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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 audit 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. %e believe that, it is
 
therefore 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.
 

%e recommended that progress toward project purpose be measured, 
and that USAID/Lgypt provide guidance to the GeE to improve 
management of project resources (credit funds, operating 
expenses, commodities and vehicles).
 

Other matters discussed in this report were questioned

contractor's costs for living quarters allowance, and the need
 
for USAID/Egypt to monitor the Government of Egypt's $7.1 million
 
support to the project.
 

Management comnments; at the exit conterence on July 9, 1985 were 
incorpoz ated inito this reportl written comments were not 
submi tted. 

Pleate advise us within 3U chyn o the actions taken or planneo 
to close the report's four recommendations. Thank you for the 
courteioes oxtenuo to my statt during the audit. 
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EXECUTIVE SUMMARY
 

The Office of the Inspector General made review AID's
a of

Agricultural Mechanization Project Egypt.
in The audit was made
 
to determine: 
(a) whether project objectives were being achieved;

(b) whether project 
 resources were efficiently managed; (c)

whether internal controls were satisfactory; and (d) whether
 
project activities were in compliance 
with AID policies and
regulations. 
It covered financial activities through December 31,

1984 and other project activities through April 1985.
30, The
 
audit was made in accordance 
with general accepted government
 
auditing standards.
 

The project purpose is 
to build Egyptian capabilities to plan,

support and out
carry appropriate mechanization efforts.
 
According to project the
documents, 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 thatproject accomplishments could be becausenot measured project

documents (11(1 not 
 quantify the project purpose and end-of-project
status. Also, output targets are no longer valid to measure

project success. Progress and evaluation reports did not compare

actual progress 
 with planned results. We recommended that the
 
project I'laniing and 
 Evalut ion Unit measure progress on this
project, and that quantitative indicators be established for

project 
 tctivitie:; Lo be included In USAID/Egypt's new National 
Agriculture ,,tioarcl Project. 

Other projct impli'mntation problems discunsed below and in PartII of ti i: report rqu ire correctiv. action. 

Annur.incu? wit i inyl,,d that 'il1 credit futds wore used is intenldd.
The Gove rtuiie n L of Efqypt thoiotld provido thin ati ura c', t hroltiq t
suibmin t )n (f r,' i:iro.d reportit to USAID/Egypt in accorl'Inco wili,l o t t o~r n ) ! I , r ., li . 



The Government of Egypt needed guidance on 
how to maintain books
 
and records to comply with Grant Agreement control and reporting

requirements with respect to (a) 
the local expense operating

account 
($4 million) and (b) management of AID-financed property
 
(t5 million).
 

An unreconciled difference equivalent 
to t110 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 t505 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 to
draft report was submitted 

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.
 

Office of the Inspector General
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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,

the 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 
 lead to improved soil resources, better
 
utilization of present equipment, introduction of new equipment

and increased livestock productivity.
 

In September 1979, USAID/Egypt signed a Project Grant Agreement

with the Government of Egypt's Ministry of Agriculture to
 
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
 

o Research and Development
 

o Service Center Development
 

o Machinery Management Extension
 

o Soil Improvement
 

Project funds; were provided for technical assistance, credit,

research, training, commodities, equipment and sub-project

operating expenses. USAID/Egypt originally obligated $21 million
 
for the proj,,ct; a November 1979 amendment raised the obligation
 
to $40 million.
 

The Governmnt of Egypt agreed to contribute the Egyptian Pound 
equivalent of 
 $7.1 million for the project. In addition, the 
Governmont of Egypt agreedli to establish Planning
a and
Evaluation Unit, a Research and Developmont Center at the Tractor
Tenting Station in Alaxandria, and appoint a Project Dirctor to 
administer thiv, project. 

Tho AgriculLurl Mochlvniiation Group wan ontab Inhd undor tho 
Minintry o Agriculturo to adminintor t.he projct for the OOE.
USAID'n At:,oi:iat, DI)rtilot for Agricultural Ronourcon wan to 
ansint tha (rtq p in i:;1rrying out thn projoct. 

=



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 LEl,426,246 ($2
 
million) 1/ for Egyptian Pound costs.
 

