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The subject audit report discusses the results of our review of
USAID/Egypt's Agricultural Mechanization Project. The objectives
of this auait were to determine if project objectives were
realized and to evaluate project management, compliance with AID
regulations, and internal controls.

Although benchmarks were not established to measure progress
towara achievement of project objectives, it is obvious that some
of the project's major targets, establishment of service centers
for example, will not be achieved. Wwe believe that, it is
theretore important to establish quantitative indicators for
project activities to be included in USAID/Egypt's National
Agricultural Research Project. In aadition, Government of Egypt
implementing agencies neeaed guidance on how to maintain books
and records for control of project resources.

we recommended that progqress toward project purpose be measured,
and that USAID/Egypt provide guidance to the GOE to improve
managcement of  preject resources (credit tunds, operating
expenses, commodities and vehicles).

Other matters discussed in this report were questioned
contractor’s costs for 1living quarters allowance, and the need
for USAID/Egypt to monitor the Government of Egypt's $7.1 million

support to the project.

Managcement comments at the exit conterence on July 9, 1985 were
lncorporatca  into this reporty written comments were not
submitted,

Pleanc advise uer within 30 days of the actions taken or plannea

to close the report's four recommenaationn., Thank you for the
courtenien extenaged to my otoatt during the audit,
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EXECUTIVE SUMMARY

The Office of the Inspector General made a review of AID's
Agricultural Mechanization Project in Egypt. The audit was made
to determine: (a) whether project objectives were being achieved;
(b) whether project resources were efficiently managed; (c)
whether 1internal controls were satisfactory; and (d) whether
project activities were in compliance with AID policies and
regulations. It covered financial activities through Deccmber 31,
1984 and other project activities through April 30, 1985. The
audit was made in accordance with general accepted government
auditing standards.

The project purpose is to build Egyptian capabilities to plan,
support and carry out appropriate mechanization efforts.
According to project documents, the substantive measure of
successful project achievement will be well formulated ‘and
effectively implemented farm equipment projects, programs and
support services contributing to increasing production and
farmers' - incomes. AID obligated $40 million for the project
through December 31, 1984, while the Government of Egypt agreed
to contribute Egyptian currency equivalent of $7.1 million.

With the exception of problems cited in Part II of this report,
we found that project resources were managed in accordance with
AID criteria and with good internal controls. However, the
successful completion of the project is doubtful because of slow
progress made.

Even though an external evaluation issued in July 1984 concluded
that "In the last two years the project has shown an accelerated
progress toward achieving its goals" our audit showed that
project acconplishments could not be measured because project
documents did not quantify the project purpose and end-of-project
status. Also, output targets are no longer valid to measure
pProject success. Progress and evaluation reports did not compare
actual progress with planned results. We recommended that the
project Planuing and Evaluation Unit measure progress on this
project, and that quantitative {indicators be established for
project activities to be included in USAID/Egypt's new National
Agriculture Regearch Project.

Other project implenentation problems discussed below and in Part
Il of thin report require corrective action.

Asaurance wan noeded that a1l credit funds were used as fntended.
The Governmont of Eqypt should provide thia assurance througl
subminaion of required reports to USAID/Eqypt in accordanco with
lottorn of understaniing.



The Government of Egypt needed guidance on hew to maintain books
and records to comply with Grant Agreement control and reporting
requirements with respect to (a) the local expensc operating
account ($4 million) and (b) management of AID-financed property.
($5 million).

An unreconciled difference equivalent to $110 thousand existed in
the local operating account. In addition, project vehicles
costing $374 thousand were not licensed as required by a Mission
Order. Also, the technical services contractor claimed quarters
allowance costs equivalent to $505 thousand without supporting
documentation. We made recommendations to improve management of
the credit funds, to improve management of project resources, and
to document questioned contractor costs.

