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UNITED STATES OF AMERICA
 

AGENCY FOR INTERNATIONAL DEVELOPMENT
 
OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT
 

March 26, 1992
 

MEMORANDUM FOR D/USAID/Egy~t, Henry H. Bassford
 

FROM : RIG/A/C, P&o 

SUBJECT: Audit of Local Expenditures of Morrison Knudsen
 
Engineers Inc. and Louis Berger International Inc.
 
Joint Venture Under Letter of Commitment No.
 
263-0132-49 (Project No. 263-0132)
 

The attached report dated March 24, 
1992 by Farid Mansour & Co.
 
presents the results of a financial audit of locally incurred costs

of Morrison Knudsen Engineers Inc. and Louis Berger International
 
Inc. Joint Venture (MKE/LBI) under USAID/Egypt Letter of Commitment
 
(L/COM) No. 263-01i2-49. MKE/LBI provides technical assistance,

training, procurement and other services to the Egyptian Ministry

of Public Works under A.I.D.'s Regional Irrigation Improvement

Project.
 

We engaged Farid Mansour & Co. to perform a financial audit of
 
MKE/LBI's local expenditures totaling $1,661,526 for the period

December 12, 1988 to July 31, 1991. The purpose of the audit was
 
to evaluate the propriety of costs incurred during this period. In
 
performing the audit, the auditors evaluated MKE/LBI's internal
 
controls and 
compliance with applicable laws, regulations and
 
agreement terms as necessary in forming an opinion regarding the
 
Fund Accountability Statement.
 

Farid Mansour & Co. questioned $23,019 of MKE/LBI's claimed costs.
 
Questioned costs include costs invoiced to A.I.D. prior to posting

in MKE/LBI's accounting system, unallocable demurrage charges and
 
costs without adequate supporting documentation. The auditors also

noted weaknesses in MKE/LBI's accounting system including

inadequate segregation of duties, weak controls over disbursements
 
and insufficient controls 
over fixed assets. Finally, Farid

Mansour & Co. noted instances of noncompliance with agreement
 
terms.
 

U.S. Mailing Adress # 106, Kasr El Aini St. 
USAID-RIG/A/C Unit 64902 Tel. Country Code (202) Cairo Center Building

APO AE 09839-4902 357-3909 Garden City, Egypt 



Recommendation No. 1: We recommend that 
 USAID/Egypt

resolve questioned costs of $23,019 consisting of ineligible

costs of $1,512 and unsupported costs, including USAID
 
disallovances, of $21,507 as detailed on page 7 of the audit
 
report.
 

This recommendation will be included in the Inspector General's
 
audit recommendation follow-up system. 
 Until we are advised of
 
USAID/Egypt's determination 
regarding the questioned costs,

Recommendation No. 1 is considered unresolved. 
This recommendation
 
can be resolved when we receive the Mission's formal determination
 
as to the amounts sustained or not sustained and can be closed when
 
any amounts determined to be owed to A.I.D. are paid by MKE/LBI.
 

Recommendation No. 2: 
 We recommend that USAID/Egypt

require MKE/LBI to address the inadequate segregation of
 
duties in its accounting function.
 

In most internal control systems, key duties in authorizing,

processing, recording and reviewing transactions are separated

among individuals. However, MKE/LBI has only one accountant and is
 
unable to separate these functions. Accordingly, we recommend
 
USAID/Egypt require MKE/LBI to explain how it has minimized the
 
risk posed by this inadequate separation of duties.
 

This recommendation will be included in the Inspector General's
 
audit recommendation follow-up system. This recommendation can be

resolved when the Mission provides our office a copy of its request

that MKE/LBI address this internal control weakness. The
 
recommendation can be closed 
when we have assessed MKE/LBI's
 
response and USAID/Egypt's follow-up for adequacy.
 

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 Farid Mansour & Co. and to our office.
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March 24, 1992
 

Mr. Philippe L. Darcy
 

Regional Inspector General for Audit
 

UNITED STATES AGENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MISSION TO EGYPT
 

Cairo - Egypt
 

Dear Mr. Darcy
 

This report presents the results of our audit of the host country
 

contract between the joint 
venture of Morrison Knudsen Engineers Inc.
 

and Louis Berger International Inc. (MKE/LBII) and the Government 
of
 

Egypt (GOE) for the Irrigation Improvement Project (LIP), component of
 

the Irrigation Management Systems (IMS) Project No. 263-0132.
 

