency's Cash Manage
ment Procedures, considcrin'.. applicable Handbook 15 
regulations, and (b) requiring the results of these 
reviews be properly documented and maintained in 
official files. 

4. Rates of Disbursements 

The rate of disbursement is an important factor in the CIP because this non
project assistance is intended to address short-term economic needs of host

countries 
and improve their Balance of Payment positions. To achieve these 
program objectives of the CIP, obligated funds should be disbursed reasonably 
fast and have a positive impact on the economy.
 

The rates of disbursement under the CIP 
can be improved by establishing

systematic procedures to identify fully completed transactions, thereby

enabling USAID/E management to immediately reprogram unused balances excess 
to actual costs but remaining committed under issued Letters of Credit. 
These unused balances are "lost" in the system and unavailable for use by the
GOE until they are identified and reprogrammed for other valid needs under 
the CiP. 
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Under current. USAID/E practices, such unused bal.nnces are not identified 
on a systomi tic bi. is and :ay not be known to management until the loan 
disbursemc nt has r ached about 90 to 95% and/or completed Lettcrs of 
Credit are reconciled witi esti;:ated amounts initially crm:nitted. As a 
result. TDD S.: es of loans are repeatedly Pxt:ended under current practiccs 
and disproportion:ately high!$ attendant administrantive costs are incurred in 
managins the 5 to IN0 ":el"raining unused loan bal-nces; and these remaining 
balances are nt avJ .lai:.,Je to the COE for valid disbursements. 

Under a contiping-basis computer systemas we recommend,thse "lost" 
funds could be identified ear2-y and reprogram.ed for GOE use undcr the 
CIP without the need to extend TDDs. Administrative costs should be reduced 
substnt:ially. 

Our analysis of rates of disbursements identified unused balances totaling 
j954,304 in three of tho loans at t.he 90 to 95Z disbursement stag: as well 
as the contributing causes. These three loans are about 5 to 6 years old, 
yet these fuuds totaling $954,304' are not yet actually spent, although 
considered, under USAII)/E level procedures, as "disbursed" and unavailable 
for use.
 

Exhibit C shovs the statistical correlation of rates of disbursement 
(measured in terms of percentage) against time (measured in terms of nonths). 
The most salient conclusions are: (a) non--durable commodities have relatively 
faster rates of disbursements and an earlier, more positive impact on the 
host country economy than other types of commodities; and (b) two areas 
warrant USAID/E attention. These two areas relate to (i) estimates madc for 
Letters of Credit, and (ii) the point--in-time when the loan or grant reaches 
90-.:52 of disbursement and unused bajances way become apparent; the first 
area contributes towards remaining unused balances--such as $954,304 for three 
loans--and the two areas set in motion cyclical reactions which are adversely 
affecting administrative costs of the ClP. 

Exhibit C and related material show: 

- The time required from the date of signature to the first dis
bursement has ranged from 6 to 15 months. This has depended on 
whether the conditions precedent are fulfilled in time and on 
whethcr the processing of the financing request is initiated and 
approved in an expeditious manner. 

- The rate of disbursement depends on the type of commodity; 
non-durables (tallow, corn, edible oil, tinplate, coking coal, 
tobacco) move much faster than durable capital equipment or 
project-like commodities.
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- The slopes of two Loons (036 and 052) are at complete opposite 
extrc:.ns. Under Loan 036, imports were for spare parts, bus 

spare port s, traclor ccmi:p-,ncnts, water pumps and similar 
durable comi:odities. In the case of Loan 052, amiorts have 
been tallow, corn, edible oil, tinplatc, coking coal, and 

tobacco. 

- In the case of durable or project-like commodities, rates
 

of disbursceionts are not necessarily a true measure of
 
economic impact because they include advances and progress
 
payments to suppliers--which are sabstantial in amounts-
for equipment ti;at is hwing or will be .onstructed. One
 
examplc is $5.8 million aid to a supplier to build equip
ment for the Railway Traffic Cntrol Center; $969,000 (10%)
 

was paid before the stort of work; $A .87 million additional 
was paid at the point where only a document survey .had been 
issued and no project equipment hod yet been constructed. 

- Three "threshold" periods are evident. Tihe first takes place
 
from zero to 70%; this is achieved in about 27 months, on
 
average. The second period from 70 to 90-95%, ta es nearly
 
as much tirie,on average, as for the first 70% cumulative
 
disbursement. Although the third period covers only the
 
rem-aining 5 to 10%, it is the longest period and creates
 
remnant balances (such as $954,304 discussed later in this
 
section) which are still undisbursed. The earliest loans
 
are about 5 to 6 years old.
 

Our review pinpointud the manner in which the COE estimates Letter of Credit 
amounts as the prirary cause of creating these small remaining balances. In 
this regard, the GOE normally overestimates the value of the Letter of Credit 
expected to be used. For example, a Letter of Credit was opened for $33.0 
million of coking coal; of this $32.8 million was actually used; this created 

an unused balance of $0.2 million which was not known.. until the loan was about 
95% disbursed and a reconciliation made of completed Letters of Credit with 
initial estimates committed. Many such differences added together total to a 
substantial amount. in addition, these many differences set in motion 
cyclical reactions within the CIP offices which add to administrative costs 

of the Agency. 

To better illustrate, our review identified a total of $954,304 in unused
 

loan balances. This amount represents the small remaining balances of three
 

Loans: 026, 027, and 029. These three loans were signed about five to six
 

years age. They were originally supposed to have been totally disbursed within
 

18 months, according to statements in the Loan Paper. However, there were
 

complications, and extensions were made. After that, the errors in estimating
 

Letter of Credit amounts also created unknown balances. As a result, the 

Terminal Disbursement Dates (TDDs) of these loans were amended six times for 

026, five times for 027, and two times foi 029. We believe the $954,304 unused 

balance should have been deobligated if not needed for valid liabilities 
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incunred prier .o the TDDs. This action wcuid be consistent wi th AID Hand
book 19C2 (i) nhic-h requires the Geographic Bureau, through Missions, to 
maintain active and continuous surveillance of each loan agreem:ent to
 
assure that Lho funds obligated therein do not exceed the monetary value
 
of the goods and/or services which AID agreed to finance.
 

IIowLver, we were told by the USAID/E that a net request for another TDD 
extension would bu made.
 

Conclusions and Recoermendations 

In our opinion, a point of diminishing returns occurs when disbursements 
reach between 90 to 952 bf all CI Program agreements in Egypt. It is at
 
this point that previously unknown differences (unused balances) due to
 
overestiates at the Letter of Credit qtage become apparent. This in turn
 
sets is motion cyclical, reactions where differences have to be determined,
 
small ,mounts accumu2ated and reprograned, purchase documents reissued,
 
and extensions of TDDs need to be requested time after time. Trying to
 
disburse a program from 95% to .00% becomes extremely expensive from an 
administrative point-of-view'; administrative costs at this stage grow
 
disproportionately since thn amounts involved are much smaller. We believe
 
that once an agreement reaches 95% of all disbursements, AID should, as
 
general rule, allow the TDI)s to expire, unless balances are true existing
 
obligations.
 