On July 1, 1985, a copy of our draft report was submitted to
USAID/Egypt for comments. Management comments at the exit

conference held on July 9, 1985 were included as appropriate in
this final report; written comments were not submitted.
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AUDIT OF
AID'S AGRICULTURAL MECHANIZATION PROJECT

PART I - INTRODUCTION

A. Background

Based on a feasibility study carried out by a U.S. contract team,
tlie Government of Egypt (GOE) requested AID to support an

Agricultural Mechanization project. AID's strategy described in
its Project Paper dated July 1979 was to assist the Government of

Egypt to plan and implement mechanization activities more
rationally, and to develop capabilities without committing Egypt
to a particular mechanization path. AID's Project Paper reported
this project would 1lead to improved soil resources, better
utilization of present equipment, introduction of new equipment
and increased livestock productivity.

In Scptember 1979, USAID/Egypt signed a Project Grant Agreement
with the Government of Egypt's Ministry of Agriculture tc
implement an Agricultural Mechanization project over a six year
period ending September 1, 1985. The project was to provide
assistance in the following sub-project areas:

o Planning and Evaluation

0 Research and Development

o0 Service Center Development

o Machinery Management Extension
o Soil Improvement

Project funds were provided for technical ansistance, credit,
research, training, commodities, equipment and sub-project
operating cxpenses. USAID/Egypt originally obligated $21 million
for the project: a Novemher 1979 amendment raised the obligation
to $40 million.

The Governnent of FEgypt agreed to contribute the Egyptian Pound
equivalent of $7.1 nillion for the project. In addition, the
Governmant of Egypt agreed: to establish a Planning and
Evaluation Unit, a Rescarch and Developmont Centor at the Tractor
Testing Station in Alaxandria, and appoint a Project Dirnctor to
admintater the project.

The Agriculture Mochanization Group wan aestablished under the
Minintry of Agriculture to administer the projoct for the GOE,

SAID'n  Aunociate Director for Agricultural Resources was to
ansist thia Group {n carrying aut the project.



The project actually started in July 1980 when the Ministry of
Agriculture contracted with Louis Berger International, Inc.
(Consultant) for technical assistance. The Consultant was to
provide 636 man-months of professional advisory services under a
cost reimbursable contract, with a completion date of September
15, 1985. AID financed the contract under a Direct Letter of
Commitment valued at $5,955,618 and provided LE1,426,246 ($2
million) 1/ for Egyptian Pound costs.

At December 3i, 1984, AID had committed $32.3 million of the $40
million obligation; disbursements were $25.2 million. Project
commitments and disbursements are presented in Exhibit I.

In February 1985, USAID/Egypt extended the original project
assistance completion date (PACD) from September 1, 1985 to
September 15, 1986.

B. Audit Objectives And Scope

The objectives of our audit were to determine: (a) if project
objectives were being achieved; (b) if project resources were
efficiently and cconomically managed by the Government of Egypt
and the technical services contractor; (c) if internal controls

for AID provided funds, equipment and vehicles were satisfactory:

and (d) 1f project activities were 1in compliance with AID
reguiations and policies, and project documents.

Our basic approach was to review project files maintained by the
USAID/Eqypt project office and identify areas where there
appeared to be management problems. We then focused our review on
these areas.

We reviewed USAID/Eqgyrt financial and project office records,
reports and correspondence as well as the Consultant's office
files in kEgypt. We examined Government of Egypt documents and
records in Cairo and at field locations, and had discussions with
the FkEgyptiun Project Director, other officials within the
Ministry of Agriculture, the Agriculture Mechanization Group, the
technical  services contractor, and with USAID/Eqypt project
mianagoelent . We viaited project operations in Alexandria and £Ecld
nitos in Behelra, Beni Suef, and Minia Governorateg.

Audit work began in Jannary 1985 and covered project activitien
from inception {n Soptembor 1979 through April 1985. Our audit
cut of f date for the $25.2 million Jdisbaraements wag December 31,
1984, wWe did not audit the Conasultant'n U5 dollar contn bhocaune
banlc 1tecards and oclginal documentation ware maintained at {ty
US houe offices The Connultant'a Eaqyptian Pound conta through
July 41, 19833 ware exanined by a non-federal audit firm. Thoro
waro no prior AILD/IG audits made of thia projact, bur we did
rovies and conaider the {indings of an evaluation team study made
in July 1904,

l/ Uoti, dollarg shown at the offielal rate LE.BI160=§1.00,
- ‘) =
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Our audit was made 1in accordance with generally accepted
government auditing standards and included such tests of the
project activities, records and internal controls considered
necessary in the circumstances.