At December 31, 1984, AID had committed t32.3 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 economically managed by the Government of Egypt
 
.,id the technical services contractor; (c) if internal controls
 
for AID provided funds, equipment and vehicles were satisfactory;
 
and (d) if project activities were in 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 onl
 
these areas.
 

We reviewed USAID/Egypt financial and project office records, 
reports and correupontdence as well as the Consultant's office 
files in Egypt. We examinedI Government of Egypt documents and 
recordis ili Cairo and at field locations, and had discussions with 
the Egypt in Proj:ct Director, other officials within the 
Minint.ry of Agriculture, the AgriCulture Mechanization Group, the 
techrili Cl1 I ervi c ,: contractor, and with USAID/Eqypt proj Oct 
111aIM91,;,': t . We vi .it 4l project oporat .oni in Alexandr ia and fi e1d 
niter| inl l ehir'I, l101i Suef , ant] Mini-, Governoraten. 

td it. work bo g,'n in:Janti'ry 19H5 ail covered projoct activi t ion 
from i 'cptIon tit ;,opt Lonhxr 1979 throuh April 19135. Our aurlIt 
cut (flf lt,e for the $25.2 :tillion .Isbarnom,'nt,! wan D,',,tubor 31, 
1904. W'diI riot -dit.itl~. iun? tn..n 1u dollar contit bociuse't 
bani c r ~'ei11 #411d or III1 doiniicint ation woet m,%intnaitned -it. iti 
US h l, ) ff ico. Ih1 Conlitl t 1a' n Eqypt iin Pound cot, qt thtroulh 
July 1, 19O 3 wire, rxanhii e1 by a non-felorml nudit firm. h'llore 
wer, ,t, lirio, l ri Vla , of project, wot N 1/10 itidi t-t thiln bul, did 
rovit-, tiOd cnni Ier .h,'rIfni ri,1" of an eva lu ttoll t rltitidy mitlain iii! y 1'H14~ 

1/i.f. 't,lalrs s!wwn at the, oitttcia r.at. t|,s131IJ-$1 *.
 

http:Minint.ry


Our audit was made in accordance with generally accepted
 
government auditing standards and included such tests of 
the
 
project activities, 
 records and internal controls considered
 
necessary in the circumstances.
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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
established were longer
no 
 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 this
logical framework for
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
projects with those anticipated when they 
and
 

were undertaken. These
plicie 
 were not closely followed, 
and as a result, project
pr, gress could not be measured to ascertain the benefits received

from AID's $40 million investment.
 

Recommendat ion No. 1 

We recommend that USAID/Egypt:
 

a. 
have the project's Planning and Evaluation Unit determine the 
IcceISS of this project;b. establish quantitative indicators 
as needed for those project
activitiei 
 to be included in USAID/Egypt's new National

AgriciL1tur c R,'s,irel Project; and 
c. reprogram or deobligate exce)s funds. 

ti :,<:+; ion 

Proqjre SS I iii I ('.11tirsti ,, Te~ E',tab lishe.do |l,, 

Tho piurposn of th? p~rc) ject an nt atod In t ho project paper was to"bu id jyptiin c/i~ibiliit . to plan, nupport arid carry outappropri1 tt mechin. t. i vo,ffortn. " 'Th,'re were no quant itat ivo
ind Icit.orn, , ti l inhte'd th.t p,,'rm tied obJ) ct i ovIlu.Lt on ofwh.,th,or tho, pturp >+e o f tho projo ct w.,ia he I ,nchiive,,|. Theproj,,,'-t l)4,r ,it.
,itmlply it', the, ?intbritut Iv., mt;iture of project
nich I,,v''m,,l, 
 wn|11 , , w#4l1 (,nrmti, i led .in.1 ,,ff<ct.li,,ly impl 'mont-nd
farm ,,1 teit n t pr,,o c*ti, ProlJraimr 
 And n pport tirvico.lcontrihititn,1 I tcr, irnivj pro.totion -inil fnarme:,' Incomtn. Othorgeneri Inlli,. torn ot purpoti, i.,liovom-iert li trs In tho projocL 
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logical framework were 
 "steady flow of management planning
information 
 reaching senior decision-makers"' 
and "researc'a
information on which to 
base farm mechanization 
decision and

plans."
 

Project evaluators and managers 
reported project accomplishments,
but measurable 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 
 made
general conclusions that 
the project 
would achieve its objectives
if additional time for 
extension 
of selected activities was
allow, 9 and the
that direct and indirect effects of the project
measured thru0ylh beneficiaries were impressive.
 