Repeated TDD extensions indicate that one of the basic program objectives
 
of reasonably fast disbursements for short-term economic impact is not
 
being accompl shed. This area, including project-like p-ocurement under the
 
CIP, will be discussed in detail in our forthcoming reports covering CIP
 
internal operating procedures and the overall program review.
 

Recommendation No.z
 

USAID/E should review the remaining balances
 
of Loans 026, 027, 029 and (a) determine if
 
tae $954,304 balance is required to meet
 
previously incurred, and still valid, liabi
lities; if not so needed, (b) actions should
 
be taken to deobligate the amount.
 

A forthcoming report on Internal. Operating Procedures of the CIP will discuss
 
in detail the Missions's arrival accounting system that soon will be compu
terized. In order to obtain more effective use of this management tool, we
 
recommend.
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Recommcndation No. 5 

tie USAID/E int:egrate into the planned arrival. 
accounting computer program a system of 
retrieving c:ception reports that identify 
Letters of Credit which have been fully 
completed-.er-ibling managemc.nt to immediately 
deobligate *and reprogram remaining funds on 
a continuing-system basis. 

In responding: to the draft audit report, the USAID/E agreed that the slow
do,,.n which takes place once agreements are discussed 90-95% was a' valid 
issue. The USAID/E is aware of this problem and will be developing a plan 
to deal with it; this plan is to be outlined in their response to the 
final audit r:eport. The response disagreed with two areas of our discussion: 

- The USAI'D/E felt that the report identified a limited number 
of specific transaction issues with the implication that there 
was a poor overall record of disbursements. They further stated: 
"...While your draft Report highlights a.concern that financial 
procedures retard timely disbursement, we are currently expending 
almost $I million each day for the Program. Of the $1.54 billion 
obligated under the Commodity import Program between YA''s 1975 
and 1979, $1.28 billion has been fully disbursed by September
 
30, 1980. This represents an average disbursement rate of $256 
million over the period - a remarkable achievement by any 
standard..." 

The USAID/E felt that the judgment expressed that once an agree
ment reaches 95% of disbursement, that the TDD should be allowed 
to expire did not seem realistic. The response, in part, stated: 
"...Depending on the dollar amount of each Agreement, the final 
5% balance may range from $4 to $22 million. The loss to Egypt 
of such substantial amounts simply for administrative neatness
 
is not appropriate. Horeover, if disbursement is the main concern, 
deobligations, of course, is not the answer..." 

The USAID/E position related to the $1.28 billion disbursement merits consi

deration, provided there is a clear understanding of the types of costs
 
included in this figure. This figure includes (a) true expenditures, (b)
 
advances and progress payments, and (c) expended funds which are not having 
an impact on the Egyptian economy. The true expenditures are having a bene
ficial impact on the economy; these items. include corn, poultry, tallow, 
soybean, buses, trailers, and others. Advances and progress payments to 
suppliers, as discussed earlier in this report, do not serve a beneficial 
economic purpose to Egypt until the goods are delivered and are in operational 

status. The disbursement figure cited also includes funds disbursed and 

expended for items which have not begun to serve a useful economic purpose 
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within the gypt-ian economy. Tjo examples are: a rotary hearth 
calcinator ($6.7 million- December 1.977 Contract); and 2,400 tractors 
($17.0 mil].Iion - Ap-il 1.977 L/C; Contract not located). The calcinator, 
while it ha-s afrjvd i-country, is not yet operationl. although almost: 
th'ree years have passed. The tractors were not the typ'e ideally suitable 
for Egypt and v.,ere priced alcnxe ordinary fiarmers' means; thus demand was 
limited, sales ere slow, and the tractors had no beneficial economic 
effect for ec::tcnded periods of time--as I ate is 1980 some o" these tractors 
were not yet so1d. Total disbursements cited by the USAID/, include, for 
example, the $23.7 million for these two CIf transactions. Ccolsrequently, 
recorded tota! disbursements are not, in our opinion, a true measure of 
overall CI Program success, nor are they the truest measure of short-term 
economic impact of durable or project-like activities. 

The CIP undoubtedly has had beneficial effects in many areas not discussed 
here, but this audit report section is Inrtended to show one management 
area of the CIP where improvements can be made in rates of disbursements 

to greater benefit: the Egyptian economy. USAID/E coirments on broad program 
background and results would be better related to discussions in the forth
coming report covering overall CIP issues and conclusions. 

5. Commodity Losses 

Quarterly reports continue to accumulate commodity losses now totaling $3.1 
million but no effective actions have been taken by the responsible action 
officers. USAID/E operating managers in the CIP need to identify and pursue 
those losses that are recoverable and collectible. USAID/E Controller records 
and loss reports should be adjusted and maintained to accurately reflect 
recoverable losses based on CIP management determinations. Procedures should 
be effected for continuing monitoring of losses and appropriate follow-up 
action.
 

Since the inception of the CI program,according to the USAID/Controller 
quarterly reports, cumulative conurodity losses total $3.1 million out of 
$1.1 billion of coimodities imported. Refunds from insurance companies cannot 
be obtained for those losses below the criteria of acceptable losses established 
by trading practices and AID/U!. We were informed by USAID/E that importers do 
not want to initiate action to recover the losses below the acceptable criteria 
because it is part of the cost of doing business and is not significant enough 
to warrant an insurance claim. However, in instances where the losses have 
exceeded the criteria, action has been initiated by the COE importers and 
refunds have been received from the insurance companies. 

AID Regulation I, Section 201.41 requires that the borrower/grantee maintain 
adequate records to document the arrival and disposition in the cooperating 
country of all commoditics financed by AID. This responsibility was assumed 
by USAID/E because the Government of Egypt (GOE) did not have the capability 
to perform this function. To implement this function, USAID/E issued Mission 
Order No. (MO) 15-3 dated March 30, 1979. In part, this NO requires the 
USAID/E Controller to publish a quarterly report of losses. These reports 
are to give full details about the transactions in question. This raport is 
to be sent for action to the Project Officer or Cl manager. 
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In line with ?,1O 15--3, thc: USAID/E Contrcller has been publishing a
 
quarterly report of comrmodity losses but it has not been used by CIP
 
management to initiate actions needed. Accordingly, the rc.port continues
 
to accumuJ:i;Le and shov.w some comm.odity losses which will never 
 be collected.
We be].ievu t:lat USATI/E records shbould be adjusted to the amount of losses 

that are recoverable and Continuing :nonitor.nr~ be done, ns outlined in
 
MO -.5-3 to naintain accurate records through effective follow-up actions.
 