AUDIT OF
AID'S AGRICULTURAL MECHANIZATION PROJECT

PART II - RESULTS OF AUDIT

A. Findings And Recommendations

1. Benchmarks Need To Be Established To Measure Progress In
Achieving Project Objectives

Quantitative indicators were not established to measure progress
toward achievement of the project's objective, and output targets
estublished were no longer valid which led to an overcommitment
of project funds. In addition, project documents did not quantify
‘the project purpose and end-of-project status. Management stated
that both the statement of purpose and logical framework for this
project were intentionally written in general terms to provide
flexibility to build on a system in a constant state of change.

AID policy requires establishment of (a) quantitative indicators
of progress toward objectives and (b) a management system that
includes methods for comparing actual results of programs and
projects with those anticipated when they were undertaken. These
pclicies were not closely followed, and as a result, project
pregress could not be measured to ascertain the benefits received
from AID's 340 million investment.

Recommendation No. 1

We recommend that USAID/Egypt:

a. have the project's Planning and Evaluation Unit determine tho
succesa ot this project;

b. ecstablish quantitative indicators as needed for those project
activities to be included {n USAID/Eqypt's new National
Agriculture Research Project; and

C. reprogram or deobligate oxcoess fundy.

Diucugg{gq

———

Proqrans ludicators Head To Bo Established

Tho purpose of the project as stated {n thoe pProject paper was to
"build  Egyptian capabilitivs to plan, support and carry out
appropriate moechanization offortn." There were no quantitative
indlcators  establinhed  that permittod objective evaluation of
whoether  the purpose of  the project wan  being achioved. The
Project paper ninply atated the gubntantive meanure of projoact
achioveaen® would be well formulated and of foctivoly implemonted
farm gqud paent projects, programn and pupport uorvican
contributing to increanting production and farmern' {ncomen., Other
general indicarors ol purpons achiovamant 1isted in the projoct's
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logical framework were "steady flow of management planning
infcrmation reaching senior decision-makers"" and "research
information on which to base farm mechanization decision and

plans."”

Project evaluators and managers reported project accomplishments,
but mcuasurable conditions to show how the project purpose of
building an institutional capability would be achieved were not
established. An external evaluation team in July 1984 nmade
general conclusions that the project would achieve its objectives
1f additional time for extension of selected activities was
allowc 3. and that the direct and indirect effects of the project
measured throuyh beneficiaries were impressive.

Also in its quarterly activity reports, the Consultant reported
on project accomplishments, but without reference to how the
project purpose was to be achieved in quantitative terms.

In justifying a one-year extension of the project completion
date, the USAID/Egypt project officer recognized that although
much had been accomplished, there had been several constraints in
substantive project areas that rcquired additional time before
full project benefits could be measured.

Without quantitative and verifiable indicators of project
achievements, it is difficult to know whether the project is
achicving its intended purpose. These indicators are crucial
because successful activities will be incorporated into
USAID/Egypt's National Agriculture Research Project (NARP) and
applied on a country-wide basis.

New Targets Are Needed

Ourput targets established in  the project were not wvalid.
Sub-projects called for training individuals at the graduate
level, improving large amounts of cultivatable land, and
establishing numerous agricultural service centers. We found
managenent problems in cach of these areas. The required number
of puarticipants were not trained. The acros of land actually
improved fell far short of the goal. The number of services
centers established was minimal. The projcct targets in these
arcan are not achievable within the timeframe for completing the
project. New Largets need to be cstablished.

