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UNITED STATES OF AMERICA
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT 

December 12, 1991
 

MEMORANDUM FOR 	D/UBAID/Egypt, Henry H. Basford
 

FROM Z RIG/A/C (A), Reuben H. Hubbart Jr.
 

SUBJECT: 	 Audit of Local Expenditures of Harza Engineering
Company Under USAID/Egypt Project No. 263-0132
 
(Letter of Commitment No. 263-0132-SO)
 

The attached report dated 
June 30, 1991 by Price Waterhouse
presents the results of 
a financial audit of Harza 
Engineering
Company's (Harza's) local expenditures under Letter of Commitment
No. 263-0132-50 with USAID/Egypt. 
 Harza provides technical
assistance to Nile
the Water Authority in developing and
implementing a nationwide telemetry information collection system
to automatically transmit water data for management of the water
level in the Aswan High Dam. 
 Harza is also contributing to the
development and implementation 
of the telemetry communications
system and automation of controls on selected Nile canals.
 

We engaged Price Waterhouse to perform a financial audit of Harza's
local expenditures for the period February 19, 1989 to November 30,
1990. 
 The purpose of 	the audit was to evaluate the propriety of
costs incurred in this period. 
 In performing the audit, Price
Waterhou-e evaluated Harza's internal controls and compliance with
applicable laws, regulations and contract terms 
as necessary in
forming an opinion regarding the Funds Accountability Statement.
 

Price Waterhouse questioned $5,312 in costs billed to A.I.D. by
Harza. 
The questioned costs consist of refundable housing deposits
which, according to generally accepted 
accounting principles,
should not be tre&ted as a cost unless the deposit is not refunded
at the end of the lease. Price Waterhouse also noted certain
matters involving the internal control structure of HArza that they
considered to 	be reportable conditions. Conditions observed at
Harza include inadequacies in its Egypt-based accounting system and
inadequate safeguarding 
of assets. Finally, Price Waterhouse
reported that Harza hand-carried certain project commodities into
Egypt without complying 
with the required customs clearance
 
process.
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APO Now York 09674-0006 Garden City, Cairo, Egypt FAX (01 1-202) 355-4318 
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In their response to the questioned costs, Harza management claimed
that, in their experience, "hcusing deposits are never returned by
landlords" in many countries. 
However, Harza's own experience in
Egypt, as identified in its management comments, indicates that it
has had a housing deposit returned in one out of the two leases it
terminated. Furthermore, by claiming 
no additional costs are
incurred, other than exchange rate variances which accrue to A.I.D.
 as a result of this practice, Harza ignores the implicit interest
incurred by the Federal government in paying this disbursement at
the beginning of the lease rather than at the end.
 

Harza's management comments regarding Price Waterhouse's reportable
internal control conditions indicated 
 that, on the whole,
management considered its current accounting system to be adequate.
In response to the auditors comments 
regarding safeguarding of
assets, Harza noted that it has changed its policy concerning check
signatories and that, under the 
leadership of the MiniAry of
Public Works and Water Resources, a fixed asset control system
would be completed no later than February 1, 1992. Harza also
acknowledged 
its skirting of required customs procedures

regard to certain commodities and stated a 

with
 
willingness to meet with
A.I.D. and the Ministry to rectify the situation.
 

Recommendation No. 1: 
 We recommend that USAID/Egypt

resolve the questioned costs and prorata 
fee of $5,312

appearing on page 8 of the audit report.
 

Until we are advised of USAID/Egypt's determination regarding the
questioned and unsupported costs, this recommendation is considered
unresolved. The recommendation can be resolved when we receive the
Mission's formal determination as to the amounts sustained or not
sustained. 
 It can be closed when USAID/Egypt issues a bill of
collection for any amounts determined to be owed A.I.D.
 

Ujommendation No. 2: 
 we 
 recommend that USAID/Egypt

negotiate a 
deadline with the GOB for completion of the fixed
 
asset control system.
 

This recommendation is considered resolved as 
the Mission has
negotiated a January 15, 
1992 deadline for GOE completion of the
fixed asset control system. Recommendation No. 
2 can be closed
when the Mission provides documentation indicating that the
completed fixed asset control system has been reviewed and approved

by USAID/Egypt.
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Recommendation No. 3: 
 We recommend that USAID/Egypt meet

with Harsa and the Ministry to devise a strategy for
legitimizing project commodities which were not 
processed

through required customs channels.
 

This recommendation is considered resolved and closed since Harza
has corrected the legal status of project commodities.
 

Recommendation Nos. 
1 and 2 will be included in the Inspector

General's audit recommendation follow-up system.
 