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

In justifying one-year
a extension of the project completion
date, the USAID/Egypt 
project officer recognized thdt although
much had been accomplished, there had been several constraints in
substantive project 
areas 
that required additional time before

full project benefits could be measured.
 

Withoumt quantitative 
 and verifiable indicators of projectachievements, 
it is difficult to know whether 
the project is
achi-ving 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 'Pir Jets Are Needed 

Output targets established in the project were not valid.
Sub-projects called for training individuals at the graduate1ev.: I, improving large amounts of cultivatable land, and
est Wi i :;hing nium ,rous aqricultural service centers. We found
mal; emn'l.t prblems 

of 

in each of these areas. The requircd numberpairticipant . wdire not trained. acresThe of land actuallyinlrrVel fell far short of the goal. The number of servicescenter;:etabl i shed was minimal . The project tdrjets in these
aria! tre not ich iovabl,1 within the timofraime for completing the
project. New ta rqets need to be entablished. 

Tho pr,,)jocL pl,,r and r rant agretment. ca I led for lonq termcirl.,u i tra nii ; 1',r 25 itiiiViiui 1,-1 at t he graduate love I. Only-ix pairti eipt w,'r,, -,zt. to th! JSA for academic trainin Ig at
th UrITe' 5 I',v,' . ' Irob w,pl t)t:ti the I Imi tL nrIvm,, r ofnppl ie ,t-i 
 who II p :ri Er,,,ll i!;h lianqu ,, rp,ir,r'rt~ i. W' found
T10 e 'fli:e, rt~t, projf'Lct, 'I'.ii'r ~ns. Lhinii apabi I it y~ WhoiplaI11 lI for a'', :',':I l rtI cLpi t . Thin r iuI te dOlltJ~ilt lt' 

in '-in I nvt i ii1iret. 

• , 



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 
c-inaidates were recommended for further
English language traini'Lg, but only 15 canaidates successfully

completuau this traini:ig. 
 Thus, only 23 of the 272 
 academic
applica:Ints qualified 
for the 'JOF. (Test of English as a Foreign

Language) . Ten passed this test with a score above 500 which
qualifidct 
 them for academic training; six actually 
 entered
training in U.S. institutions. None had completed training and
 
returnee to the project.
 

The project's financial plan allocated over $2 million for
training, but only $741 thousand was committed and $446 thousanddisbursea through December 31, 1984. Excess training funds shouldbe reprogramed for other project activities or 
deobligated.
 

Soil Inmprov(nent
 

In 
 the Soil Improvement sub-project, output targets were not
valid. The project's logical framework planned 
for 55,000 feddans
(57,200 acres at = 1.041 fodan acres) to be leveled and or
sub-soiled annually in Middle 
 Egypt. The grant agreement
specified lana leveling on 12,000 feddans (12,480 acres)
sub-.;oi] ing on feaaans 
and


21.6,000 (224,640 acres) . Actually, the
project aid no sub-soiling 
and it leveled only 2,850 feuldans

(2,964 acres) through calendar year 1984. According to the
Con.,ultant's Chief 
of Party ana the Soil improvement aovisor,
there were a number of reasons for the 
 reduced outputs. The
 
reasons given [or the shortfall in outputs were:
 

o overstated projections 
in project documents;
 

O equipmin t or ]ano leveling to be on hand in

December 1480 did not arrive until 1983; 
and
 

o focus wa:; place- on land leveling rather than 
sub-soil ing . 

The Con.;ultant do t(rmlined atLer arrival in country and alter amor(- int.,nsive Iok at ,;oil cona itions, that sub-soiling wa:; nota vi a 1.1 pi oqtam tor the project. Fur thermore, the SoilAmel ior atLIon 0Organi zation (SA) , with in the Mini,'ry ofAgrictUl]tre, which carri,.-d out sub-;o1lijng activitieL; in ';.qypt
a(i not want to bo involv,. in the project. 