The project paper and  qgrant agqrecment. called for long term
acadenic tralning for 2% individualas at the graduate level. Only
ix participants were sent to the USA for acadenic training at
the dlasters level,  The  problem  wan  the Limitod  number  of
applicants who could pans English Inngquage requirenmonta. We found
no evidence that project destguers ansessed Lhio capability whaen
Planning for acalenmic participantas Thin resulted in an {nvalid
output tarqget,



A total of 272 individuals applied for academic training with the
project, but only eight successfully passed the preliminary
American Language Institute, Georgetown University (ALIGU) test.
Forty-six unsuccessful cunaidates were recommended for further
English language training, but only 15 candidates successfully
completea this trainiug. Thus, only 23 of the 272 acadenic
applicants gqualified for the TOEFI. (Test of English as a Foreign
Language). Ten passed this test with a score above 500 which
qualitica them for academic training; six actually entered
training in U.S. institutions. None had completed training and
returnco to the project.

The project's financial plan allocated over $2 million for
training, hut only $741 thousand was committed ana $146 thousand
disbursed through December 31, 1984. Excess training funds should
be reprogramed for other project activities or deobligated.

Soil Improvement

In the Soil Improvement sub-project, output targets were not
valid. The project's logical framework rlanned tor 55,000 feddans
(57,200 acres at 1 feadan = 1.04 acres) to be leveled and or
sub-soiled annually in Middle Egypt. The grant agreement
specificd lana leveling on 12,000 feddans (12,480 acres) and
sub-soiling on 216,000 fedaans (224,640 acres). Actually, the
project daid no sub-soiling and it leveled only 2,850 feddans
(2,964 acres) through calendar year 1984. Accoraing to the
Consultant's Chief of Party ana the Soil Improvement aavisor,
there were a number of reasons for the reduced outputs. The
recasons given tor the shorttall in outputs were:

O overstated projections in project documents;

0 cquipment tor lanag leveling to be on hand in
December 1980 did not arrive until 1983; ana

0 focus was placea on  land leveling rather than
sub-soiling.

The Consultant determined atver arrival in country and after a
morce intensive look at gsoil conaitions, that sub-soiling was not
a viable program  tor the project, Furthermorece, the Soil
Amelioration Organization (SAQ), within the Minictry of
Agyriculture, which carricd out sub-gso1ling activities in Fgypt
aia not want to be involved in the projcct,

vervice Conterg

The project  paper  and grant agreement called for 20 gervice
centers to be constructed with AID provided credit fundg. Only
Ohe  Lervice  center,  Jocated  in the Minia Governorate, was
completer at becenbor 31, 1984,



USAID/Egypt proviaed $3.5' million to the Principal Bank for
Development and Agricultural Credit (Bank) for a service center
creait funa. Seven loans hada been approved for LE1l,628,600 (%2
million) after the credit fund was established in October 1981.
Through December 31, 1964, after more than three ycars, the Bank
had disbursed only LE426,632 ($513,000) under five of the seven
loans approved. At the time of our auait, the Bank was reviewing
five adaitional applications {or loans; three of which the
project had sent to the Bank in 19863.

Delays 1in loan approvals were caused mainly by the Bank's
requirements tor land registration and proof of lana ownership.
Loan recipients were required to mortgage the land on which a
service center was to be built, or take such legal action that
guaranteed the Eank's right to the land. Additional requirements
of ftinancial stability were imposed, limiting the number of
qualified applicants. Bank loan approval delays precluded the
project trom reaching its target of 20 service centers, This
output target is no longer valid.

The project paper and grant agrcement cctablishea outputs which
could not be reasonably attained. Original targets were not
replacced by realistic ones. As a result, sub-projects were being
implemented without valia output targets,

Management Corments

USAID/Egypt agreea that an internal evaluation was necded. They
agrecd to conduct one overall evaluation before the end of this
tiscal year anu another before the ptoject enas in 1986, Also,
the Egyptian Project Director agreed that $1 million from the
training buaget shoula be reprogramed tor other jroject
activitics,

At the cxit conterence, USAID ofticials agreed that quantitative
inaicators to measure progress were lacking, However, they stated
that: (a) they plan to acobligate up to $7.% million of the
project's remaining funas; (b) this seven year old project only
has one nore year to completion; andg (c) tollow-on activities
will be incluaed in a new Natioral Agricultural Pesearch Project
which will include quantitiable 1naicators ag reconmoendea by the
auditors., Given these conditions, they believed entablichment ot
indicators tfor this project at this ttage woula be of little
value; d.c¢., measure of progress would  be cestablished  after
implementation had substantially been completed,



2, Controls Over Project kesources were Not Effective

Project resources were not effectively controlled. The Ministry
of Agriculture's implementing agencies received no specific
guidance from AID or the technical assistance contractor on how
to properly account for them. As a result, there was no assurance
that creait funds, operating expenses, commodities and vehicles
totaling $18.9 million were used as intended and aqreed upon
between USALID/Egypt and the GOE. ‘he Grant Agrecment required the
Grantce to maintain adequate books and records to show, without
Jimitation, reccipt ana use of goous and services financed by AID.