Please advise this office within 30 days of any actions planned or
taken to close the recommendations. We appreciate the courtesies

extended to the staff of Price Waterhouse and to our offide.
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June 30, 1991
 

Mr. Frederick A. Kalhammer
 
Regional Inspector General for Audit
 
United States Agency for
 
International Development
 

Mission to Egypt
 
Cairo, Egypt
 

Dear Mr. Kalhammer:
 

This report presents the results of our audit of the
 
host country contract between Harza Engineering Company

(Harza) and the Government of Egypt (GOE) Nile Water
 
Authority (NWA) of the Ministry of Public Works and

Water Resources (MPWWR) for technical services for the
 
main system management component (MSM) of the
 
Irrigation Management Systems (IMS) Project. 
This
 
contract is funded by the United States Agency for
 
International Development (USAID) Letter of Commitment
 
263-0132-50 under Project Number 263-0132.
 

Backaround
 

The purpose of the project is to provide the IMS
 
project with timely data and a nationwide communication
 
system that will allow for the efficient management of
 
Egypt's existing water supplies. The MSM component

will provide modern flow measurement equipment, an
 
evaluation of the benefits of an automated water
 
distribution system and a meteorburst telemetry system

to include 300 remote data collection sites.
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The project began in 1977 as a pilot program to measure
water levels using telemetry technology. The pilot

program was expanded in 1982 and 1983. 
 During the
 
course of the project, amendments were ratified that:
 

1) 	 Provided for a nationwide telemetry
 
information collection system to
 
automatically transmit water data to manage

the water level in the Aswan High Dam, and;
 

2) 
 Authorized continued development of the
 
telemetry communications system and
 
automation of controls on selected
 
canals.
 

In February 1989, Harza Engineering Company, a Chicago
based multidisciplinary consulting engineering firm,

assumed the contractor's responsibility and budget for
the project. 
The IMS project has been extended until

1995. 
 Harza and MPWWR have informally agreed to

proceed with full development plans until an actual

amendment is ratified in the latter half of 1991.
 

The period of our audit covers Harza's efforts from the

time they assumed contractor responsibilities on
 
February 19, 1989 until November 30, 1990.
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Audit Objectives and Sco92
 

The objective of this engagement was to perform a financial

and compliance cost-incurred audit of A.I.D. funds provided to

Harza pursuant to host country contract Letter of Commitment
 
Number 263-0132-50 under USAID/Egypt's IMS Project

No. 263-0132. 
The audit was limited to local expenditures for

the period from February 19, 1989 through November 30, 1990.
 
Specific objectives were to determine whether:
 

- The fund accountability statement for Harza presents

fairly, in all material respects, project revenues and
 
costs incurred and reimbursed for the contract in

conformity with applicable accounting principles;
 

- the costs reported as incurred under the contract are in

fact allowable, allocable, and reasonable in accordance
 
with the terms of the contract and A.I.D. Handbook 11,
 
Chapter 4;
 

- the internal controls, accounting systems and management

practices of Harza are adequate; and
 

- Harza is in compliance with the contract terms (including
standard contract provisions) which may have affected the 
costs incurred under the contract. 

Preliminary planning and review procedures were performed from

January to March 1991 and consisted of discussions with
 
RIG/A/C personnel, USAID project officers, Harza officials and
review of the contract agreement. Audit work commenced in

May, 1991 at the Harza MPWWR Office in Cairo and was completed
 
in June, 1991.
 

Our selection of disbursements to be tested was made on a

judgmental basis and was structured to test a majority of
local expenditures. 
We tested local costs incurred in U.S.
dollars and Egyptian pounds and relied on Harza's invoices

which are prepared and presented monthly to USAID/Egypt via
 
MPWWR.
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0 
We tested local expenditures of $2,502,827 out of total
 
expenditures of $3,038,759 (before adjustments and questioned
 
costs).
 

Our tests of expenditures included, but were not limited
 
to, the following:
 

1. 	 Reconciling Harza's accounting records to invoices issued
 
to USAID and testing of costs for allowability;
 

2. 	 Determining that allowances were appropriate and
 
conformed with the terms of the contract and relevant
 
regulations;
 

3. 	Testing of allowances, travel, and per diem claims and
 
determining that these expenditures were supported by

adequate source documents and were properly approved;
 

4. 	 Reviewing salaries as shown on the invoices for
 
compliance with the budgetary terms of the contract; and
 

5. 	 Testing of equipment, commodities and other direct costs
 
for allowability and appropriate support.
 

As a 	part of our examination we made a study and evaluation of
 
relevant internal controls and reviewed Harza's compliance

with applicable laws and regulations.
 

Results of Audit
 

Fund 	accountability statement:
 

Our examination identified $ 5,312 in questionable costs.
 