Conclusions -,nd Recc.:-,mendations 

In order to -idjuv..t records to the amount of losses that are recoverable, some 
justif inhl rationale .,hou].d be submitted by operating managers to the USATD/E 
Controller. It s-ould be the responsibility of operating managers to flag and 
pursue thcsc .losses that Cre rccoverable and collectible. We believe the 
follow,7ing recommondations will save time and adninistrative costs by limiting 
the reporting and action processes to only those commodity losses where 
mahagers can or need take action. 

Recomendation No. 6 

The USAID/E instruct CI operating managers to 
(a) review the quarterly report of losses; 
(b) determine those losses that are not 
recoverable; and (c) inform the USAID/Control
ler in. writing of those losses that can be 
justified as nonrecoverable and noncollectible. 

Recommendation No. 7 

Based on information supplied by CImanagers,
 
the USAID/E Controller adjust its quarterly 
reports to show only those losses which are 
collectible and where action by responsible 
C1 managers can be taken. 

To enable continuing effective monitoring and useful accurate reporting, the 
ISAID/E Controller should receive feedback from operating managers systematic
ally. 

Recommendation No. 8 

USAID/E instruct CI operating managers, when 
reviewing the quarterly reports of losses 
for actions required under MO 15--3, to inform 
the ITSAID!Controller, on a continuing basis, 
of refunds collected, losses determined un
collectible, and any other actions taken that
 
affect the status of losses shown in the 
quarterly reports.
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6. Local Currency Counterpart Generations
 

AID Grant No. 263-0119, dated August: 29, 1979, provided $85 million in
 
assistaince through the CIP and requires that the GOE deposit into a 
Special Account local currencies equal to about $70 million in pvoceeds
 
accruing under the gront. Grant Implementation Letter No. 4, issued by
 
the USAID/E on April 1.5, 1980, sets forth procedures with regard to 
establishment of this Spec:ial Account and use of the GOE "Set Aside".
 
Deposited fund5 are to bc used for purposes mutually agreed upon by AID
 
and the Grantee. Planned uses of these funds can significantly benefit
 
the United States, AID and USAID/E opcrations, the COE, and the AID program 
in Egypt.
 

Although USAID/E records show activity under this grant as early as February 
1.980, effective controls over substantial local currency funds generated tunder 
this grant have not yet been applied by the USAID/E. Primary causes are:
 
(a) USAID/E delayed implementing procedures regarding establishment of the 
Spacial Account and in monitoring activities therein; (b) AID/W has not
 
furnished the USAID/E with timely or accurate Report W--214 data to enable
 
notification to the COE of required deposits; (c) the GOE has not furnished 
the USAID/E with required bank statements containing a record of deposits,
 
withdrawals, and balances; and (d) the USAID/E did not determine activity
 
and status of the Special Account in the absence of GOE statemens.
 

In view of these circumstances, the audit team scheduled an examination of 
GOE procedures, activity, and status of the account; but this examination was
 
delayed because access to the account was not granted for ovar five weeks,
 
causing a further delay in obtaining and verifying account information.
 

Prior to an AID policy changu in 1971 the aid-receiving country was required
 
to deposit local currency proceeds that were generated and accrued under any

form of AID co:w,.madity prc gram, assistance. These local currencies, generated 
from both grants and loans, w:ere held in the name of the recipient country
 
and mWde available as needed for activities mutually agreed upon between the
 
host country and the U.S.
 

Since 1971 AID policy no longer requires deposits of local currency proceeds

that are generated from program loans. As a result, the loan-funded programs
 
of the CIP, the first of which were initiated during 1975, are exempt. However,
 
under the grant-funded programs of the CIP the cooperating country still is
 
required to deposit local c'urrency proceeds generated from grant--funded
 
activities. Pursuant to Congressional urging, Agency policy has been to require

such deposits to be entered into an account labeled Special Account "A".
 
Detailed AID policy concerning its foreign currency programs are highlighted 
in AID Handbook 19, Chapter 5. 

By way of implementing the current AID policy, the USAID/E included a section
 
on use of local currency in its CIP grant agreement number 263-0119 dated
 
August 29, 1979. Specifically, Section 5.07 of the referenced grant contains
 
the following requirements:
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". .. Grantee will establish i Special Account in the Central,
 
Bank of Egypt ihch cICCrOULOt is hereinafter referred to as
 
the'SpecJil Account' and deposit there in currency of the
 
Gover-nment of the Arab IRepublic of Egypt in amounts equal
 
to procceds accruing to the Grantee o, any authorized
 
agency thre:of as a result of the saru.,, or :[mlortation of
 
the eli.gible i teris. Funds in the spccial account may be
 
used for such purposes as are mutualy agreed upon by
 
AID and the Grintee at the tine this Agreement is signed,
 
provided that such portion of the funds in the Special
 
Account as may be designated by AID shall, be made available 
to AID ) filkeet the requirements of the United States." 

"...Deposits t-o the Special Account slhall become due and
 
payable quarterly upon advice from AID as to disbursements
 
made under the Agreement. Grantee shall make such deposits
 
at tie highest rate of exchange prevailing and declared
 
for foreign ex:change currency by the competent authorities
 
of the Arab Republic of Egypt."
 

The USAID/E formally set forth procedures with regard to CI Grant No. 263-01.19 
for the establishment of the local currency Special Account in CIP Grant 
Implementation Letter No. 4, dated April 15, 1980. It required: 

- the GOE to establish a Special Account "A" with the National
 
Bank of Egypt;
 

the COE to deposit local currency into the account based 
upon advice from. AID as to disbursements made under the 
grant;
 

- the USAID/E to notify the GOE of required monthly deposits
 
based on.AIM's Program Assistance Transaction Detail of
 
Loan and Grant Activity, Report W-214. (The Report W-214
 
is issued from AJ.D/W and encompasses AID's official record
 
of monthly program disbursements of loan and grant funds.); 

- deposits to be calculated at the highest rate prevailing
 
and declared for foreign currency by the competent GOE
 
authorities in effect on the date of each deposit; and
 

- the National Bank of Egypt to provide the USAID/E Controller. 
a monthly Special Account Bank statement containing a record
 
of deposits, withdrawals, and balances. 

The sequence of events discussed below and in succeeding paragraphs highlight 
some of the difficulties in applying USAID/E controls over counterpart funds 
generated under this grant. Grant Implementation Letter No. 4 requiring the 
OE to establish a Special Account "A" at a specific GOE bank and establ.ishing 
formal proccdot.es governing deposits and repcorting of account activity to the 
USAID/E, was issued on April 1.5, 1980. But USAID/E records show that by Bank 
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Letters of Cr.-dit (L/C) !or $:,963,165 and $S77,460 had been :issucd about 
2 months ear11e:r, on February 21, and 23, 1980, respectively. Accordingiy, 
procuremonK ; ct lxM yL yenerat iw. local currncy deposits was underway months 
bef conItroCl Fproc(2 d-r., over the W.nk account had been estab]ished or I-
plemented. As djs cussed in fo lowing pza.grnphs, neither the GOE nor the 
USAID/T: were cor.pling with Speciaql Accounit: "A" procedures, as established 
and mutu-llv :igrecd upon. The lack F tim'.y and accurate informa tion reports 
from A.D1,, ccntribuei to this situa"Io. 