Recommendation No, 2

We recommena that USAID/Egypt:

a. proviae guigance to the Government of Egypt on hovw to
maintain books and recoras needed to comply with the Grant
Agreement control and reporting requirements for the credit
fund and operating expense account; ‘

b, have the Government ot Egypt Project Uirector, in conjunction
with the Louis Berger Int'l, Inc. Senicor Accounting Ahavisor,
assure that all credit funds were usca as intended, and
cubmit required reports to USAID/Egypt in accordance with the
letters ot unacrstancing; ana

¢. withthola conmitment ot an acaitional 1.5 million from the
Service Center crealt tund until such assurance is received,

Recompenaation No, 3

We reconmena that USATDL/EQypt have the project obtain Government
ol kEgypt license plates tor all project vehicles to avoid payment
of curtune gutien,

[)l»!.(v‘ll.',:"l(;:.ll
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Keporting  requirenente  tor  the  project's  three  AID-{inonced
creart  tundn (49,9 million) were opelled out an letters  of
unacrLtanaing approved Ly ULATD/Eqypt, the bank, and Ministry of
Agriculture, ‘ihe Frincipal Hank for beveloprent ang Agricultural
Creart  (bank) wal tequited to provide quarterly reports to the
Agracualeural Mochantization Project showing names and adgareesen ol
approvea doan applteanta, Joan arounts faae guring the epot ting
period, beginning and ending balance ofl the Lpecial hccount, and
ateburtenente and reeeypt, tneluding tnterest eathea Lot Loth the
Machinery Introaultion and the water Litting Creditt tunda. The
project  wan ptequirted to connolidate on g quatterly basts all
Intormation providea Ly the bank conecerning curtent ntatus  of
loan  airbuticpents,  gepayrents  ang problems, 4 any. Ihin
intormation war to be tneluded in the froject's quatterly tepott
distributea to the Ministty of Agricultute and Lo ULALD/Lgypt.



Unaer the Service Center Credit [und, a Regional Loan Conmmiltee
chaired by the Bank was required to submit quarterly reports to
the project showing the status ot all loan and Committee activity,

The project's quarterly reports did not chow the beginning and
ending balances in the credit tunas, the interest earnca on
loans, or repayments and reccipts s required by letters of
unacrstanaing., The project reports were prepared  from  data
received from the Bank. However, the Baak only provided the
project with credits and charges to credit funés. Interest income
gencrated from making loans to farmers was not provided.

In May 1982, the Project Director requestea USAID/Lgypu's
approval to establish a Senior Accounting havisor position under
the Consultant's contract. The aavisor was "to provide technical
assistance to the PBDAC (Bank) in all matters related to the
financial aaninistration of the project credit funds,"
USAID/kgypt approved the position in Scptember 1Y52. One of the
aavisor's dutlec was to "assist 1n preparation of rcports  on
creait program activitics,"

In March 19b4, the Fgyptian Project Director requested the Bsank
to proviae quarterly tinancial status reports of loans,
repaynents and interest for the three creait funas. Again, in
March 1985 he rade a sinllar request, bespite these efftorts, the
Bank did not provide this intorwmation to the projcct nor had the
project proviaged USAID/Rgypt with  intormation requirea unaer
letters of understanalrnc,

USAIDL/Egypt necds assurances that all credit funds released to
the Bank were usea as  intended before adoitional funds are
committea. (The Service Center Credit Fund was establiched tor
$5.0 nillion but only #3.5 million had been committed,) Usang the
fServices ol the Sentor Accounting Aavisor, the Lgyptian Project
Director should proviae assurance by sulinitting sLtatus rceports to
USAID/Lgypt as requirca by the letters ol unde standing,