Internal control structure:
 

We recommended changes to the accounting systems to
 
comply with U.S. government accounting standards and
 
regulations. 
We also recommended implementation of a
 
control system to ensure the proper safeguarding of
 
assets.
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Compliance with agreement terms and applicable laws and
 
regulations:
 

One item of noncompliance was noted with respect to
 
customs clearance procedures not being followed on some
 
imported USAID project equipment.
 

Manaaement Comments
 

Management has accepted our internal control and compliance

findings. 
They have not, however, accepted the questioned
 
cost relating to housing deposits.
 

This report is intended solely for use by the United States
 
Agency for International Development and may not be suitable
 
for any other purpose.
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June 30, 1991
 

Mr. Fredrick A. Kalhammer
 
Regional Inspector General for Audit
 
United States Agency for
 
International Development
 

Mission to Egypt
 
RIG/A/C Office
 
Cairo, Egypt
 

Regert of Independent Accountant.
 
On Fund Accountability Statement
 

We have audited the accompanying fund accountability

statement of Harza Engineering Company (Harza) for the

period from February 19, 
1989 through November 30, 1990.
 
This statement is the responsibility of Harza's
 
management. Our responsibility is to express an opinion
 
on the statement basee on our audit.
 

We conducted our audit in accordance with generally

accepted auditing standards and Government Auditin-

Sndard, issued by the Comptroller General of the
United States. Those standards require that we plan and
 
perform the audit to obtain reasonable assurance about

whether the statement is free of material misstatement.
 
An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the statement.
 
An audit al-jo includes assessing the accounting

principles used and significant estimates made by

management, as well as evaluating the overall statement
 
presentation. 
We believe that our audit provides a
 
reasonable basis for our opinion.
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As described in Note 2, the accompanying financial
 
statement has been prepared on the basis of cash
 
disbursements. Consequently expenditures are recognized

when paid rather than when the obligation is incurred.
 
In addition, the accompanying financial statement has
 
been prepared in accordance with the cost principlessset

forth in A.I.D. Handbook 11. Accordingly, the
 
accompanying statement is not intended to present results
 
in accordance with accounting principles generally
 
accepted in the United States of America.
 

In our opinion, the financial statement referred to above
 
presents fairly, in all material respects, Harza's
 
reimbursable costs for the period from February 19, 1989
 
through November 30, 1990, in conformity with the basis
 
of accounting described in Note 2.
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HARZA ENGINEERING COMPANY (NARZA)

IRRIGATION MANAGEMENT SYSTM PROJECT 

LETTER OF COMMITMENT NMBME 263-0132-50 
FUND ACCOUNTABILITY STATEMEN_ 

For the period from February 19, 
1989 through November 30, 1990
 

Fund Accountability 
 Questioned Reimbursable 
 Audit
Statement 
 Adjustments Reclassification 
 Costs 
 Costs Finding
(Note 1) (Note 4) 
 (Note 5) (Note 6) (Note 7) 
 Reference
 

Salaries and
 
differentials 
 $634,155 


$634,155
Overhead 
 860,753 

860,753
 

Subcontractors and
 
local hire 452,414 (4,976) 


447,438

Travel, Transportation
 
shipments, storage,
 
housing, educational
 
allowance,and other

direct costs 
 444,162 (10,084) (7,343) (5,022) 421,713
Equipment 
 391,314 (379) 7,343 
 398,278
Training 80,116 (22) 
 80,094
 

SUBTOTAL 2,862,914 (15,461) 
 0 
 (5,022) 2,842,431
 

Fixed fee 
 175,845 (892) 
 0 (290) 174,663 


TOTAL 
 3,038,759 (16,353) 
 0 
 (5,312) 3,017,094
 

See accompanying notes to fund accountability statement
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3133A =2GInUNRIMG COJMANUyIRRIGATION NRNAGNT UYITEMf PROJECT 

=ThO TO IUND AcCOUniTAILiTY STATEKIMT 

NOTE 1 - SOURCE OF DTI\ 

The first column, labeled "Fund Accountability Statement", is

the responsibility of Harza Engineering Company (Harza) and
 
represents the cumulative charges taken from -narza'smonthly

invoices for th 
period from February 19, 1989 through

November 30, 1990. 
 The other columns have been developed'for

the purpose of this report based on our audit of those
 
amounts.
 

NOTE 2 
- BASIS OF ACCOUNTING
 

The fund accountability statement has been prepared on the

basis of cash disbursements. Ccnsequently, expenses are
 
recognized when paid rather than when the obligation is
 
incurred. Additionally, the statement has been prepared in

accordance with the cost principles set forth in A.I.D.
 
Handbook 11, Chapter 4, which prescribes the nature and
 
treatment of reimbursable costs not specifically defined in
 
the contract.
 