Grant ?imp.em.ntation Letter No. 4 requires the USAID/E to notify the GOE 
of required monthly deposits into the account, based on data in AID Report
 
W-214. The GOE is also required to provide the USAID/E with monthly bank
 
Statements. But, the June ]9SO Report W--214 showed no disbursements and
 
the reports for July and August were not receivcd so the USAID/F was unable
 
to instruct the GUEl on depos:its. Although the account had substantial
 
activity--over LE 7 wrillion by the end of June--the GOE had not furnished
 
statements to the USAID/E at the time of our audit. Accordingly, substantial
 
local currency was generated with no knowl.edge by the USAID/E of account
 
deposits, withdrawals and ba]ances.
 

The AID accounting and information system did not work well, and informat:ion
 
was not furnished the COl or the USAID/E, in line withprocedures established
 
in Implementation Letter No. 4, nor did the USAID/E obtain information from
 
the GOE.
 

A. The June 1960 report W-214 received at USAID/E showed zero disbursements 
for the referenced grant. .e were informed that the grant characters (i.e., 
263-021.9) caused computer rejection of disbursement information because the 
characters were "project" rather than program" designations. The computer 
outputs for the W-214 are based on "program" designations. As a result, the 
grant characters were modified and given a new designation of 263-K-601.
 
however, the W-2.14 for June, 1980 showed zero disbursement, under the new
 
designation as well.
 

B. As of mid-September 1980 the USAID/E had not yet received the July 1980 
Report W-214 from AID/W. 

C. As a substitute, AID/W has been furnishing monthly cables to the USAID/E 
containing preliminary W-214 summaries, showing cumulative grant disbursements 
of $15.1 million (June 30), $19.7 million (July 31), and about $28.1 million 
as of August 32, 1980. 

D. Disbursement information for Grant No. 263-0119, contained in the available
 
W-214, is sign.ificantly different than that shown in other reporting to the 
USAID from AID/W. As a result, the USATD/E Controlier--lacking the official 
disbursement record--has not: been able to notify the A.R.E. of required monthly 
local currency deposits into the Special Account. 

As of mid-September, 1980, the COE had not yet provided the USAID/E Controller
 
a bank statement containing a record of account deposits, withdrawals and
 
bal.ances. At this point the USAID/E I,:hd no verified knowledge from the COE of
 
the account activity or status, nor any W-214 data to even estimate deposits
 
to the account. As a result, USAID/E ws unable to apply minimum controls
 
anticipated in Implementation Letter No. 4.
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In addition to ver"ifying Special Account "A" activity and status, the audit 
team found that the COE had unilaterally implemented deposit procedures 
that do not conform to Grant Implnmentation Letter (IL) No. 4. Bowever, the GOE 
could not fully comply with Grant IL Vo. 4 procedures, nor could we assess 
them, since the C,>.itrai Bank of Egypt had never rceived deposit instruc
tiono. from the I-5AI D/E during the period from Match 6, 1980 through the 
time of our visit on Octo)L, 28, 1980. While GOE procedures seem reasonable 
in view of a~ccoit purposes, they mndicate the need for a joint COE-USAID/E 
review of current procedure: in fr, as .re'iuely established in Grant: 
IL No. 4 dated April 15, 1980. 

After some five weeks' delay, we were gianted clearance to visit responsible 
GOE officials Of Whe Ministry of Finance and the Ccntral Blank of Egypt and 
given accuss to the account.. We cons:idered a vc-ification of accouAt transac
tions and status necessary because of the significant amounts involved, 
intended use of these funds, indicated probleus in controls and implementing 
procedures and since this had not previously been done by the USAID/E. 

Pertinent account information is summarized in %xhibit E and below.
 

A. The account is at the COE Central Bank of Egypt, Cairo (CBE). 

B. The cumulative verified balance of all transactions is LE 20,344,173
 
as at October 14, 1980. There were no withdrawals. We cannot reach a valid
 
conclusion as to whether or not the cumulative deposits are equivalent to
 
the amount required under Grant IL No. 4 procedures, since neither the CBE
 
nor the USA.D/E have accurate W-214 disbursement figures under this Grant.
 

C. All deposits were made ni a currency exchange rate of LE.707 to US $1. 

D. Grant IL No. 4 procedures have not been implemented and, to date, the
 
USAID/E has not furnished monthly insqtiuctions/information to the CBE. The
 
CBE has never sent monthly bank statenents of the account to the USAID/E.
 

E. Thec CBE has unilaterally been crediting the account with deposits as
 
advised, by commercial L/C b-,nks of importers. These deposits are credited
 
on a daily basis as received; i.e., sporadically rather than every day.
 

The CBE has not waited for USAID/E instructions for required monthly deposits 
under Grant IL No. 4 procedures now in force. GOE officials informed us that, 
due to comnercial banking pracedures, the COE procedures now f0.lowed better
 
guarantee collectioas from importers than procedures established under the 
grant (i.e., under the grant, they must wait for USAID/E monthly instructions). 
Accordingly, current GOE procedures permit early deposits of generated local 
currencies into t.e Special Account with strong controls over collection of 
deposit funds. Under GE procedures, single deposits, some in excess of LE 2 
million, have been made on some 50 days over about a six-month period. 

According to cognizant Ministry of Finance officials, basic COE procedures are: 
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- The importer opens a L/C with an Egyptian "commercial" bank
 
in the supplicr's favor,
 

- The coi:mercial banl: teqt'ires tihe importer to deposit the
 
local currency equivalent for doll.r needs, and
 

- The commercial bank advises the Central Bank to credit the
 
Special. Account 1:ith amounts deposited by the importer.
 

These procedures outlined above wcre verified during our examination of the 
account at theu CB. 

Conclusions and Recomendations 

Substantial ftunds have been accumulated in this account (over LE 20 million) 
as of the time of audit review and about LE 50 mil.lion additional can be 
expected. Pursuant to Agency regulations and the Grant, planned uses of these 
substantial funds can significantly benefit the COE, the AID program in Egypt, 
as well as AID and USAID/E operations. The GOE and AID--USAID/E have an interest 
in assuring proper controls over funds generated and deposited into this account 
until withdrawn for intended uses. 

To date, Agency contro].s over amounts generated and deposited into the account 
have not been effective and implementing procedures regarding establishment 
and mnagement of the account have not been followed by the GOE, USAID/E, or 
AID/W. To cstablishi effective controls over the funds generated and accumulated 
in the account, major problems indicated need to be resolved through close 
coordination. We believe the basic problems include: 

The AID/W Report W-214 has not proven reliable for USAID/E use in 
monitoring grant disbursements.
 