Local Opcrating Expen: o Account

Under Project Implerentation better No, )4 as ancnaca April 10,
19683, USAID/Fgypt  aavancea  LEd, 226,047 (5.1 million) 1o the
account basea on "canh oneca" requests by the Layptian project
ottice, Advancess were aepotittec in a speetal account at the Cairo
Chate Natronal Banw. the project incurtica expenien ol L4, 640,310
($4.0 m1llion) against the account which wete  recotard  $n a
journal it ot to  nubmittaon of expenditure vouche oo to
USATD/Egypt (BF=1044) . Chockn wore aravn againnt  the account by
the Mintutry of Agticulture Finance Lepattment ana counter signed
by the Project Director,
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An unrecconciled difference of LkYl,384 ($109,879) between the
project's journal balances and the expenditures reported to

USAID/Egypt is shown below:

Egyptian U.s, §
Pounds Equivalent
Total AID advances to 12/31/84 LE4,226,647 $5,082,059
Total expencitures reported
through 12/31/84 (SF-1034) 3,840,310 4,617,533
Indicated Cash Balance LE 386,337 $ 464,526
Actual journal ana cash
balance (bank reconciled) 294,953 354,647
Difference LE 91,384 $ 109,879

e —— P R
====m= _—=EIaRaox

The current Egyptian project accountant believed the difference
representea aavances not liquicated but was unable to demonstrate
this. She neeaed quidance from USAID/Egypt on how to comply with
the Grant Agreement control and reporting requirenents,
USAID/Egypt neceds to assess the project's capability to meet this
requircment, and to provide assistance as appropriate.

Property Management

In our tests of controls over ¢2.8 million of AID-financed
equipment, we found that the Government of Egypt's property
managcnent system did not provide accountability for 33 Ford
agricultural tractors costing $788 thousand. The tractors were
deliverea airectly to various field locations trom the Port or
Alexanaria. They were never properly accounted for.

The Ministry of Agriculture Property Unit in Cairo had reccivea
reports tor only 22 of the 23 tractcrs f‘rom the field, all from
reciplents in the Minia Governorate. Nonctheless, Property Unit
recoras in Cairo showed only 18 tractors in its stores ledger for
Minia. In contrast, the Consultant's aavisors assured us that 26
tractors were actually delivered to Minia. During our ficld visit
to Minia 1n March 1985, we touna that the stores unit in Minia
had not recoracd the reccipt ot the tractors.

In a sceparate transaction, laser equipment costing $56 thoucand
wan procurcd through a local dealer. Government of kgypt records
did not show where this equipment was dclivered, and it was not
recordea on the Ministry of Agriculture Property Unit's stores
leager or listing of project cquipment. The project's Property
Unit Chiet did not account tor the cquipment when rceceived
becaute he haa no purchase oruer tor it. According to the
Contultant's advigor tor Soil Improvement, the equipment had just
been novea to Beni Sucef.



Better internal control and accountability over AlDb-financed
project property were nceded to meet the requirements of the
Grant Agreement. 'he Grantce shoujd maintain books and records to
show, without limitation, the receipt and use of goods and
services acquirca. Closer USAID/Egypt monitorship was needed to
assist the Government of Ekgypt in meeting its requirements under
the grant.

Vehicle hanaaement

AlD-financead project vehicles costing $374,000 did not have
Governtient of Lkgypt official plates. All were clearea from
bgyptian Customs on a temporary basis, assigned to indiviauals,
and garagea at their residences. Under a temporary Custonrs
release, custom autics must be paid on vehicles when they are
cisposeca of and no longer needed tor the project.

Mission Oraer No., 5-8 datea July 7, 1983 requirea Government
otticial plates tor project vehicles, and vehicles were to be
uscd for otficial purposcs only. There was no eviaence that the
projecct -tried to obtain Government official plates after the
Mission Oraer was issued,

Project officiale said they aid not apply for Government official
plates because use ot vehicles woula then be subject to the
avajlamility of Government of Egypt drivers; the Consultant's
contract personncl and project engincers would be precludea from
driving the vcehicles,

The jproject shoula obtain Government ofticial vlates as required
by Misnion COraer No. Y-8, Controls shoula be established to
assurce that vehicles are operated only tor official purposes.