This cost plus fixed fee contract is funded by United States Agency for
 

International Development Letter of Commitment No. 263-0132-49.
 

BACKGROUND
 

The contract is under the umbrella 
of the LIP, a component of the
 

Irrigation Management Systems (IMS). The main purpose of the LIP is to
 

establish effective control over the water 
resources of the Nile and
 

strengthen the capability and capacity of the Ministry of Public Works
 

and Water Resources (MPWWR) to plan, design, operate, and maintain the
 

water distribution system.
 

The total price of this contract is $12,819,338 in cost and $600,000 in
 

fixed fee. Local expenditures were determined to be $1,674,745.
 

AUDIT OBJECTIVES AND SCOPE
 

The objective of this engagement is to perform a financial audit of the
 

local expenditures billed to USAID/Egypt under L/Com No. 263-0132-49 for
 

the period from December 12, 1988 to July 31, 1991. Specific objectives
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of this audit were:
 

1. 	 Express an opinion on whether the Fund Accountability Statement for
 

NKE/LBII presents fairly, in all material respects, project
 

revenues and costs incurred and reimbursed to the contract in
 

conformity 
with generally accepted accounting principles or other
 

comprehensive basis of accounting, including the cash receipts and
 

disbursement basis and modifications of the cash basis.
 

2. 	 Determine if the costs reported as incurred under the contract 
are
 

in fact allowable, allocable and reasonable in accordance with the
 

terms of the contract and AID Handbook 11, Chapter 4.
 

3. 	 Evaluate and obtain a sufficient understanding of the internal 

control structure of MK9/LBII organization, assess control risk,
 

and identify reportable conditions including material internal
 

control weaknesses.
 

4. 	 Perform tests to determine whether NKE/LBII complied in all
 

material respects with contract terms and applicable laws and
 

regulations.
 

Preliminary planning and review procedures were performed during August
 

1991 and consisted of discussions with RIG/A/C personnel and MKE/LBII
 

officials. We reviewed the contract and the accounting system utiliz3d
 

during the period under examination. Audit work commenced in September
 

1991 at MKE/LBII's office in Shobrah E1 Mezalat and 
was completed in
 

December 1991.
 

Our selection of disbursements to be reviewed was made on a judgmental
 

basis and was structured to test the majority of expenditures. Our
 

review of subcontract costs included visits to 
the main subcontractor
 

(Pacer) head office. Our main objective was examining the account books
 

relating to the subcontract with MKE/LBII and the supporting documents
 

for the billing made to MKE/LBII. The following are the percentages of
 

audit coverage for each MKK/LBII cost line item:
 

1. 	 79% of subcontract costs ($295,403);
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2. 	 69% of travel and transportation coats ($144,006);
 

3. 	 73% of training costs ($149,923); and
 

4. 	 64% of equipment and other direct costs ($563,395).
 

In total we reviewed $1,152,727 of expenses representing approximately
 

70% of all local expenditures.
 

Our audit procedures included, but were not limited to, the following:
 

1. 	 Reconciling MKE/LBII accounting records to invoices issued 
to USAID
 

and reviewing costs for allowability.
 

2. 	 Determining that expenditures were appropriate and conformed with
 

the term of the contract and relevant regulations.
 

3. 	 Reviewing the other direct costs for allowability and appropriate
 

support.
 

As a part of our examination we performed a study and evaluation of
 

relevant controls 
and reviewed MKS/LBII's compliance with applicable
 

laws and regulatioas.
 

RESULTS OF AUDIT
 

Fund Accountability Statement
 

Our examination identified $23,019 in questionable costs, including
 

A?1,507 in unsupported costs, of which $13,219 were invoiced 
to USAID
 

during March 1991 but not posted in MKR/LBII's accounting books.
 

Internal Control Structure
 

Our examination found the internal control of NKE/LBII to be weak in the
 

areas noted below:
 

- Inadequate segregation of duties
 

- No limits on petty cash disbursement amounts
 

- No limits on cheque amounts
 

-	 Lack of control over locally purchased commodities.
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Compliance with Contract Terms and
 

Applicable Laws and Regulations
 

Our examination identified significant noncompliance with certain USAID
 
regulations. Instances of noncompliance noted were that MKE/LBII did
 

not follow AID procedures in purchasing local commodities during 1989.
 