NOTE 3 - DESCRIPTION OF CONTRACT 

The contract is 
a host country cobc-reimbursable-plus-fixed
fee contract between Harza and the Ministry of Public Works
 
and Water Resources (MPWWR). The contract is funded by United
 
States Agency for International Development Letter of
 
Commitment 263-0132-50 under Project Number 263-0132.
 

The accompanying fund accountability statement includes
 
funding of U.S. dollars expended as Egyptian pounds as well as

U.S. dollars. These costs were expended locally by Harza for
 
the IMS project.
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NOTE 4 - ADJUSTMENTS 

Adjustments represent billing adjustments made by Harza
 
subsequent to November 30, 1990 which resulted from our audit

work. 
These include a reversal of costs incorrectly billed as
 
dollars which were incurred in Egyptian pounds and a reversal
 
of tuition fees paid on behalf of the subcontractor.
 

NOTE 5 - RECLASSIFICATION
 

Certain other direct costs have been reclassified to equtiument

to ',eflect the proper classification of these amounts.
 

NOTE 6 - OURSTIONED COSTS
 

Questioned costs consist of audit findings proposed on the
 
basis of the terms of the contract and the accounting

principles described in Note 2. 
Costs in the column labeled
 
"questioned costs" are supported by vouchers or other
 
documentation and could be called "supported questioned

costs." All questioned costs are detailed in the "Fund
 
Accountability Statement 
- Audit Findings" section of this
 
report.
 

NOTE 7 - RZIMDURSEBLE COSTS
 

Reimbursable costs consist of the contract costs paid,

expressed in the first column, net of adjustments,

reclassifications, and questioned costs.
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X GItATZON KAUGZ T SYBTM PROCT 

LETTEF01 CO MNUEIT nIl 263-0132-50 
UND ACCOUNTAILITY STTMENT 

AUDIT FINDINGB 

Our audit procedures identified the following costs billed to the
 
contract that are questionable.
 

Questioned
 
Costs
 

1) Other direct cost 
charges not in compliance
with contract regulations $ 5,022 A 

2) Fixed fee as recomputed 
due to the effect of 
questioned costs. 2 B 

Notes: 

A. Other direct costs
 

Refundable housing deposits were billed
 
to A.I.D. These amounts are not
 
expenses incurred by Harza and
 
therefore are considered questioned
 
costs. 
 $ 5,022 
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Findingsa 

The fixed fee is calculated in accordance with the provisions of
 
the contract based upon the questioned cost appearing above.
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June 30, 1991
 

Mr. Frederick A. Kalhammer
 
Regional Inspector General for Audit
 
United States Agency for
 
International Development
 

Mission to Egypt
 
RIG/A/C Office
 
Cairo, Egypt
 

Report of Independent Accountants 
on Internal Control 

We have audited the fund accountability statement of
 
Harza Engineering Company (Harza) for the period from
 
February 19, 1989 through November 30, 1990 and have
 
issued our report thereon dated June 30, 1991.
 

We conducted our audit in accordance with generally

accepted auditing standards and Government Auditing

S r, issued by the Comptroller General of the
 
United States. Those standards require that we plan and
 
perform the audit to obtain reasonable assurance about
 
whether the fund accountability statement is free of
 
material misstatement.
 

In planning and performing our audit of the fund
 
accountability statement of Harza for the period from
 
February 19, 1989 through November 30, 1990, we
 
considered its internal control structure in order to
 
determine our auditing procedures for the purpose of
 
expressing our opinion on the fund accountability
 
statement and not to provide assurance on the internal
 
control structure.
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0 
The management of Harza is responsible for establishing

and maintaining an internal control structure. 
In
 
fulfilling this responsibility, estimates and judgements

by management are required to assess the expected

benefits and related costs of internal control policies

and procedures. The objectives of an internal control
 
structure are to provide management with reasonable, but
 
not absolute, assurance that assets are safeguarded ,

against loss from unauthorized use or disposition, and

that transactions are executed in accordance with
 
management's authorization and recorded properly to
permit the preparation of reliable financial reports and
 
to maintain accountability over the entity's assets.

Because of inherent limitations in any internal control
 
structure, errors or irregularities may nevertheless
 
occur and not be detected. Also, projection of any

evaluation of the structure to future periods is subject
to the risk that procedures may become inadequate because

of changes in conditions or that the effectiveness of the
 
design and operation of policies and procedures may
 
deteriorate.
 

For the purpose of this report, we determined the
 
significant internal control structure policies and

procedures to be in the category of disbursements. For
the internal control structure relating to disbursements,
 
we obtained an understanding of the design of relevant
 
policies and procedures and whether they have been placed

in operation, and we assessed control risk.
 