!(tvici' Cont vrz 

Thv JI'c'j.c't P, I and grant aqiiement called 20for s;ervicecent,' r:, to 1e) v ntruCt d with All) providt-d credit Lunds;. OnlyOiM. ;V'1 v, (c,. c'n t cr, I (w,,it.cd in the MI iia Governorate, was 
Co'ilp 'it''': at cIo: !'iiibor J I , 198 4. 
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USAID/Egypt provided $3.5' million to the Principal Bank forDevelopment and Agricultural 
Credit (Bank) for a service center

credit fund. Seven loans had 
been approved for LEl,628,600 ($2
million) after credit was
the fund established in October 1981.

Through December 31, after than
1984, more 
 three years, the bank

had disbursed only LE426,632 ($513,000) under Live 
of the seven
loans approved. At the time of our audit, the bank was reviewing
five additional applications for loans; three of which the
 
project had 
sent to the Bank in 1983.
 

Delays in loan approvals were 
caused mainly by the Bank's
requirements for 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 financial stability were imposed, limiting the number of
qualified applicants. Bank loan approval 
 delays precluded the

project from reaching its target of 20 service centers. Th is 
output target is no longer valid.
 

The project paper and grant agreement ei.tablisheu outputs which
could not be reasonably attained. Original targets were not

replaced by realistic ones. As a result, sub-projects were being
implemented without valid output targets.
 

Manaaement Corments 

USAID/Egypt agreed that an internal evaluation was needed. They
agreed to conduct one overall evaluation before the end of thisfiscal year ano another before the pLoject en(is in 1986. Also,the Egyptian Project Director agreco $1 millionthat from the
training budget shoulca be reprogramed for other project
activities. 

At the cxit conlerence, USAID official:; agreed thait quont itativcindicators to measure progress; w(ere lackny. However, they ":tatedthat: (a) they plan to aeob ligJtc up to $7.5 million of theproject's remaining tuna:;; (b) thi.; !;ev(n year old proj.ct onlyhas one more year to completion; alo (c) tol low-on act Ivitieswill be inclur-,d in a new Natioral Aq icul tural N :;oarch 'ruject
which will inc IUde quant i Iiab,1: ioI t or,,: ij:; t tcoi (,nde.(o Iy the
aucitor.s . Given the C;econ1oitiont- , they ,.lieved eV't.,bh i:;hrl: nt of
inaicators! [or thit; project at. thin :;nta' w l()111(be of little
value; i.e., muasure vof pro j.r 5i wou Id be ,st al ishecj t ter
implementation had s-ub:; tanLt aIIl ly bt,-en collipItetd. 

7 



2. 	 Controls Over Project Resources here Not Fffective 

Project resources were not effectively controlled. The Ministry

of Agriculture's implementing agencies received no specific
guidance fromn AID or the technical assistance contractor on how 
to properly account for them. As a result, there was no assurance 
that cteoit fuzus, operating expenses, commodities ana vehicles
totaling $18.9 iill ion were used as intended and agreed upon
between USAID/I gyp t and the GOE. ihe Grant Agreement required the 
Grantee to maintain adequate books and records to show, without 
]imit.t on, receipt ano Use' 	 of ooos and services financed by AID. 

Recommendation No. 2 

We recommena that USAID/Egypt: 

a. 	proviae guiaance to the Government of Egypt on how, to 
raintain books and records needed to comply with the Grant 
Agreement control and reporting requirements for the credit 
Liund and operating expense account;

b. 	 have the Government ot Egypt Project 'L.rector, in conjunction
with the Louis Berger Int'l, Inc. Scricr AccouNting Aavisor, 
a, urc that all credit f unis were u-co as intendeu, and 
submit required reports to USAID/Egypt in accordance with the 
letters 01 unaerstaning; ana 

c. 	 witk.hola colrmitment ot an aacjitional $1.5 million Lrom the 
.Service Center credi1t tund until such ans;urance is retceived. 