MANAGEMENT COMMENTS 

Management has not accepted the questionable costs identified by the 
audit. Their main objections in our view may be summarized as follows: 

1. 	USAID disallowances 

Management emphasized that those disallowances were erroneously not 

posted to the project ledger although they are part of MKE/LBII 
expenditures. However a corrective action was taken to correct the
 

account ledger during September 1991.
 

2. Questioned costs 

Management expressed their opinion on questioned costs that these 
costs were expended in conformity with USAID regulations and 

contract terms. 

3. 	Unsupported costs
 

Management believe that most of the unsupported costs are supported
 
with 	 true copies of the original documents which are sufficient in 

their view.
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Mr. Philippe L. Darcy
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UNITED STATES AGENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MISSION TO EGYPT
 

Cairo - Egypt
 

FUND ACCOUNTABILITY STATEMENT
 

Report of Independent Accountants
 

We have audited the Fund Accountability Statement of the Joint 
venture
 

between Morrison Knudsen Engineers Inc. and Louis Berger Int'l Inc.
 
(MKE/LBII) for the period from December 12, 
 1988 to July 31, 1991
 

relating to expenditures incurred in Egypt under L/Com. No. 263-0132-49.
 

The Fund Accountability Statement is the responsiblity of MKE/LBII 

management. Our responsibility is to express an opinion on the Fund 

Accountability Statement based on our audit. 

Except as discussed in the next paragraph, we conducted our audit in
 
accordance with generally accepted auditing 
standards and the financial
 

audit requirements of Government 
Auditing 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 financial statement 
is free of material misstatement. An
 
audit includes examining, on a test 
basis, evidence supporting the
 

amounts and disclosures in the Fund Accountability Statement. An audit
 

also includes assessing the accounting principles used and significant
 

estimates made by the management, as well as evaluating the overall
 

presentation of the Fund Accountability Statement. We believe that our
 

audit provides a reasonable basis for our opinion.
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We did not meet the Continuing Education requirements, listed in
 
Paragraph 6 of Chapter 3 of the Government Auditing Standards.
 

Additionally, we did not have an external quality control review by an
 
unaffiliated audit organization as required by Paragraph 46 of Chapter 3
 

of Government Auditing Standards since 
no such quality review program is
 
offered by professional organizations in Egypt. We believe that the
 

effect of this departure from the financial audit requirements of
 
Government Auditing Standards is not material because we 
participate in
 
the Coopers & Lybrand (C&L) worldwide internal quality control program
 

which requires the C&L Cairo office to be subjected, every two years, to
 

an extensive quality control review by partners and managers 
from other
 

C&L offices.
 

As 
described in Note 1, the Fund Accountability Statement was prepared
 
on the modified cash basis of accounting, which is a comprehensive basis
 

of accounting other than Generally Accepted Accounting Principles.
 

In our opinion, except 
for $23,019 identified by us as questionable
 
costs, the Fund Accountability Statement referred to presents fairly in
 

all material respects MKE/LBII's local expenditures for the period from
 
December 12, 1988 to July 31, 1991, in conformity with the modified cash
 

basis of accounting.
 

This report is intended solely for the use of the United States Agency
 
for International Development and 
 MKE/LBII's management. This
 

restriction is not intended to limit 
the distribution of this report
 

which is a matter of public record.
 

Cairo - EGYPT
 

January 5, 1992 
 Farid S. Mansour
 



AUDIT OF LOCAL EXPENDITURES 
OF MORRISON KNUDSEN ENGINEERS INC. 
AND LOUIS BERGER INTERNATIONAL INC. 

JOINT VENTURE 

IRRIGATION IMPROVEMENT PROJECT 

Letter of Commitment No. 263-0132-49 

FUND ACCOUNTABILITY STATEMENT 

(US DOLLARS)
FOR THE PERIOD FROM DECEMBER 12 1988 TO JULY 31, 1991 

CATEGORY 

Subcontracts 

Travel and 
transportation 

Training 

Equipment & other 
direct cost 

PROJECT LEDGER 

ENDING BALANCE 

TOTAL 

us $ 

374,357 

207,863 

200,620 

88.686 

FISCAL 
BILLING 

& RECVD 

FROM AID 

us $ 

374,357 

207,863 

206,742 

885783 

USAID 

DISALLOWANCES 

us $ 

_ 

(6,122) 

(7097) 

AUDIT QUESTIONED COSTS 

QUESTIONED UNSUPPORTED 
COSTS COSTS 

us $ us $ 

-

(4O0) (1,514) 

(1112) ( 714983) 

TOTAL 

us $ 

(1,914) 

(6,122) 

FINAL 

AUDITED 

COSTS 

us $ 

374.357 

205,949 

200,620 

810,800 

Total 
L nin L&Laif 



AUDIT OF LOCAL EXPENDITURES
 

OF MORRISON KNUDSEN ENGINEERS INC.
 