- Procurement activity fbr the generation of local currencies was
 
initiated before the GOE had set up the account for deposit of
 
the funds generated. Two Bank Letters of Credit were issued
 
totaling over $5.8 million during February, 1980, about two
 
months before Grant IL No. 4 formally established the Special
 
Account and related procedures. (The requirement for estab
lishing the Special Account was included in the Grant dated 
August 29, 1979.)
 

- The USAID/E did not obtain required information on the account
 
activity or status to enable effective monitoring of deposits
 
generated.
 

- The GOE did not provide bank statements monthly to assist
 
USAID/E in carrying out its monitoring responsibilities.
 

The GOE unilaterally implemented deposit procedures that do 
not conform to Crant IL No. 4 procedures. In view of the 
breakdown of Grant IL No. 4 precedures, the early 1980 start 
of procurements under the grant, and the concern over 
assuring collection of all. deposits generated by the grant, 
the prccedurcs implemented bv the GOE Bank may be more effective 

,than those established by Grant IL No. 4. 
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In short, Grant IL No. 4 procedures have not been effective in controlling
local. currencies generatcd because neither the COE, AID/W nor the USAID/E 
complied with these mutually agreed procedures. We believe the folJ.owing
recommendati.ons address the needs of the Agency and the GOE, both having
 
an interest in the use of these funds.
 

Recommendation No. 9 

The USAID/E coordinate with the Central Bank 
of Egypt and the Undersecretary of State for 
Economic Cooperation and (a) determine mutu
ally agreed upon and acceptable procedures 
that ensur'e adequate internal controls over 
Account No. 49-92--6031, and (b) issue the 
required implementing documents under Grant 
No. 263-01.19 (263-K-601) to reflect these
 
mutually acceptable procedures and controls.
 

For clarity, we believe that implementing documents under this grant should 
identify the Central Bank of Egypt specifically as holder of the Special
Account. Grant IL No. 4 specifies the National Bank of Egypt i.hich is also 
the name of a large GOE-oniiied bank engaged in commercial activities. 

Reconendation No. 10 

The USAID/E coordinate with appropriate GOE 
officials and enforce the requirement that 
the Central Bank of Egypt furnish bank state
ments of Account No. 49-92-6031. to USAID/E
 
on a mont-h].y basis. 

In response to the draft audit report, the USAID/E stated, in part:
 

"The discussion in the draft report relates to 
a new procedure
 
and negotiation is in progress. In that sense...it is inap-
propriately included."
 

Also:
 

"The Mission is in no posit:1oa to either permit or prohibit

deposits to the Special Account by the Government of Egypt.
 
The account is in the name of the Government of Egypt and
 
the Egyptian pounds are owned by the Government of Egypt.
Since wc are not in a position at this moment to reconcile 
such deposits with required amounts due from the Government
 
of Egypt, the recommendations are premature. It is the 
intention of the Controller to restate and enforce the
 
requirement for submission of bank statements at the time
 
the initial billing is submitted to the Government of
 
Egypt. I believe our discussions and negotiations with
 
the Government of Egypt are appropriate and timely given
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the newness of the procedure. I believe that systems will 
be in final at: the time of response to your final Report

but again would 
 suggest chat I believe it inappropriate
 
to include items in process as a part of normal and
 
schedu:t.ed Mission implementation to be included in the
 
draft."
 

Response to USAID/E Comments 

USAID/E com.nents leave room for several interpretations and we address them to
 
add persp_2ctive for 
 the reader. 1,rom the standpoint of Agency policy and pro
cedures, this report section does not rulate to a "new 
 procedare" as suggested

in USAID/E comments. As discussed in the 
draft rceport (and on page 27 herein),
AID policy, since 3971, has required the cooperating countries to deposit local
 
currency proceeds genm rated Linder the grant-funded programs of the CIP into

special accoints. Prior to 1.971, these sOme procC.dures Were required for local
 
currency proceeds generated under any form of AID commodity progrart assistance-
both gr;.ts and loans, Since additional CIP assistance is being funded under 
another, new grant, inclusion of this report section seems especially appropriate. 

After lengthy negotiations, the bilatcral "Economic, Technical and Related 
Assistance Agreemcnt" between Egypt and the United States was siled on August

16, 1.978. This assistance 
agreement included discussion on the use of grant

funding in the CIP and the procedures for use of the Special Account for depbsit
 
of local currencies generated.
 

The application of these procedures, then, under grant funding of CIP assistance 
in Egypt, does not appear either "new" or "unanticipated". Considering that this
 
grant was dated August 29, 1979 and contained provisions, in line with Agency

policy, requiring the establishment 
 of a Special Account for local, currencies 
generated, we are not certain as to how the report discussions relate to a
"new procedure" at this point in time. -With first disbursements expected under
 
February, 1980, 
 Bank Letters of Credit issued, it does not seem unreasonable
 
to plan and establish the Special Account at an earlier date to assure 
proper

controls over funds generated. Little, if any, controls can be exercised over
 
local currencies generated and collected before the Special Account has been 
set up to receive them.
 

With respect 
to the other USAID/E comments, we believe these recomendations
 
address situations needing iimmediate management attention and should not be
 
dismissed as premature. We believe they are warranted and useful. 
Given the
 
problem areas outlined in this section, it seems in the best interests of the 
Agency that more effective internal controls be in-place and operationally
successful. Since Grant IL No. 4 procedures now in force are not: being imple
mented, it seems in management's best interests to assure that new controls
 
and procedures are adequate before closure of the recommendations. If excluded 
from this report, as suggested by che USAID/E, there is no basis to track 
progress in successfully completing actions needed. The Agency and the COE 
both have a substantial interest in planned uses of these $70 million in
 
local currency generated from U.S. dollars granted.
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USAID/E comments address draft Recomendat ion No. 8 in some detail before 
staLing "The Nis-,iJo does 11ot: agree with Recommendation No.8." This recom-
mendation %,asdropped after we finally were granted access to examine 
Special Accour!t "A" records and procedures. 

7. Frei, ht Cos;ts cf tihe CTIP Programq 

Accor:ding to coputur reports sent to us from AID/U., freight costs financed 
by AID under the CIP Programs in Egypt have amounted to $99,747,866. This 
substantia amount represents the cost of complying with the 50/50 shipping 
requirceient.c: of the Law. The $100 million, however, approximates 10% of 
total CI]1 disbur..ecrts(about $1 billion) at the time the computer data was 
extracted; this constitutes direct reduction in the inf].ow of commodities 
and use of funds within the EL,,yptian economy. The statistical/financial 
profiles show a very good analysis of the concentrations of the freight 
costs; those in excess of $1.0 million are shown in descending order: 

Freight Costs 
eyje US $ Ni.lionsof Commod. 