Recoii::,,noat ior No. 3 

heC r ec ,lunu thot USAIb/Lgypt ithave the project obt a in Government 
o 1:q2pt liIcen.e plate:; 1ot all project vihicIe; to avoid payment
 
of cu: u.:'. :.
t, ciitI,' 

IC I 	 . :. Oft 

C, e 	 .i.... V... 

iRel,: t. i riq r ,'qu i ra'(nnt: Ior thf: project'n thr,,, AIID- f irlinced 
crui t I und:. ($9.5 mil ion) w'-r pete I l.d out in lett.r:; of 
un0 I '! di t l:,'t . oIv,.d 1,,i UA lD l/qypt. , t !:, ban K, onoI 1 Mi ri t r y of 

t v. til 	 lo.vt,I opw;ent Alr icul turalAtj Icu It i 'Iho tI I IHank I()r o ntj
CI 4.0 1t (11,0. ) 1:e4j1z,tz1 1'0t to pr OV 1 .1 (p).11, t,-: ly I .po:i t !; I o thil 

l l t-iii( n t,I, 	 lrq *i(1A(I I sli I t o . I ei roj.'cht :l;htuW n11t1;,1 n.Viil 41'0:01 '; 0! 

djal I eJt, .n , , I., I ioi alnu l ,k' ll I I ALcho i nIt,.' 1 1 l 1nCollt ; r t ( uI rit L 
lI-),I Ifid, ,'etw~lll l a nd .liInt. I ,,oIfuIn', tnt ti . ;tlcialo l:I++ t'l# .111 "- I"t ll; I. l l n1t l ,.-!t 

Aoz btt i nth;. t ,11c' 	 l 1 (-.11 1,-ii o I '(1Il+th l .

hiv lit I "t ifitl I tit.,r 	 Cr 'alMac 	t I , duI1 rlu n 1, I llnq t I tl1:'. Th11e 
P) 	 f W1j 1IttI Il,;.It C I"(t tilit tI jtI1 .1 q0a t ,l ly Il :.- 1 I I1lilt (it I t 04"n (iOv1 1' I1,ec/ the, hank Cfnu i I ll I('111 1 'It. tt .I tiIl Of 
10,11 t I t'I i-'-,lI:Ut 'N, I t-l,.'1IT-ri t f .in1( Ifo114 t,;1, if i aly. 'Ihlin 
l111of 1L t oll wa;; to b nl1w Ud'cd In th,es 1 C t ' t4 uolI evt I y I ,ipOI L
d|1ntf il410o(I MIunIf t7y Atjt tult rltit th" 	 of u: aw to OWAIl)ul.ypt. 
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Unaer the Service Center Credit 
fund, a Regional Loan Committee 
chaired by the Bank was requireu to submit quarterly reports to 
the project showing the status o1 all loan and Committee activity. 

The project's quarterly 
reports did not show the beginning and 
ending balances in the crea t funlos, the interest earnea on 
loans, or repaytents and receipts es required by letterr of 
unoerstanding. The project reports were prepared from data
 
received from the Bank. However, the Bank only provided the
 
project with creciits and charyeo to credit [unds. Interest income
 
generated from maoking loans to farmers was not provided.
 

In May 19b2, the Project Director requestea USAlD/Lgypc's

approval to establish a ,Senior Accounting Aavisor positioni under
 
the Consultant's contract. 'he aavisor was "to provide technical
 
assistance to the PBDAC (bank) in 
 all matters related to the 
financial aministration of the project credit funds."
USAID/Egypt approved the position in September 1962. One of the 
aavisor' s duties was to "assit in preparation of report; on 
credit program activities."
 

In Match 19b4, the Ygyptian P1ioject Director requested the bank 
to provide quarter Iy f inancial status r eports of ]oans,
repayment, and interest for the three credit funcs. Again, in
March 1985 he ?raue a vi mi lar reoques t..tp 1te these ef for ts, the 
Bank dici not provi de thin inf ot ,.ation to the project nor had the 
pro3ect provice UAI )i/Lgypt with infoz mation requirec unacer 
letters of underastan~,q. 

USAI D/Egypt neeus a5surances that all credit funds released to
 
the bank wore u;en an InteLnod before aduit ional I uns" are
 
COMri~xttea. ('1h': Se[vlei CLnter Credit 
Fund was es;tabl: for
 
$5.0 ,illun but Only $3.5 million had been committedw.) Uing the

Service, of the Senior Account Nuq Anvisor, th. l.qypt lan l oject
Director :hou]d Frovi n', assurnce by LubiL tting stLatus r cI n. to 
USAID/i'gypt a; the ofrquirr by lUttrn ol unae tanding. 