AND LOUIS BERGER INTERNATIONAL INC.
 

JOINT VENTURE
 

IRRIGATION IMPROVEMENT PROJECT
 

Letter of Commitment No. 263-0132-49
 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

NOTE 1 - Organization and basis of presentation
 

The Fund Accountability Statement has been prepared on the modified cash
 

basis of accounting; consequently, billings to USAID are recorded on the
 

accrual basis while costs invoiced are recorded on the cash basis. In
 

addition the statement has been prepared in accordance with the cost
 

principles set forth in AID Handbook 11, Chapter 4.
 

NOTE 2 - Description of contract
 

The contract is a cost reimbursable plus fixed fee host country contract
 

between MKE/LBII and the Ministry of Public Works and Water Resources
 

for the provision of technical services to the Irrigation Improvement
 

Project. The contract is funded by USAID L/Com No. 263-0132-49.
 

Note 3 - USAID disallowances
 

(See Audit Finding No. 1.)
 

NOTE 4 - Questioned and unsupported costs 

Questioned and unsupported costs consist of audit findings based on the 

terms of the contract and the cost principles described in Note 1 above 

and are detailed in the Fund Accountability Statement - Audit Findings 

section of this report.
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AUDIT OF LOCAL EXPENDITURES
 

OF MORRISON KNUDSEN ENGINEERS INC.
 

AND LOUIS BERGER INTERNATIONAL INC.
 

JOINT VENTURE
 

IRRIGATION IMPROVEMENT PROJECT
 

Letter of Commitment No. 263-0132-49
 

FUND ACCOUNTABILITY STATEMENT
 

AUDIT FINDINGS
 

1. USAID DISALLOWANCES
 

The following costs shown as differences between the project ledger
 

balances and the amounts billed to USAID were 
costs billed to USAID
 

through the consolidated invoice but not posted to the project ledger.
 

JOURNAL QUESTIONED UNSUPPORTED 

VOUCHER DATE COSTS COSTS TOTAL NOTES 

LE. US$ LE. US$ LE. US$ 
N/A Mar, '91 - - 6,121 6,121 

N/A Mar, '91 - - 7.098 7.098 

Total IL= IL= 

N/A not applicable
 

Auditee's response:
 

As was noted by the former Administrator, Mr. R.D. Lowery In his letter
 

dated 11 September 1991 this discrepancy was the result of payments made
 

to a subcontractor, PACER Consulting, for translation services.
 

The payments were billed to USAID in 
the September consolidated invoice
 

through adjusting entries, eliminating the above noted variance.
 

Accordingly, such amount was adjusted in our books In September 1991.
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2. QUESTIONED AND UNSUPPORTED LOCAL TRAVEL
 

AND TRANSPORTATION COSTS
 

JOURNAL QUESTIONED UNSUPPORTED 

VOUCHER DATE COSTS COSTS TOTAL NOTES 

LE. US$ LE. US$ LE. US$ 

14 4/24/89 1,203 1,203 A 

8 6/13/89 250 97 250 97 B 

5 7/25/89 369 369 C 

5 9/14/89 214 214 D 

8 11/02/89 80 31 80 31 E 

NOTES
 

a. $1.203
 

The amount represents the cost of personal effects shipment which is not
 

supported by an original invoice or cost statement.
 

Auditee's response:
 

The original cost statement was used by the team member to clear
 

Egyptian customs. The copy of the cost statement supporting the
 

claim is a clear and true copy.
 

b. 297
 

The amount represents the cost of ranting a private car for an
 

employee. The rental was not authorized (original amount LE. 250).
 