Corn Seed, Yellow Corn, Wheat Unmilled 25.2
 
Bituminous Coal 13.9
 
Tallow & Alco Oil Inedible 
 1.2.6
 
Power lndustry Vehizles, Motor Buses, Trucks and Parts 11.7 
Cotton Seed Oil 
 4.5
 
Wood Pulp 
 3.6
 
Prim Tinplate 
 2.6
 
Flue-cured Cigarctte 
 2.4
 
Soybean Oil Cake & Neal 2.2
 
Chicken, Young, Fresh 2.0 
Cotton 1.4
 
Tobacco 
 1.4
 
Telegraph, Telephone & Power Cable 
 1..3
 
Ocean Freight under Volag Liner & Other 
 1.4
 
Cigarette Paper &'Knaft Liner 
 1.7
 
Other Commodities 
 11.8
 

TOTAL $ 99.7
 

The computer reports have generated many questions regarding AID's accounting
 
and information system for CI Programs which 
can only be found through further 
analysis of vouchers and docuentation maintained in AID/W. We anticipate that 
a review will be undertaken by the NAG/ some time in the near future. For 
this reason, we are not making any recommendations.
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8. Aents' Comm:issions 

The USAID/E hWs vide o decision, which was apparently concurred with by 
AID/W, to finance agents' conviqsions of CIP transactions as U.S. Dollar 
costs rather thn as local currency costs. There have been questions 
raised during the last five vyoars about th is practice for two basic 
reasons: first, the pra ct ic, reduces the value (estimated at $!,4.2 million) 
of actual comm2oCIity i.portb into the Egyptian economy; and second, the 
USAID]/E h a an incons is Lent pos ture on this issuc. In the case of capital 
project.s , the USAID/E refuses to finance agents' commissions as an operating 
rule and these costi; are financed with local currency; yet, the USAID/E 
permits U.S. Dolla cost financing under CTP. 

Our e::xaminiation reconfirn:ecd the validity and basis for the questions on the 
practice. In fact, there is both a reduction in the value of the assistanrce 
and an inconsisyency in the przctice. Hlowever, the subject of agents' com
nissions is wost co::plex and available information too scanty to draw firm 
conclusions at this point. In addition, the USAID/E, in its response to our 
draft report, int"!uced the fact that the practice e::tends into other areas 
aside from the CI.rogram. For this reasen, and in order to nore fully consider 
the subject in a broader perspective, .ve decided to includc our discussion of 
the issue and available facts known to us in Audit Rleport No. 6-263-81-3, 
entitled "An Overview of the Commodity Import Programs of Egypt," which will 
be issued o/a January 10, 1983. 
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EXHIBIT 11
 

AUDIT OF THE FINANCIAL PROCEDURES AZND CONTROLS OF THE CIP 
STATEENT OF DISTRIBUTION OF OBLIGATED FUNDS BY METHODS OF FINANCING 

FROM FEBRUARY, 1975 (INCEPTION) THROUGH JULY 31, 1980 

in U.S. 000 	 In Percentages % 

Loan Number 	 Bank Direct Others Total Bank Direct Others Total
 
L/Con L/Com L/Com L/Com
 

26 '-K-026 80,000 $ -0- $ -0- $ 80,000 100.0% -0-% -0- % 100.0%
 
263-K-027 70,000 -0- -0- 70,000 100.0 -0- -0- 100.0
 
263-K-029 4.9,000 46,000 / 6,0001 100,000 48.0 46.0 6.0 100.0
 
263-K-030 140,774 8,2265/ 1,0002/ 150,000 93.5 5.8 0.7 ].00.0
 

263-K-036 64,058 9176/ 252/ 65,000 98.6 1.4 -0- 100.0
 

263-K-03S 429,343 9,0197/ 1,6332/ -440,000 97.6 2.0 0.4 100.0
 

263-K-045 299,400 -0- 60:1/ 300,000 99.8 -0- 0.2 1CC.0
 

263-K-052 231,674 18,1268/ 2003/ 250,000 92.7 7.2 0.1 100.0
 

Grant 263-0119 78,500 3,0009/ 3,5002/ 85,000 92.3 3.5 4.2 100.0
 

Totals 	 $1,441,749 $ 85,288 $ 12,963 $1,540,000 93.7% 5.5% 0.8% 100.0%
 

Notes:
 

1/ PA/PR Purchase Authorization / Procurement Requisition (Medical Equipment)
 

2/ Adm. Res. Administrative Reservation (Excess Property-Railcars, Trailers, Hospital beds) 

3/ DA Dis-ursement Authaorization (Per-Diem for training)
 

4/ This amount is allocated to WARD BUSES
 

5/ -his amount is allocated to GM 	 TRACTION MOTORS (ERS) and WARD BUSES 

6/ This amount is allocated to SCIENTIFIC EQUIPMENT
 

7/ This amount is allocated to PEFRIGERATED RAILCARS, GM REBUILD TRACTION MOTORS and CO1=TUNICATIONS SYSTEMS 

8/ This amount is allocated to AUTOMATIC BAKERIES 

9/ This amount is allocated to BOOK PRODUCTION SYSTEM 
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USAID/EGYPT

STATEMENT ON INTEREST AND PRINCIPAL REPAYMENT 

AS OF 7/31/30 

Loan Nuw bcr Interest Paid Principal 

epanyment 

263-1--026 $ 5,425,.22 -0

263-.K-027 6:315,683 -0
263--l -02( 4,543,643 
 -0

263--K-030 .5,196,798 

263-](-036 1,202,181 -0

263-K-030 14,41.2,059 -0

263-K-045A 3,692,936 

263-K--045B 550,208 -0

263--K-052 276,073 -0-

Total. $ 39,614,703

.Note: As of July 31, 1980, the GOE was current with its interest payments. 

The Grace period of 10 years have not yet expired and no billing 

for principal repayments have been made, 

http:5,425,.22


EXHIBIT E 

OF TIlE CIP Page . of 2 
FINACIAL PROCEDURES AND CONTROLS 

SUIlMAIY 01' ACCOUNT NO. 49-92-6031--TiE SPECIAL ACCOUNT 
FROM APRIL 5, 1980 THROUGh OCTOBER 14, 1980 

Date of Deposivts Withdrawals Balance 
Statement Date Amount s) Amount (s) 

(LE) (LE) (LE) 

FY 19801/ 
April 5 Not Stated* 3,603 -0

21 3,624 
16 April 5 5,919 9,544 
17 " 16 17,736 

41,045 
1,844 

7 70,177 
20 " 17 7,308 77,486 
22 " 20 1,796 -79,282 
27 " 22 268,806 

330,109 678,198 
May 5 " 27 14 

4,959 683,171 
10 May 5 1,870 685,042 
14 " 10 7 685,049 
15 " 14 7 685,056 
17 " 15 25. 685,081. 
20 " 1.7- 7 685,088 
24 " 20 266,952 952,041 

" 27 " 24 7 
32,587 984,635 

29 " 27 4,418 989,054 
June 
i" 