Lo al".o0 er at.in . ;.xp, _, cco writ* 

Unu,i P oj, ut 11lt .,itat Ion l ttt,.r tlt). 14 a. ',1) eO Apt iI 10,
1983, UIS;AI ,l pt, .vancett l,,22t,147 ($5. iio11 o ) to tlh 
account b|as s(I On "c;:.b ne(n r1u,:.t.; by ttb' 1.;yptA ,lin pt (joct, 
Oft I v'. Aovinco'i'; were rip(.-;l te,; i1) a a I orl (W int&lt ,i I f'It (;.,tirO 
Cho:;1. Nat Iia Ih1i .ili1 pro ject 1incli 14 (1 'n '(it A. i-004U ,310(
( 4 . 11ll 11 1) u1(j.I lII|s thE ,hot ' t lt v:t i(A ,i r cor (1,'0 il 41 
JotuIl1i 1 il lo t Lo t l i i (, vexj'fllu i it i I I - Votilft :, to 
UbAl/D/Eqyplt. (i- IU.34 Check ' - : t v t owl aqn intI th,, c:ount Iq
the MinI"Lt y oI A J a'. uILure FHIiianc, l'j'.uL,i 4ltnLt ij f cOlili~rI S it!lIt.vd 
by the Pruject D)irect or. 
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An unreconciled difference 
of LE91,384 ($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 expenditures reported


through 12/31/84(SF-1034) 3,840,310 46733
 
Indicated Cash balance 
 LE 386,337 $ 464,526

Actual journal an cash
 

balance (bank reconciled) 294,953 
 354_,47
 
Difference LE $
91,384 109,879
 

The current Egyptian project accountant believed the difference
 
representeo advances not liquicated but was unable 
to demonstrate
this. She needed guidance from USAID/Egypt on how to comply with
 
the Grant Agreement control and reporting 
 requirements.

USAID/Egypt needs to assess the project's capability to meet this
requirement, and to provide assistance as appropriate.
 
Prooerty Manaee n-t 

In our tests of controls over $2.8 of
million AID-financed
 
equipnvnt, we that Government
found the 
 of Egypt's property

managuji.ent system did not 
provide accountability for 33 Ford
 
agricultural tractors $788
costing thousand. The tractors were

deliverea directly to 
various field locations trom the Port 
or

Alexanzria. They were never properly accounted for. 

The Ministry of Agriculture Property 
Unit in Cairo had received
 
reports for only 22 of the 23 tractcrr from the field, all from
recipients in the Minia Governorate. Nonetheless, Property Unit 
recoras in Cairo showed only 18 in itstractors stores ledger for
Miniii. In contrast, the Consultant's acvisors assured us that 26
tractors were actually delivered to Minia. During field visit
our 

to Minia in March 1985, we foun that the stores unit in Minia

ha(I not recortoed the receipt ot the tractors.
 

In a reparate transaction, laser equipment costing $56 thousand war ptocureci through a local uealcr. Government of Egypt records 
did not show where thin equipment was delivered, and it wa; not 
rev:orceu on the Mini'try of Agriculture Property Unit's stores
le1(qo;or or lifflLing of project equipment. The project's lProperty
Unit Chief did not account for the equipment when receivea
becauie nohe haci purchase orser for it. According to the
Convultant's,, advisor [or Soil Improvement, the equipment had just
been movea to Beni Suet. 
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Better internal control. and accountability over AID-financed
 
project property were needed to meet the requirements of the
 
Grant Agreement. The Grantee shouid maintain books and records to
 
show, without limitation, the receipt and use of goods and
 
services acquirea. Closer USAID/Egypt monitorship was needea to
 
assist the Government of Egypt in meeting its requirements under
 
the grant.
 

Vehicle Mari oo,-ent
 

AlD-financuco poject vehicles costing $374,000 did not have
 
Gover."i unt of Egypt official plates. All were clearea fromi
 
Egyptian Customs on a temporary basis, assigned to indivicuals,
 
and garagea at their residences. Under a temporary customs
 
release, custom auties must be paid on vehicles when they are
 
dispoea of and no longer needed for the project.
 

Miss ion Oraer No. 5-8 datea July 7, 1983 requirea Government 
otticia-l plateu! lou project vehicles, and vehicles were to be 
used for official purposes only. There was no evicence that the 
projecL tried to obtain Government official plates after the 
Mission Orcier wa.- issued. 