Managerent Comnents

USAlbyLoypt wygrcca with the need to monitor the creait {unds
releasca to the project to assure that all funas were uscd as
intendea ang will ofticilally contact the project airector and the
Bank regarding this whole i1ssue, In adaition, Management agreed
to rcquest a bank  account recconciliation  when  the  next
expenaiture repurt for the Local Operating Expense Account is
submittea tor the project, Also, Management agreed to coutinue
working with the project to improve property management,

USAID/Laypt  preject  ofticials  did  not  agree that placing
Governrient official license plates on project vehicles was in the
bent intercotn ot the project. They sugqestea Micsion Order No,

5-8 be amended to permit sutticient mobility for project vehicles.

-]l -
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3. Contractor's Costs Are Questioned

Louis berger Int'l, Inc. (Consultant) claimed LE419,603
($504,525) in quarters allowance costs for which it did not
provide supporting documentation. The Consultant interpretead its
host country contract and AID regulations as not requiring
rcceipts or eviacnce tor quarters allowance costs. As a result,
overpayment may have occurred,

Recommencation No, 4

wWe recomrmenda that USAID/Lgypt have Louis Berger Int'l, Inc.
providc receipts or other evidence for LE419,603 ($504,525)
quarters  allowance costs questionea, and recover unsuppor ted
costs claimed through a Bill for Collection or deduction on
expenditure vouchers,

Discussion
The Consultant's Egyptian Pound costs equivalent to $940,448
(LE782,152) claimed from July 31, 1980 through July 31, 1983 wecre
examinced by a non-federal audit firm. In their report issued
September 18, 1983, the auditors questioned costs of LE271,308
($326,217) claimed for quarters allowances because the Consultant
ala not provide leases for actual housing costs in support ot
fixed quarters allowances.,

USAID/kgypt rcinstated the costs on the basis that "it is LBI's
(Consultant) consistent personnel practice to provide a fixed
living/housing allowance to its employees. This allowance, in
kgvpt, 15 less than authorized tor a single person and  is
consiucred reasonable ana acceptable,

The Consultant continued to claim quarters allowances on the same
basis. For the period through October 31, 1984 we questioned
LE419,003 (incluaing the non-federal auditor's questioned cogots)
~bascd on our interpretation of the contract ana AID requlations.

AID Handbock 11 (Chapter 4, Cost Principles for Borrower Grantee
Contracts) states living quarters allowance are to "reimburse an
employee  tor subctantially all of the cost for residence
quarters. ...

The host  country contract (Article 1X B(2)) states that
allowances “"shall be reimbursed in accordance with requlations
governing dircct hire AID cmployees in Cafro....”

AlD c¢mployces are governed by Handbook provisions. AlD Handbook
26 defines living quarters allowance as being governed by
Stanaataized keqgulations (Government Civilians Foreign Arcas).
Section 132.5 ot the Standara Requlations requires submisiion of
S5F 1190 ang "actual annual cxpenses of rent &nd utilities,
supported by receipts or other gsatinfactory evidence...." This
submission establishen the amount of payment tor actual expenses
not to excecda o maximum housing allowance.
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The Consultant's fixed housing allowance claimed does not
constitute satisfactory evidence ot actual expenses, as would
lease agrcements or rent and utility receipts. Without these, the
Consultant's housing allowance costs may not be reimbursable cven
though amounts claimea may be below authorized maximum amounts.
Theretore, we question LE419,603 ($504,525) claimed by the
Consultant for living quarters allowances paid to its employees
through October 31, 1984,



B. Conmpliance And Internal Controls

Compliance

This project was authorized to implement an Agricultural
Mechanization program in Egypt. The project operated within that
authorization., GOverall, it operatea within the provisions of
Agency llandbooks and within agreements between USAID/Egypt, the
Government of Egypt and the technical services contractor, Louis
Berger International, 1Inc. Nothing significant came to our
attention as a result of procedures examined that would cause us
to believe that untested items were not in compliance with
aprlicable laws ana requlations. But we found that closer
adherence to AlID policy ana project agreements was nceded. Those
instances are reported in the audit findings section on pages 4
and 8.