We noted certain matters involving the internal control
 
structure and its operation that we consider to be

reportable conditions under standards established by the

American Institute of Certified Public Accountants.
 
Reportable conditions involve matters coming to our
 
attention relating to significant deficiencies in the

design or operation of the internal control structure
 
that, in our judgment, could adversely affect the
 
organization's ability to record, process, summarize, and
 
report financial data consistent with the assertions of
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management in the financial statement.
 

REPORTABLE CONDITIONS
 

1. 
 A Drolect accounting system should be implemented to
 
account for USAID fund expenditure.
 

Harza does not utilize an appropriate accounting

system to track expenditures related to the IMS
 
project. 
As a result, we noted the following:
 

- Source documents are not filed by type of 
expenditure, but rather are accumulated by 
invoice. 

- Fund accountability statements are not prepared 
as a normal business practice. 

- There is no general ledger used locally to 
record project expenditures. 

- Harza does not maintain any sick-time or annual 
leave records. 

As a result, auditing and accounting for Harza
 
activity required a labor intensive manual exercise
 
to compile and analyze expenditures and to prepare

the fund accountability statement.
 

Recommendation
 

Harza should adopt an accounting system which meets
 
U.S. government accounting standards and
 
requirements. Specifically, the following goals or
 
objectives should be achieved:
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-	 Segregation of duties; 

Utilization of a filing system that is
 
documented, sufficiently controlled and tracks
 
the documents throughout the process;
 

Maintaining a general ledger system to account
 
for all costs and which can be used to prepare

monthly or quarterly fund accountability,
 
statements;
 

Classifying costs clearly among all budget line
 
items; and
 

- Maintaining sick and annual leave records to 
help evaluate the employees. 

2. 	 A 2roject internal control system should be
 
imlermented to safeauard assets:
 

Harza, relying on the ministry's procedures, does
 
not apply an internal control system to safeguard
 
assets. 
As a 	result, we noted the following:
 

- The team leader signed blank checks to
 
facilitate the work while he is on vacation,
 
which were kept by the financial manager.
 

- Harza does not maintain a complete and current
 
fixed asset register to keep track of all fixed
 
assets. They recently developed a fixed assets
 
list. However, it is neither complete nor
 
accurate.
 

Recommendation
 

Harza should adopt an internal control system to
 
safeguard assets that complies with the USAID
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regulations and generally accepted accounting
 
principles.
 

A material weakness is a condition in which the design or
 
operation of the specific internal control structure
 
elements does not reduce to a relatively low level, the
 
risk that errors or irregularities in amounts that would
 
be material in relation to the financial statements Peing

audited may occur and not be detected within a timely

period by employees in the normal course of performing
 
their assigned functions.
 

Our consideration of the internal control structure would
 
not necessarily disclose all matters in the internal
 
control structure that might be reportable conditions and
 
accordingly, would not necessarily disclose all
 
reportable conditions that are also considered to be
 
material weaknesses as defined above. 
However, we
 
believe none of the reportable conditions described above
 
is a material weakness.
 

This report is intended for the information of Harza's
 
management and for the United States Agency for
 
International Development. 
The restriction is not
 
intended to limit the distribution of this report which
 
is a matter of public record.
 

i4kLL L*J 0--C"-L 
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Mr. Fredrick A. Kalhammer
 
Regional Inspector General for Audit
 
United States Agency for
 
International Development
 

Mission to Egypt
 
RIG/A/C Office
 
Cairo, Egypt
 

ReRort of Indevendent Accountants
 
on Comuliance With Laws and Regulations
 

We have audited the fund accountability statement of
 
Harza Engineering Company (Harza) for the period from
 
February 19, 1989 through November 30, 1990 and have
 
issued our report thereon dated June 30, 1991.
 

We conducted our audit in accordance with generally

accepted auditing standards and the standards for
 
financial audits contained in Government Auditina
 
Standards, issued by the Comptroller General of the
 
United States. Those standards require that we plan and
 
perform the audit to obtain reasonable assurance about
 
whether the fund accountability statement is free of
 
material misstatement.
 

Compliance with laws, regulations and contracts
 
applicable to Harza is the responsibility of Harza's
 
management. 
As part of our audit, we performed tests of
 
Harza's compliance with certain provisions of laws,
 
regulations, contracts and binding policies and
 
procedures. However, it should be noted that we
 
performed those tests of compliance as part of obtaining

reasonable assurance about whether the fund
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accountability stitement is free of material
 
misstatement; our objective was not to provide an opinion
 
on overall compliance with such provisions.
 

Our testing of transactions and records selected
 
disclosed one instance of noncompliance with those laws
 
and regulations, which is identified in the "Report on 
Compliance-Audit Finding" section of this report.
 