Project official:; said they aid not apply for Government official 
plate,- becau.se use of vehicles woula ther, be subject to the 
avail.aJoility of Governrmient of Egypt drivers; the Consultant's 
contract personn(.l and project engineers would be precluded from 
driving the vehicles. 

The Izolv'ct .sloula obtain Government official plates as required 
by Mis:ion Orci,.r No. 5-8. Controls shoula be established to 
asL.;ur, that vehicles are operated only for official purposes. 

Manao-uent Colmnints
 

USAII i i.,i~t l.(jit-c the neco to monitor the credit fundswith 
reluaf(,-ol to tht, project to assure that all tunas were used as 
intendoel ana will officially contact the project director and the 
hank rejar ding this, whol- issue. In addition, Management agreed 
to reques;t "I 11ank account reconciliation when the next 
e)j.eI.( it ure rel,,rt for the Local Operating Expense Account is 
submi:itt .vu f or the I)rojeet . Alno, Management agreed to coti nue 
worki Wg with th,, project. to improvc property management. 

USAIb/y Lt ject ofI icials did not. agree that alacing 
Gov(,-r ii:ent ofI Icia icenise pla te1i on project vehic les was in the 
be::t interes ts; ol the project. They sugqe:;tea Minision Order No. 
5-8 ht, amended to permit Inufficient mobility for project vehicles.
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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
 
proviae supporting cocumentation. The Consultant interpreted its 
host country contract and AID regulations as not requiring
receipts or eviaence tor quarters allowance costs. As a result, 
overpayment may have occurred. 

Recommonrlation No. 4 

Ve recomsmend that USA1D/Egypt have Louis Berger Int'l, Inc. 
provide receipts or other evidence for LE;419,603 ($504,525)
 
quarters allowznce 
 costs questionea, and recover unsupported
 
costs claimed through a Bill for Collection or deduction on
 
expvvnditure vouchers. 

Discusion 

The Consultant's Egyptian costs
Pound equivalent to $940,448
 
(LE782,]52) claimed from July 31, 1980 through July 31, 1983 were 
examineo by a non-federal audit firm. In their report issued
 
September 18, 1963, the auditors 
questioned costs of LE271,308
 
($326,217) claimed for quarters allowances because the Consultant
 
uia nrt proviue leases for actual housing costs in support ot
 
fixed quarters allowances.
 

USAID/Lgypt reil.tated the costs on the basis that "it is LBI's 
(Consultant) consistent personnel practice to provide a fixed 
living/houing allowance to its employees. This allowance, in 
c,,ypt, is less than authorized for a single person and is 

consiaered reasonable ana acceptable." 

The Con:;ultant continued to claim quarters allowances on the same 
basis. For the period through October 31, 1.984 we questioned 
LL419,603 (incluoing the non-federal aucitor's questioned costs) 
base(i on our interpretation of the contract and AID regulations. 

AID flandlbock 11 (Chapter 4, Cost Principles for Borrower Grantee
 
Contract.) itates; living quarters allowance are 
 to "reimburse an
 
empl oy, e for .Shttantial ly all 
 of the cost for residence
 
quat t(i. ; .... . 

The ho;t count ry contract (Article IX B(2)) states that 
allowances "sj.,] I be reimbursed in accordance with regulations 
governing direct hire AID employees in Cairo...." 

AID employees are governed by Handbook provisions. AID Handbook 
26 de Iins I living quarter,; allowance an being governed by
Stano oaized lheIulatlons (Government Civil ians Foreign Areas).
Section 132.5 ol the Stanuara ]Requlation.s; requires submis:;ion of 
SF 1190 ana "actual annual expenses of rent and utilities, 
Suppor tt, by receipts or other tnat iifactory evidence.... " This 
submission estahl ihen the amount of payment for actual expenses 
not to exceca o maximum hou:ing allowance. 
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The Consultant's fixed housing allowance claimed does not
 
constitute satistactory evidence ot actual expenses, as would
 
lease agreements or rent and utility receipts. Without these, the
 
Consultant's housing allowance costs may not be reimbursable even 
though amounts claimeo may be below authorized maximum amounts. 
Theretore, we question LI419,603 ($504,525) claimed by the 
Consultant for living quarters allowances paid to its employees 
through October 31, 1984. 
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13. Coni]liance And Internal Controls 