Auditee's response:
 

When MKE/LBII first arrived in Egypt, to begin work under their
 

contract, there were insufficient project vehicles made available
 

to the contractor. In this instance the team's administrative
 

assistant used his own car for 5 days of official travel to
 

Alexandria. He was paid LB. 50 per day for car rental. The
 

contract allows reimbursement for transportation budget item No. 4,
 

travel and transportation, shipment/storage etc.
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c. $369
 

The amount represents the cost of demurrage charges on a household 

effects shipment. We believe that if this is the fault of the team 

member, USAID/HGYPT should not reimburse the project for such cost. 

Auditee's response:
 

The team member was not at fault. All personal effects shipments 

are handled by a local agent hired by MKE/LBII. Demurrage in this 

case could have occured for various reasons, ship waiting to enter
 

the port, custom delays, etc, but the exact reason is unknown.
 

d. $214 

The amount represents the cost of shipping personal effects not
 

supported by an original invoice or cost statement.
 

Auditee's response: 

This charge was for an airway bill for the shipment of personal 

effects. The original cost statement was used by the employee to 

clear customs. The copy of the cost statement is clear and it Is a 

true copy. 

e. !
 

The amount represents a taxi fare for a trip from Aswan to Bsna which we
 

consider excessive and unreasonable. (the original amount was IE. 80)
 

Auditee's response:
 

The area engineer in Bana was provided this taxi by the
 

undersecretary of The Ministry of Public Works and Water Resources
 

(NPWWR) for Upper Egypt for a business trip from Aswan to Bona.
 

The Under Secretary informed the area engineer that the fee was LE.
 

80 and the area engineer paid it. He received a receipt for the 

charge. Since this fee was approved by a high level MPWWR
 

official, it should be reimbursable to MKR/LBII.
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3. 	 QUESTIONED AND UNSUPPORTED LOCAL EQUIPMENT
 

PURCHASES AND OTHER DIRECT COSTS
 

JOURNAL QUESTIONED UNSUPPORTED
 

VOUCHER DATE COSTS -COSTS TOTAL NOTES
 

LE. US$ LE. US$ LE. US$
 

5 6/08/89 80 80 A
 

5 7/25/89 3,032 3,032 B
 

15 11/02/89 1,300 513 1,30 513 C
 

6 12/28/89 527 527 D
 

5 1/23/90 2,622 2,622 2
 

6 1/25/90 2,850 1,112 - 2,850 1,112 F
 

NOTES
 

a. 	 $80
 

The amount represents the value of books (publication) purchased from an
 

indivdual without a formal invoice.
 

Auditee's response:
 

These publications are from the International Comittee for
 

Irrigation and Drainage (ICID) and can only be purchased from them 

(ie. can not be found in a bookstore). In this case the team 

leader purchased the publications from an individual for project 

use. He did so to save the time of ordering from ICID which has 

its headquarters in India. The purchase was approved by the 

Irrigation Improvement Project director. 

b. 	 $3.032 

The amount represents the value of educational allowance for a team 

member's son. The amount is not supported by original invoice. 

Auditee'a response:
 

The copy of the cost statements is for educational costs, an
 

authorized reimbursable cost under the contract (educational
 

allowance). The team member kept the original for paying his son's
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school costs. The copy used for reimbursement is clear and a true
 

copy.
 

a. $513 

The amount represents the cost of repairing a vehicle but is not
 

supported by any invoice or cost statement. We were enable to identify
 

the nature of the repairs performed on the vehicle and whether the cost
 

of the repairs was reasonable as a hand written receipt which did not
 

detail the services performed was attached. (The original amount is
 

LE. 1,300.)
 

Auditee's response:
 

The repair charges were for the vehicle assigned to the area
 

engineers. The area engineer requested his driver to get the
 

repairs done. The driver had the car rej:aired by a mechanic who 

gave him the receipt. Although the receipt has no government tax 

stamp, the receipt is an original signed by the mechanic. The 

charges are reasonable for the work performed. 

d. $527 

The amount represents the cost of software supplied and paid for by 

another lKR project operating in Egypt. However, the cost is not 

supported by an invoice or a cost statement. 

Auditee's response:
 

This software is sold by Microtech under license. It is used for
 

administrative purposes (payroll). MKS did previously purchase the
 

software for its Preventative Maintenance project term. The same
 

software was purchased by MKS for the lIP. Since this software is
 

licensed, it is impossible to copy, therefore each set must be
 

purchased from the distributor.
 

e. $2.622
 

The amount represents the value of educational allowance for a team
 

member's son. The amount is not supported by original invoice.
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Auditee's response: 

The copy of the cost statements is for educational costs, an 

authorized reimbursable cost under the contract (educational 

allowance). The team member kept the original for paying his son's 

school costs. The copy used for reimbursement is clear and true 

copy.
 

f. $1.112
 

The amount represents the cost of computer training. The supporting
 

vouchers are not evidence for the necessary approvals for such cost.
 