Internal Controls

One of our stated audit objectives was to determine if internal
controls were satisfactory. We founa instances where internal
controls dia not protect AID resources from possible unauthorized
use. These were in the arcas ot creait funads, project property,
operating expense funa and vehicles (See page 8). Wwe have
recommended corrective action in this report as appropriate.



C. Other Pertinent Matters

GOL Project Support Not Monitorced

USATD/kgypt had not documentea Government of hkgypt contributions
to the project. According to Government officlals, project
contribution: were not reportea because, USAID/Lgypt had not
asred for an accounting, Thus, USAID/LEyypt could not be sure the
Government of Kgyrt haa met 1ts obligations unaer the Grant
Loveerent to provide project financial support.

The Grant Agrcement (Sect. 3.2) ang its financial plan (Annex 1
Attuchment) specificd that  the Government ot  Egypt would
cont -ibute  the  Ekgyptian  pouna  equivalent of §&7.1 million
incluaiig "1n-kina” costs, 1t aia not say how the Governnent of
Egypt woula dcmonstrate its financial support to the Eroject,
However, section B.b requirea the Grantee to turnish AlID such
intorration ana reports as Alb nay reasonably reguest,

While the Government ot Egypt had nmaae observable contrivutions
to the project such as statting ang tacilities, and haa thereby
acronstratea project support, the extent ot total contributions
had not Leen reportea to USALL/Rgypt, USAID/Egypt shoula regquest
these reparts unacr  the Grant  (sect.  Bb.9)  to  tulftill  1es
LOnltorshilp responsabilities anag to cnsure that the Governsent of
Lgypt mect: 1ts $7.1 nillion obligation under the Grant Agreenent,
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EXHIBIT 1

AID'S AGRICULTURAL MECHANIZATION PROJECT
Financial Summary
December 31, 1984

($000)
Commitments Disbursements
1. Louls Berger Int'l, Inc.
Contract Services $ 7,973 $ 5,776
4, Commodities 6,093 5,343 1y
3. Training - U.S. and
Thira Countries 741 446
4. Credit Funds 9,500 9,500
5. Local Opvrating Expense
Account - GO Support 7,698 4,029
6. kvaluation -~ Special
Stuagics 92 89
7. Miscellancous 2 2
$32,299 $25,185
8. Uncommitted 1,701
Funds Obligated $40,000 $25,185
AEEEDR SESlEBER

1/ Includes vehicles procured at cost of $374,000.



LIST OF RECOMMENDATIONS

Recommendation No, 1

We recommend that USAID/Egypt:

a. have the project's Planning and Evaluation
Unit determine the success of this project;

b. establish quantitative inaicators as neeaed
for those project activities to be included in
USAID/Ltgypt's new National Agriculture
Research Project; and

c. reprogram or aeobligate excess funds.

Recommendation No. 2

We recommend that USAID/Egypt:

a. provide guicance to the Government of Egypt on
how to maintain books and records needed to
comply with the Grant Agreement control and
reporting requirements for the creait ftuna and
operating expense account;

b. have the Government of Egypt Project Director,
in conjunction with the Louis Berger Int'l,
Inc. Senior Accounting Advisor, assure that
all credit funos were used as intended, and
submit required reports to USAID/Egypt in
accoruance with the letters of unaerstanding;
and

c. withhola commitment of an adaitional $1.5
million from the Service Center credit fund
until such assurance is received.

Recommendation NOo. 3

we recommend that USAID/Egypt have the project
obtain Government of Egypt license plates for all
project vehicles to avoid payment of customs
duticu.

Recommendation No. 4

Wwe recommend that USAID/Egypt have Louvis Berger
Int'l, Inc. provide receipts or other evidence for
LE419,603 ($504,525) quarters allowance costs
questioned, and recover ungcupported costs claimed
through a Bill tor Collection or deduction on

expenaiture vouchers.
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