Cjiance 

This project was authorized to implement an Agricultural 
Mechanization program in Egypt. The project operated within that 

authorization. Overall, it operated within the provisions of 
Agency Handbooks and within agreements between USAID/Egypt, the 
Government of Egypt and the technical services contractor, Louis 
Berger International, Inc. Nothing significant came to our 
attention as a result of procedures examined that would cause us 
to believe that untestea items were not in compliance with 
applicable laws ana regulations. But we found that closer 
adherence to AID policy and project agreements was needea. 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 found instances where internal 
controls did not protect All) resources from possible unauthorized 
use. These were in the arc-as of credit funcs, project property, 
operating expense fund and vehicles (See page 8). We have 
recommended corrective action in this report as appropriate. 
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C. Other Pertinent Matters
 

GOE Prfpject Spport Not Monitored 

USAID/Egypt haal not rlocuImentea Government of Egypt contributions 
to the project. According to Goverinent officials, project 
coitiribution.u: were not reporteo because, USAID/Lgypt bad not 
a ,'Ked for Zin -Iccount i ivj . Thuis , USAl D/I'.yYlpt cou la not be sure the 
G;vernmeont n . 1:qyrt haa net its obligations unoer the Grant 
.,,.''veWCIlt to provioe project tinancial support. 

The Crant Aq I.cciIc-r t (!(t CL. 3.2) an it-; financial plan (Annex I 
Attachment) sp-'C if i C.,I that the Gover nn'ent ot Egypt would 
cont :ibut the Egy pt l n poun equivalent of $7.1 million 
in(l'uuiIg " In- kind" co:sts, it uda not say how the Governn-crnt of 
Egypt woulo acmon;tr,te its financial support to the project. 
Iiu .v i , ';,ectiOn B.5 reciuire'O the ( GrantOe to I Urnish hI0 ,;uch 
intormat ion oia reports; as All) :ay reasonaIbly rCLuPAt. 

Mi.i Ii. the (.,ve:nr.cnt ol. Egylt had atue observible cont i oution6 
to the projct sulct: zo; !;ta: ring ano fIcI Itls, and hat) thereby 
(I!'onIt ttl projct ;iqjpor t, the extent ot total contributionfs 
had not 1,t,., r portt(i to UU.lA1./y1pt. Uis IL E yp t 1 t ,.questIt'Lou 
the';e rtf or t.; un-er te Gi ant (Sect. 11.5) to fulfill itt 
i oili tore Iii i ; - i, l it t- to that 01oveOfi -:, nu eio:ure the cl-

.qyJ)t met.t: it:; $7.1 i ,illlon obIIgat Ion under the Giant Ajgr enent.
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AUDI'T OF'
 
AID'S AGRICULTURAL MECIHANIZATION PROJECT
 

PROJECT NO. 263-0031
 

PART IlI - EXHIBITS AND APPENDICES 



EXHIBIT 1
 

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

1. Louis Berger Int'l, Inc.
 

Contract Services 


4. Commodities 


3. Training - U.S. and 
Thiro Countries 

4. Credit Funds 


5. Local Opurating Expense
 
Account - COE Support 


6. Lvaluation - Special 
Stua ies 

7. Mincellaneous 

8. Uncommitted 


Funds Obligated 


Commitments 


$ 7,973 

6,093 


741 


9,500 


7,Q98 


92 


2 


$32,299 


7_0
 

$40,000 
summ.. 


Disbursements
 

$ 5,776
 

5,343 j/
 

446
 

9,500
 

4,029
 

89
 

2
 

$25,185
 

$25,185
 
=mms
 

l/ Includies vehiclen procured at cost of $374,000. 



APPENDIX 1
 

LIST OF RECOMMENDATIONS
 

Pa.ge 

4
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/Egypt's new National Agriculture
 
Research Project; and
 

c. 	reprogram or aeobligate excess funds.
 

8
Recommendation No. 2 


We recommend that USAID/Egypt:
 

a. 	provide guiaance to the Government of Egypt on
 
how to maintain books and records needed to
 
comply with the Grant Agreement control and
 
reporting requirements tor the creait tuna 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 funas were used as intended, and
 
submit required reports to USAID/Egypt in
 
accor(Iance with the letters of unaerstanding; 
ana 

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

8
Recommendation No. 3 


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

12
Recommendation No. 4 


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