Auditee's tesponse:
 

This training was for MK/LBII local staff to enable them to use 

specific software for spreadsheets, report preparations and other 

business correspondence. The cost was charged under budget item 6
 

which covers local staff costs. Budget item 5 is for training of
 

MPWWR staff and action memos are required for this training, 

however in this case the training was not for NPWWR staff. 
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113EI-Sawre Street Inassociation with

S Heliopolls 1341 Coopers & Lybrand (International)

Mansour& Co. telephone 2916058
fax 2913286 
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our reference 

Mr. Philippe L. Darcy
 

Regional Inspector General for Audit
 

UNITED STATES AGENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MISSION TO EGYPT
 

Cairo - Egypt
 

INTERNAL CONTROL STRUCTURE
 

Report of Independent Accountants
 

We have audited the Fund Accountability Statement of the Joint venture
 

between Morrison Knudsen Engineers Inc. and Louis Berger Int'l 
Inc.
 
(MKE/LBII) for the period from December 12, 1988 to July 31, 1991
 

relating to expenditures 
in Egypt incurred under L/Com No. 263-0132-49
 

and we have issued our report thereon dated January 5, 1992.
 

Except as discussed in the following paragraph, we conducted our audit
 
in accordance with generally 
accepted auditing standards and the
 
financial audit requirements of Government Auditing 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 financial statement is free of material misstatement.
 

We did not meet the continuing education requirements listed in
 

Paragraph 6 of Chapter 
3 of the Government Auditing Standards.
 
Additionally, we did not have an external quality control review by 
an
 
unaffiliated audit organization as required by Paragraph 46 of Chapter 3
 
of Government Auditing Standards since 
no such quality review program is
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offered by professional organizations in Egypt. We believe 
that the
 
effect of this departure from the financial audit 
requirements of
 
Government Auditing Standards is 
not material because we participate in
 
the Coopers & Lybrand (C&L) worldwide internal quality control 
program
 
which requires the C&L Cairo office to be subjected, every two years, to
 
an extensive quality control review by partners and managers from other
 

C&L offices.
 

In planning and performing 
our audit of the Fund Accountability
 

Statement of MKE/LBII for the said 
period 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.
 

The management of MKS/LBII is 
 responsible for establishing and
 
maintaining an internal control 
 structure. In fulfilling 
 this
 
responsibility, 
estimates and judgments by management are required to
 
assess the expected benefits and 
related costs of internal control
 
structure 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 financial statements 
in accordance with the
 
modified cash basis of accounting. 
 Because of inherent limitations in
 
any internal control structure, errors or irregularities may
 
nevertheless occur and go undetected. Also projections 
 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 categories of
 
cash disbursements, payroll and general ledger. For these 
internal
 
control structure categories cited, 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.
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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 and
 

operation of 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
 

management in the financial statement.
 

The reportable conditions noted were the lack of segregation of duties, 

lack of authorization procedures and lack of control over locally 

purchased commodities. 

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 being
 

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 necessairly
 

disclose all reportable conditions that are also considered to be
 

material weaknesses as defined above. However, we believe that the
 

reportable conditions described above are material weaknesses.
 

This report is intended for the use of the United States Agency for
 

International Development and NKR/LBII's management. The restriction is
 

not intended to limit the distribution of this report which is a matter
 

of public record.
 

Cairo - EGYPT
 

January 5, 1992 Farid S. Mansour
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AUDIT OF LOCAL EXPENDITURES
 

OF MORRISON KNUDSEN ENGINEERS INC.
 

AND LOUIS BERGER INTERNATIONAL INC.
 

JOINT VENTURE
 

IRRIGATION IMPROVEMENT PROJECT
 

Letter of Commitment No. 263-0132-49
 

INTERNAL CONTROL STRUCTURE
 

AUDIT FINDINGS
 

Our examination of the internal control system of MKE/LBII resulted in 

identifying the following internal control weaknesses: 

1. Inadequate segrezation of duties
 

Since the handling of the accounts payable control accounts and
 

subsidiary records is performed by the same person, the concern is that
 

missing items and possible errors would not be detected on a timely
 

basis.
 