1 
2 

" 
June 

29 
1 

20,361 
13,683 2/ 

1,009,415 
1,033,100 

3 " 2 81,472 1,114,573 
10 " 3 1,971,097 3,085,670 
12 " 10 66,219 

15 " 12 
330,592 

7 
3,482,481 
3,482,488 

16 15 50,204 3,532,693 
21 " 16 51,831 3,584,525 

" 22 " 21 26,802 3,611,327 
23 22 877,239 4,488,560 

" 25 " 23 709,209 

" 30 " 25 
332,219 

7 
5,529,995 

1,683,489 -0- 7,213,492 



EXHIBIT E 
Page 2 of 2
 

Date of Deposits Withdra'als Balance 
Statement Date Amount (s) Aount (s) 

(LE) 3/ .(LE) (LE) 

FY 19811/ 
July 2 June 30 258,583 -0- 7,472,075
 

3 July 2 1,963,205
 
67,802 9,503,083
 

" 7 " 3 7
 
7 9,503,098 

10 " 7 1,054,822 10,557,920 
12 " 10 337,1.80 10,895,101 
13 " 12 35,327 10,930,428 
26 13 217,170 11,147,599 

August2 " 26 7 11,147,606
 
" 7 August2 1,625,954 
 12,773,560 
" 9 " 7 7 12,773,567 

13 " 9 14 
45,471 
76,638 12,895,691 

14 " 13 14 12,895,705 
20 " 14 19,089 12,914,795 
21 20 26,848 12,941,644 
23 " 21 967,014 13,908,658 
24 " 23 143,362 14,052,020 

1,613,004 15,665,025 
Sept. 3 " 24 232 15,665,257 
" 4 Sept. 3 77,990 15,743,248 

9 " 4 216,969 15,960,217 
16 " 9 '367 15,960,585 
25 " 16 2,115,696 

2,045,243 20,121,525 
27 " 25 1,071 20,122,597 

Updated Transactions Per Central Bank Records:
 
Oct. 2 64,279
 

124,146 20,310,995
 
12 25,260 20,336,255
 
14 7,918 -0- 20)344,173
 

Explanatory Notes:
 

1/. 	The GOE fiscal year endsJune 30.
 

2/ 	Represents an LE 10,000 error on Bank Statement; i.e., Deposits Per
 
Invo.ces were LE 23,683, instead of 13,683 as shown. Other minor
 
errors due to rounding off.
 

3/ 	Includes a cumulative LE 26 shortage due to rounding off of piaster
 
deposits.
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I APPENDIX 

Page 1 of 2 

ADDI ' I:.... i] Ac.::.I. ) INFORMATION ON 
THE ,, 012OE ,,!.(CllIS OF U.,Al, /EGYPT 

Since 1.975, when the cc.ono;nic assistance was initiated, there have been 
nine loan::; and one grant, sii,,ned which obligate $1.5 billion for the CIP. 
These funds e ,ppropriated through dip,conoi:ic Support Tnd as authorized 
under Section 532 of rhe Foreign Assistance Act (FAA). The following table 
shows the :imount: of the obligated funds and their status, by loans or grant, 
as of July 31, 1980:
 

Amounts *in US $ Millions
 
Loan/Grant No. CIP Oblicated Disbursed 
 Balance 

026 I $ 80.0 $ 79.9 $ 0.1 
027 II 70.0 69.9 0.1 
029 III 100.0 99.2 0.8 
030 IV 150.0 135.5 14.5 
036 V 65.0 56.7 8.3 
038 VI 440.0 372.7 67.3 
045A VII 226.0 187.2 38.8 
045B VIII 74.0 58.0 16.0 
052 IX 250.0 154.2 95.8
 

Loans Sub--Total 1,455.0 1,213.3 241.7
 
Grant 0119 85.0 4.5 80.5
 

TOTAL $ 1,540.0 $ 1,217.8 $ 322.2
 

The Program Assistance Approval Docun nt (PAAD), which is signed by the AID 
Administrator, presents, in capsule form, the intent of the program; this is 
subsequently incorporated into the loan or grant agreements. 

"The proposed loan will' assist Egypt with its balance of
 
payments deficit during the cowziig year. The loan proceeds
 
will finance imports of agricultural and industrial
 
machinery, equipment, spare parts and other essential
 
commodities and related services. The loan will assist
 
Egypt in its prograin to utilize full production capacity
 
of existing industrial enterprises and to provide agri
cultural inputs essential to increase agricultural pro
duction."
 

The abov.' sLdLc::ents have not changed significantly for the nine loans and 
grant, except that some loans add wording such as (a) "...and for new 
industrial expansion...", or (b) "...imports of food..." 

The purpose of the loan or grant amounts were basically the same for the 
first five loans '026, 027, 029, 030, 036):
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... not to excecd... illien Dcllars (the Loan) for the foreign exchange 
costs of commodities aud commodity related services, as such services are 
defined by 
industrial 

Tie purpose 

AIhLegulation I, needed to assist 
arL agricultural production..." 
of the loan or grant amounts changed 

the Borrower to 

somewhat for 

increase 

th next 

its 

four 

agreements (038, 0/45A, 052 and 263-0119): 

"...not to e:cend... Million Dollars for the foreign exchange costs of com
modities and comiz-odity relatcd services, as such services are defined by 
AID Regulation 1, needed to assist the Borrower in meeting a serious foreign 
exchanL Je shortage, nchieving development objectives, improving the standard 
of living and maintaining political stability..." 

In sum, the obiectives of the loans and grant are to finance types of com
modities which will assist the GOE to diminish continued crisis in their 
Balance of Payments through maximizing production of existing or new in
dustrial enterprises and increasing agricultural production. Importation 
of some food is also authorized so that political stability can continue. 

About 95.5% of the obligated funds ($1.5 billion) are managed and channelled 
through the Public Sector of Egypt. The remaining balance, about $68.5 
million, was allocated to the Private Sector. 

This is the second audit report of the CIP. The series of four reviews 
contribute, individually or collectively, toward the following audit objec
tives:
 

To (a) evaluate the adequacy of USAID/Egypt monitoring; (b) evaluate coordina
tion within USAID/E for the purpose of determining how CIP projects are 
considered in regard to the overall USAID program; (c) evaluate the progress
of the CIP program toward specific objectives in industry, agric,,lture and 
the Private SectoX of the economy; (d) evaluate the actual impact of the 
CIP program on Egypt's foreign exchange needs; (e) evaluate the extent of 
GOE involve:cncn in the determination of items to be procured under the CIP 
program and whether the items procured are in line with the GOE economic 
goals; (f) evaluate the extent of coordination between the GOE ministries 
in the acquisition and use of the comodities imported; (g) determine the 
adequacy of both GOE and USAID/E arrival accounting systems; (h) evaluate 
whether the planned computer system will be adequate for the proper control 
of the CIP programs; (i) review and evaluate controls over counterpart 
generations; and (j) determine the extent of action taken on prior recommenda
tions.
 