The result of our tests indicate that, with respect to
 
the items tested, Harza complied, in all material
 
respects, with the provisions referred to in the third
 
paragraph of this report. 
With respect to items not
 
tested, nothing came to our attention that caused us to
 
believe that Harza had not complied, in all material
 
respects, with those provisions.
 

This report is intended for the information of
 
management, and others within the organization and the
 
United States Agency for International Development. This
 
restriction is 
not intended to limit the distribution of
 
this report which is 
a matter of public record.
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H[URA WEGINEERING COMPANY
 
IRRIGATION MAGE MNT SYSTEM PROJECT 

LETTn OF CONAITZZNT NUMBR 263-0132-sq
 
NOVEMBER 30. 1990
 

REPORT ON COXPLIANCE
 
AUDIT FINDING
 

The following instance of noncompliance with laws and
 
regulations of the contract came to our attention during the
 
audit:
 

1. 	 Customs clearanceorocedures were not followed on some
 
imported USAID 2roiect eauiDment.
 

USAID requires that all A.I.D. financed project equipment

imported to Egypt be sent via air or sea freight and
 
consigned to the project in order to obtain customs
 
clearance (Contractor Notice # 37-89). Additionally,

Harza's contract requires that these customs clearance
 
procedures be followed. 
 (Article VIII G, Procurement
 
Services, Article X, Host Country Taxes, and Section 7
 
(B)(2)(c) of the General Provisions to the Contract.)
 

Recommendation
 

We recommend compliance with the USAID requirement that
 
all USAID project equipment be imported into the host
 
country by air or sea freight. Contract documentation
 
procedures should be followed so as to facilitate
 
obtaining customs clearance on all A.I.D. financed
 
project equipment.
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ENGINEERING COMPANY Consulting Engineers 

Aggendix A 
Page 2 of 6
 

October ! , 199
 

Ms. Cathy Chacko
 
Price Waterhouse
 
4 Road 261,
 
New maadi.
 

File: Harza - 004/8 
 1 

Subject: Response to Harza MSM Project Audit
 

Dear Ms. Chacko;
 

Transmitted herewith 
is Harza's formal response to the -inding.

cited in the Final Draft Audit Report (dated 10/15/91) of the .ISZ

Project local 
budget account. We have attempted to prepare

concise but comprehensive response that addresses every 
issue
 
raised in your draft report.
 

Sincerely,
 

7 

Andrew Tczap
 
MSM Team Leader
 

Encl.: As noted
 

CC: Eng. Soliman Abou-Zeid
 
USAID
 

Sears Tower 233 South Wacker Drive Chicago, Illinois 60606-6392 
Tel: (312) 831-3000 Fax: (312) 831-3999 Telex: 25-3540 
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AUDIT OF
 
HARZA ENGINEERING COMPANY
 

IRRIGATION MANAUEMENT SYSTEM PROJECT
 
LETTER OF COMMITMENT NUMBER 263-0132-50
 

Appendix A: Auditees' response to findings
 

INTRODUCTION
 

Harza -.s reviewed this Final Draft Audit Report and finds it to be
 
genera__y accurate. 
 The Harza field staff would like to commend

the auditors on the manner in which they carried out their field
 
work and to acknowledge several constructive suggestions made by

the audit team that have subsequently been implemented in the Harza
 
field accounting procedures.
 

The remainder of this discussion presents a brief respiise to each
 
of the points raised in the report.
 

ADJUSTMENTS CITED
 

Harza agrees with the adjustments cited and as stated in the
 
report, Harza corrected these items through a credit in Invoice G
29 (month of July 1991).
 

RECLASSIFICATION CITED
 

Harza agrees that certain costs were misclassified and corrected

this situation through a reclassification of the pertinent line
 
items in Invoice G-29 (month of July 1991).
 

OUESTIONED COSTS
 

$5,022. The audit pointed out that Harza paid one month housing

deposits and invoiced the Ministry for these expenses for several
 
employees. The 
auditors do not consider such deposits as

"expenses" since they are returned to Harza at the termination of
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the lease and therefore the auditors concluded that housing
 
deposits are not reimbursable costs.
 

Harza's experience is that in many countries, housing deposits are
 
neve returned by landlords and are a true cost of project

execution for the Consultant. Harza's procedure in this regard,

including AID funded projects worldwide, is to invoice the deposit

and then credit it back to the project if and when the landlord
 
repays it. This has been accepted by clients, including AID, as a
 
general rule.
 

To date, the MSM project experience is that three of five deposits

have been returned and credited to the project. If the deposit is
 
repaid, the only cost to the project is the exchange rate variance.
 