Recommendation:
 

We believe that if MKE/LBII adopts- our recomndations for other 

internal control structure weaknesses noted below, the risk of 

possible errors and irregularities can be minimized. 

Auditee's response: 

If we understand this comment, you are concerned with the 

accounting process leading up to the monthly statement. This 

process being the payment of the charges of various types, the 

keeping of records and receipts, and the preparation and review of 

the monthly statement. 
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Amani George pays bills incurred by our activity. She retains all
 

receipts in a systematic file designed by the previous MKE
 

Administrative Officer. She also records all expenditures on the
 

MKE computerized accounting system. After she prepares the monthly
 

statement, three individuals review the statement for various items.
 

Mr. Hamzawy the MPWWR-IIP Accountant reviews all items on the
 

statement, and also ensures that expenditure receipts are on file.
 

Mr. Greg Olson, our Training Procurement Coordinator, who also
 

handles much of the administrative workload, generally reviews the
 

statement, and specifically reviews large cost items. I review the
 

charges for team member salaries; leave, differential and indirect
 

payments. The statement is sent to the MKE office in San Francisco
 

where it is reviewed for completeness.
 

2. No limits on petty cash disbursement amounts
 

The likelihood of invalid payments are increased, and assets and
 

expenses may be misstated due to the absence of limitation on petty cash
 

disbursement amounts.
 

Recommendation:
 

MKE/LBII should reduce the individual petty cash disbursement to
 

LE. 500 and pay amounts above LE. 500 by cheque.
 

Auditee's response:
 

Petty cash is for daily operating expenditures disbursed as follows:
 

LE. 5,000 to Nabil Youssef Cairo 

LE. 5,000 to John Geter Minia 

LE. 1,500 to Juan Gonzales Damanhour 

LE. 1,500 to Don Clay Zagazig 

They bring receipts, on a monthly basis to Amani George, our
 

eccountant, and she provides them cash to cover the receipts up to
 

the amounts cited above.
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Large cost items which would deplete their petty cash are paid 

separately. They submit these items to Amani George, and they are 

paid through the normal purchasing system.
 

3. No limits on cheque amounts
 

The company has not established limits for authorized persons for
 

signing cheques. This results in weak control over disbursements which,
 

when coupled with the lack of segregation of duties, would be considered
 

a material weakness.
 

Recommendation: 

4KR/LBII should set a policy that any large cheque disbursement 

should be authorized and require the signature of two senior 

officials. 

Auditee' s response: 

All checks are signed either by the Tem Leader or the Assistant 

Team Leader. Both have authority to sign checks for the amount of 

payment required. The Team Leader normally signs all checks, and 

in his absence the Assistant Team Leader signs the checks. 

4. Lack of control over locally purchased commodities
 

Currently, MKK/LBII maintains its record of locally purchased
 

conmodities in a manner making it difficult to identify the assets.
 

Recommendation:
 

We recommend that MKR/LBII update the record of local commodities
 

purchased and provide additional information for item
 

identification.
 

Auditee's response:
 

A record of local coomodities purchased for use by the 14U/LBII 

team is kept. It was last updated in July. It is being updated 

now. This record lists the items by name, shows where they are 

located, or to whom they are assigned. In the present update of 

this record, additional information for item identification is 

being added. 
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UNITED STATES AGENCY FOR
 

INTERNATIONAL DEVELOPMENT
 

MISSION TO EGYPT
 

Cairo - Egypt
 

COMPLIANCE WITH CONTRACT TERMS
 

AND APPLICABLE LAWS AND REGULATIONS
 

Report of Independent Accountants
 

We have audited the Fund Accountability Statement of the Morrison 
Knudsen Engineers Inc. and Louis Berger Int'l Inc. joint venture
 

(MKE/LBII) for the period from December 12, 1988 to July 31, 
1991
 
relating to expenditures in Egypt incurred under L/Com. No. 263-0132-49
 

and have issued our report thereon dated January 5, 1992.
 

Except as discussed in the following paragraph, we conducted our audit
 

in accordance with generally accepted 
auditing standards and the
 
financial audit requirements of Government Auditing 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 financial statement is free of material misstatement.
 