1.3 

LIST OF REPORT RECOM,1ENDATIONS 

Recommendation No.1 

USATD/E establish procedures to (a) carry out Agency
 

policy set forth'in State Telegram 273219; (b) review
 

and evaluate each procurement transaction to determine
 

the most effective financing method; and (c) document 

and record the results of each review. 


Recommendation No.2 
AA/SER review the provisions of Handbook 15, AID 

Cash Management Procedures and Regulation No.1 regarding 

Advances and Progress Payments to suppliers and, as 

necessary, clarify Handbook provisions regarding (a) the 

application of the 10% limit on advances within the require

ments limiting advances to immediate disbursing needs (30 

days), and (b) requirements for documenting reviews and 

decisions on the advances and progress payments that-are
 

approved. 


Recommendation No.3
 

USAID/E, in coordination with SER/COM and FM in AID/W, 

establish procedures and safeguards to assure proper
 

approvals of -and controls over CIP advances and progress
 

payments to suppliers by (a) requiring review of proposed
 

-contract advances and progress payments for compliance
 

with Agency's Cash Management Procedures, considering
 

applicable Handbook 1.5 regulations, and (b) requiring the
 

results of these reviews be properly documented and main

tained in official files. 


Recommendation No.4
 

USAID/E should review the remaining balances of Loans
 

026, 027, 029 and (a) determine if the $954,304 balance
 

is required to meet previously incurred, and still valid
 

liabilities; if not so needed, (b) actions should be
 

taken to deobligate the amount. 


Recommendation No. 5 

The USAID/E integrate into the planned arrival 

accounting computer program a system of retrieving
 

exception reports that identify Letters of Credit which
 

have been fully completed--enabling management to imme

diately deobligate and reprogram remaining funds on a 

continuing-system basis.
 

APPENDIX II
 

Page I of 2
 

Pae
 

19"
 

20
 

23
 

24 



Recommendation No.6 
The USAID/E instruct CI operating managers to 

(a) review the quarterly report of losses; (b). 

determine those losses that are not recoverable; 

and (c) inform the USAID/Controller in writing of 

those losses that can be justified as nonrecoverable 

and noncollectible. 

Recommendation Fo.7 
Based on informntion supplied by CI managers, the 

USAID/E Controller adjust its quarterly reports to 

show only those losses which are collectible and where 

action by responsible CI managers can be taken. 


Recommendation No. 8
 

USAID!E instruct CI operating managers, when reviewing 

the quarterly reports of losses for actions required 

under MO 15-3, to inform the USAID/Controller, on a 

continuing basis, of refunds collected, losses determined
 

taken that affect the
uncollectible, and any other actions 


status of losses shown in the quarterly reports. 


Recommendation No .9 

The USAID/E coordinate with the Central Bank of Egypt and 

the Undersecretary of State for Economic Cooperation and 

(a) determine mutually agreed upon and acceptable procedures 

that ensure adequate internal controls over Account
 

No.49-92-6031, and (b) issue the required implementing
 

documents under Grant No.263-0119 (263-K-601) to reflect
 

these mutually acceptable procedures and controls. 


Recommendation No.10
 

The USAID/E coordinate with appropriate GOE officials and
 

enforce the requirement that the Central Bank of Egypt
 

furnish bank statements of Account No.49-92-6031 to USAID/E
 

on a monthly basis. 
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APPENDIX Ill
FINANCIAL 'ROCT.DRTrES ANfI CON'TROLS 

OF THE 
CO'12270DI4 I:rORTmV^OGR.MS OF EGYPT 

ACRONYM4S
 

AA/SER 

AAG/E 


AAG/W 


AG 


Agency 


AID 


AID/W 


A.1,.E. 


B/C 


Bank L/Com 


CIP 


Direct L/Corn 


DM 


ESF 


FAA 


FM 


GASC 


Cc 


-GOE 


HiB 


L/C 


Mission 


•MO 


RTC 


SCA 


SER/COM 


TDD 


TFRM 


USAID/E 


AID Assistant Administrator/Bureau for Program
 

and Management Services
 

Area Auditor General/Egypt
 

Area Auditor General/Washington
 

AID Auditor General
 

Agency for International Development
 

Agency for International Development
 

Agency for International Development/Washington
 

Arab Republic of Egypt
 

Borrower Grantee (contracts between host govern

ments and suppliers)
 

Bank Letter of Comn'itmdnt
 

Commodity Import Program
 

Direct Letter of Commitment
 

AID Office of Data Management under the Bureau 

for Program and Management Services
 

Economic Support Fund
 

Foreign Assistance Act
 

AID Office of Financial Management
 

- General Authority for
Government 6f Egypt 

Supply Commodities (Ministry of Supply)
 

AID Office of the General Counsel
 

Government of Egypt
 

The AID Handbook
 

Letter of Credit
 

See USAID/E
 

Mission Order
 

Railway Traffic Control (System)
 

Suez Canal Authority
 

The Office of Commodity Management in AID/W
 

Terminal Disbursement Date
 

U.S. Treasury Fiscal Requirements Manual
 

U.S. Agency for International Development/Egypt
 

http:I:rORTmV^OGR.MS


APPENDIX IV
 

LIST OF REPORT RECIPIENTS
 

USAID/EGYPT
 
Director 

Controller--Audit Liaison Officer 


Inspections and Investigations Staff 


AID/WASHINGTON
 

AID Deputy Administrator 


7 

2
 

(AG/IIS/Cairo) 1
 

1 

Assistant Adinistrator/Bureau for Near East (AA/NE) 5 

Office of Egypt/Israel Affairs (Egypt Desk NE/2I) 1 

Bureau for Near East (Audit Liaison Officer) 1 

Assistant Administrator/Bureau for Program and Management Services (AA/ 
SER) 2 

Bureau for Program and Management Services (AA/SER/SA--for 
4distribution to SER/CM, SER/COT and COM/NE) 

Assistant Administrator/Bureau for Development Support 1
 

Office of Development Information and Utilization (DS/DIU) 4
 

Office of Legislative Affairs (LEG) 1
 

Office of the General Counsel (GC) 1 

Office of Financial Management (FM) 1 

Bureau for Program and Policy Coordination/Office of Evaluation (PPC/E) 1 

Legislative and Public Affairs Office of IDCA 1 

Office of the Auditor General (AG) 1
 

Office of Policy, Plans and Programs (AG/PPP) 1
 

Office of the Auditor General/Executive Management Staff (AG/EMS/C&R) 12
 

Office of Inspections and Investigations (AG/IIS) 1
 

1
Area Auditor General/Washington 


Area Auditors General
 

1
Area Auditor General/East Africa 


Area Auditor General/East Asia 1
 

1
Area Auditor General/Near East 


Area Auditor General/Near East--New Delhi 1
 

Area Auditor General/Latin America 1
 

Area Auditor General/Latin America--La Paz 1
 