If the deposit is not returned, then this is a true cost to the
 
consultant of executing the project that Harza would 
not have
 
experienced if it were not undertaking the project. It is Harza's
 
understanding that AID recognizes 	 unreturned deposits 
 as
 
reimbursable costs.
 

It is practically impossible to rent suitable expatriate

accommodations in Cairo without paying a deposit. 
USAID recognizes

this as stated on page 33 of USAID Contractor's Handbook for Egypt,

4th Edition, which states "Agree on a small deposit such as cne 
month's rent, ... ". Since AID recognizes deposits as a necessary
cost of housing and housing is reimbursable, Harza believes that 
deposits should be considered to be a reimbursable cost on the 
condition that return of such deposits must be credited to the 
proj ect. 

In order to have a total understanding of this issue, the current
 
status of the deposits cited in the Final Draft Audit Report is
 
presented as follows:
 

Date of
 
Deposit 	 Expense Status
 

Mr. Ruben Dal Monte 12/89 Lease Ongoing
 
LE 3,100 ($1,192)
 

Mr. M.F. Rogers 2/90 	 Lease Terminated 1 Feb
 
LE 3,000 ($1,149) 
 91, Dep. not returned.
 

Mr. D. L. Vance 8/90 	 Lease Terminated 8/91,

LE 3,240 ($1,200) 	 Dep. returned and
 

credited to project.
 

Mr. A. Tczap 6/90 Lease Ongoing
 
LE 4,000 ($1,481)
 

/ / 
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Harza requests that the AID Contracting Office review this

situation as we believe there is sufficient justification to allow
 
housing deposits to be considered reimbursable costs.
 

INTERNAL CONTROL STRUCTURE AUDIT FINDINGS 

The 	 following is Harza's response to the comments related to 
Internal Control issues cited in the Final Draft Audit Report.
 

In general Harza believes that the accounting system used in the
 
field office for controlling the local expenditures is generally

adequate for a Project Office. 
 Harza agrees however that some
 
improvement would be beneficial. In fact, several improvements

have already been made as a result of suggestions made by the audit
 
team. Additional improvements have been identified by the project

staff and will be implemented after concurrence of the Home Office
 
is obtained.
 

Regarding specific comments cited, we offer the following response:
 

1. 	 Document Filing. The project will implement filing of
 
expenditure documents by cost category in addition to the
 
present filing by invoice.
 

2. 	 Statement of Contract Cost. The present system whereby

the Home Office prepares this monthly and attaches it zo
 
each invoice appears to be sufficient -or control
 
purposes. If this is considered inappropriate. .e would
 
be pleased to discuss 
specifics of what is zonsidered
 
necessary and will implement this suggestion if it proves

to be more beneficial to project accounting/management
 
team than the present system.
 

3. 	 General Ledaer. We do not see the benefit of operating
 
a general ledger for local expenditures. :he
 
improvements presently implemented preclude the need for
 
this in Harza's opinion.
 

4. 	 Leave Records. The Final Draft Audit Report does not
 
define what employees this comment relates t: but during

the 9 September meeting to discuss the report it was
 
clarified to pertain to local hires (leave records are
 
kept for expatriates). Since Harza's local hires sign

contracts with MPWWR and not Harza (but are paid from
 
Harza's budget), leave records have been kept by the
 
Ministry's accounting staff. Harza prefers to retain
 
this system but is willing to institute the record
 
keeping if deemed necessary.
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5. 	 Check Sianing. During 1989-1990, only the Team Leader
 
was a signatory on the local bank account but this
 
situation no longer exists. This was rectified in 1991
 
and during the Team Leader's absence on home leave in
 
1991 his designated replacement controlled the checkbook.
 

6. 	 Fixed Asset Register. Harza established a procedure in
 
late 1990 for tracking commodities purchased under the
 
MSM Project. This was completed prior to arrival of the
 
first shipments of imported commodities and consisted of
 
instructions on warehousing procedures and a compinterized

inventory control system. Implementation of the procedure
 
was discussed with MPWWR and it was decided 
that the
 
Ministry would take the lead in implementation of the
 
fixed asset control system with assistance from Harza's
 
local hire staff and Team Leader. Implementation of the
 
fixed asset control system to date has been slow and not
 
all of the Harza procedures have been implemented as
 
defined in the proposed system.
 

The Project Management team recognizes that significant

improvement is required in the implementation of the
 
fixed asset control system. This task has been assigned
 
a top priority for completion in the near future. Both
 
warehousing and record keeping will be imprcved. All ne;;

local procurements and imported shipments arriving after
 
1 October will be warehoused in accordanc, with the Harza
 
system requirements and these commodities will be entered
 
into the inventory control system within two eeks after
..

receipt at the warehouse. Commodities that arrived in
 
country prior to 1 October will be reviewed, properly

warehoused and entered into the inventory control system

starting immediately. It is projected that this task will
 
be accomplished no later than 1 February 1992. Once the
 
system has been brought up to date, it will be used
 
properly and in a timely manner on a routine on-going
 
basis.
 