We did not meet the continuing education requirements listed in
 

Paragraph 6 of Chapter 3 of the Government Auditing Standards.
 

Additionally, we did not have an external quality control review by 
an
 

unaffiliated audit organization as required by Paragraph 46 of Chapter 3
 
of Government Auditing Standards since no such quality review program is
 

offered by professional organizations in Egypt. We believe that the
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effect of this 
departure from the financial audit requirements of
 

Government Auditing Standards 
is not material because we participate in
 

the Coopers & Lybrand (C&L) worldwide internal quality control program
 

which requires the C&L Cairo office to be subjected, every two years, to
 

an extensive quality control review by partners and managers 
from other
 

C&L offices.
 

Compliance with applicable laws, regulations and contract clauses is the
 

responsibility of MKH/LBII management. 
 As part of obtaining reasonable
 

assurance about whether the Fund Accountability Statement is free of
 

material misstatement, we performed tests of MKB/LBII's compliance with
 

certain provisions of laws, regulations and contract clauses. However,
 

our objective was not to provide 
an opinion on overall compliance with
 

such provisions.
 

Material instances of noncompliance are violation of laws regulations,
 

contracts, grants, or 
binding policies and procedures that cause us to
 

conclude that the aggregation of misstatements resulting from those
 

violation is material to the Fund Accountability Statement. The results
 

of our tests of compliance disclosed the following material 
instance of
 

noncompliance.
 

USAID regulations:
 

During 1989, MXH/LBII did not comply with USAID regulations regarding
 

the competitive procedures of 
procuring local commodities as per AID 

Handbook 11, Chapter 3. However, HKE/LBII subsequently complied with 

these regulations. 

We considered the material instance of noncompliance in forming our
 

opinion on whether MKE/LBII's Fund Accountability Statement is presented
 

fairly, in all material respects, in conformity with the modified cash
 

basis of accounting, and this report does not affect our report on the
 

Fund Accountability Statement dated January 5, 1992.
 

Except as described above, the results of our tests 
indicated that with
 

respect to the items tested MKS/LBII complied in all 
material respects
 

with the provisions referred to in the fourth paragraph of this report.
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With respect to items not tested, nothing came to our 
attention that
 

caused us to believe that MKE/LBII had not complied, in all 
material
 

respects, with those provisions.
 

This report is intended for the information of the United States Agency
 

for International Development and MKE/LBII's management. The
 

restriction is not intended to limit the distribution of this report
 

which is a matter of public record.
 

Cairo - EGYPT
 

January 5, 1992 
 Farid S. Mansour
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Appendix A 

UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO, EGYPT 

MAR 15 1992
 

1 16 MAR 1992 LU 
TO: Philip e L. Darcy, RIG/A/C 

FROM: Georg chtg heim, D/DIR 
--------------------------------------

SUBJECT: Audit Local Expenditures of Morrison Knudsen 
Engineers Inc. and Louis Berger International Inc. 
Joint Venture Under Letter of Commitment No. 263-0132
49 (Project No. 263-0132) 

The following is the Mission's comments regarding subject audit.
 

Recommendation No. .
 

We recommend that USAID/Egypt resolve questioned costs of $23,019
 
consisting of ineligible costs of $14,731 and unsupported costs
 
of $8,288 as detailed on page 7 of the audit report.
 

Mission Response
 

The Mission is working with MKE/LBI to determine whether the
 
questioned cost of $23,019 should be sustained or not sustained.
 
Once a determination has been made, Mission will take appropriate

action to close Recommendation No. 1 depending on the outcome of
 
our review.
 

Recommendation No. 2
 

We recommend that USAID/Egypt assess whether MKE/LBI's internal
 
control structure is appropriate to compensate for inadequate
 
segregation of duties in the accounting function.
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Mission Response
 

Pursuant to discussion between RIG/A/C and the Mission on March
 
il, 1992, we request that Recommendation No. 2 be revised to read
 
as follows:
 

We recommend that USAID/Egypt inform MKE/LBI of the internal
 
weaknesses identified in the report and obtain MKE/LBI's planned
 
course of action, inclusive of target dates. USAID should
 
evaluate the effect of planned actions as it addresses the
 
internal control weaknesses and indicate follow up actions to be
 
taken.
 

The Mission will request closure when we believe that appropriate

actions were taken by MKE/LBI to compensate for inadequate

segregation of duties in the accounting function.
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