COMPLIANCE FINDING
 

Harza did in fact hand carry certain small project commodities into
 
Egypt bypassing normal customs clearance procedures. Harza will
 
meet with AID and MPWWR to identify all such items and determine a
 
course of action to rectify the situation.
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NARZA ENGINZERXlG CONPANY 
IRRIXGTION IZAAGEXENT SYSTER PROJECT 

LETTER 0 COU(TXNT NUMBER 263-0132-50 

Appendix B: Auditors' comments
 

On October 15, 
1991 we received Harza's formal response to our
 
final draft report.
 

Our response to Harza's specific comments contained in
 
Appendix A, pages 3 tc, 6 is as follows:
 

Adlustments and Reclassification Cited. paae 3:
 

We determined that the auditee has made the adjustments and
 
reclassification during July 1991 on invoice G-29.
 

Ouestioned Costs. Daaes 3 to 5:
 

S 5.022. Daaes 3 to 5: Harza's management does not dispute

the fact situation relating to the housing deposit issue.
 
Their contention for billing A.I.D. at the inception of the
 
lease term for refundable housing deposits revolves around
 
their understanding of the local landlord practice of not
 
returning housing deposits at the termination of the lease.
 
Additionally, Harza believes that A.I.D. supports their
 
position.
 

Notwithstanding the auditee comments our position is that the
 
definition of allowable rental costs does not include
 
refundable housing deposits (FAR 31.205-36).
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Internal Control Structure Audit Findin s. 2aaes 5 to G:
 

We noted that the auditee has generally accepted implementing
 
our recommendations.
 

Compliance Finding
 

We noted that Harza has accepted our finding and
 
recommendation.
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPmEN-j' 

CAIRO, EGYPT 

DEC 03 1991 
MEMO RAN DUM
 

TO: 	 Philippe Darcy, RIG/A/C
 

FROM: 	 George Wa enhei D/DIR
 

SUBJECT: 	 Draft NFA eport on Local Expenditures of Harza
 
Engineering Co. (Harza) under USAID/Egypt Project N8.
 
263-0132 (L/COMM No. 263-0132-50)
 

Following 	is the Mission response to the recommendations under the
 

subject draft report:
 

Recommendation No. 1:
 

We recommend that USAID/Egypt resolve the questioned costs and
 
prorata fee of $5,312 appearing on page 8 of the audit report.
 

Mission Res~onse
 

Mission is working with the contractor to determine the status of

the questioned costs of $5,312. Mission will request that this
 
recommendation be resolved when the status of questioned costs has
 
been determined.
 

Recommendation No. 2:
 

We recommend that USAID/Egypt negotiate a deadline with the GOE for
 
completion of the fixed asset control system.
 

Mission Response:
 

USAID has 	negotiated a deadline date with the Main Systems

Management Project Director, who indicated that January 15, 1992 is
 
a suitable date, and promised to have the fixed asset register

control system fully operational by then. See attached letter from

the Project Director, dated November 12, 1991 (Attachment No. 1).

Based on this action, Mission requests closure of this
 
recommendation.
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Recommendation No. 3:
 

We recommend that USAID/Egypt meet with Harza and the Ministry to
devise a strategy for legitimizing project commodities which were
 
not processed through required customs channels.
 

Mission Res~onse:
 

In its letter dated November 24, 1991, (Attachment No. 2), Harza
responded to the USAID questions and submitted documents which show
 
that:
 

a) Harza did not intentionally ignore customs clearance procedures

for this equip.ient;
 

b) Harza has rectified and corrected the status of the equipment:
 

- No customs duties were paid.
 
-
The equipment has been registered in the fixed assets log at
 
the MPWWR.
 

-
The equipment has already been legitimized with the Customs
 
Administration.
 

Based on this action, Mission requests closure of this
 
recommendation.
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RIG/A/C Response to USAID/Egypt Comments
 

Recommendation No. 1:
 

This recommendation is considered unresolved as the Mission has not
determined the status of the questioned cost at this time.
 

Recommendation No. 2:
 

As the Mission has negotiated a January 15, 1992 deadline for GOE
completion of the fixed asset control system, this recommendation
is resolved. This can be 
closed when USAID/Egypt provides
documentation that the complete fixed asset control system has been
reviewed and approved by the Mission.
 

Recommendation No. 3:
 

This recommendation is considered resolved and closed.
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