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Under the provisions; of par 4, article II, Reports, of our
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Cost Accounting Procedures for MHPU and NOPWASD are submitted
 
for your review and comments.
 

This report describes current O&M cost estimation practices and
 
physical inventory procedures at water and wastewater plants.

It discusses standardization and cost factors. It proposes a
 
cost accounting system that, when implemented at local water
 
and wastewater plants, will help NOPWASD and MIUPU to review 
cost information through a standardized and consistent
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System when that system is developed.
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EXECUTIVE SUMMARY 

CG-10 COST ACCOUNTING PROCEDURES 

A. GENERAL 

1. 	The present financial system is determined by the
 

traditional functions of control and accountability.
 

The systems of record keeping and posting cash
 

disbursements are very detailed. However, in spite of
 

all the detail, hard financial cost data can not be
 

extracted from the files to properly project a workable
 

budget for the infrastructure division.
 

2. 	Emphasis must be placed on local utilities operating
 

as a cost center with cost control management concepts.
 

The employees must be trained and oriented to a more
 

progressive method of record keeping, which should
 

bring about a change in attitude and responsibility
 

toward their job.
 

3. 	A cost center is a facility performing a basic function
 

for which costs can be fully identified. Cost centers
 

should be defined within each division to provide cost
 

control information. Cost centers must meet the test
 

of a meaningful function for which costs can be
 

identified.
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4. 	USAID and GOE have been faced with critical issues in
 

building new infrastructure and rehabilitating other
 

systems. The increasing cost of O&M for all of these
 

facilities have forced all donor agencies to review
 

their support and require that GOE come up with a
 

program to determine an accurate cost of operation for
 

the utility system, and to design a tariff to produce
 

enough revenue to fund the O&M part of the operational
 

cost.
 

5. 	This subtask reviewed the present budgeting process
 

and designed a workable cost accounting system that
 

will provide the necessary and accurate information
 

needed to project an operation and maintenance cost
 

for 	the utility.
 

6. 	This report CG-10 "Cost Accounting Procedures" focuses
 

on the
 

a. 	O&M cost estimation as presently being used in
 

local utilities and water companies.
 

b. 	Physical inventory procedures that are presently
 

being used.
 

c. 	Feasibility of standardizing a procedure for all
 

utiliti6s to use.
 

d. 	Review of different systems to analyze various cost
 

factors.
 

e. 	Documentation of the finding with recommendations.
 

f. 	Action plan for system implementation.
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B. 	REVIEW OF CURRENT PROCEDURES
 

1. 	The terms of reference and work plan scheduled the
 

subtask team to make visits to the following locations:
 

a. 	Fayoum
 

b. 	Benha
 

c. 	 Beni Suef 

d. 	Damietta
 

e. 	El-Beheira
 

f. 	Cairo Water Authority
 

g. 	Alexandria Water General Authority.
 

h. 	Alexandria General Organization for Sanitary
 

Drainage.
 

2. 	The work plan was divided into several parts so that
 

the subtask team could:
 

a. 	Meet and get to know the principal people in each
 

city.
 

b. 	Interview personnel working in the infrastructure
 

and accounting areas.
 

c. 	Review previous studies of activities in these
 

locations.
 

d. 	Collect data and forms from each location.
 

e. 	Draw conclusions as to the best recommendations.
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f. 	Determine the best way to use the recommendations
 

to work parallel with the current personnel and
 

financial systems.
 

3. 	The procedures reviewed were:
 

a. 	Budgeting
 

b. 	Cost Accounting
 

c. 	Financial Controls
 

d. 	Fixed Assets
 

e. 	Project Controls
 

f. 	Stores Inventory.
 

C. 	CONCLUSIONS:
 

1. 	Budgeting. There is no interactive utility financial
 

data base within the present system. The city keeps
 

track of two transactions, that being money coming in
 

and money going out. There is no relationship between
 

what it costs to operate a utility and the revenue to
 

be generated from providing the service.
 

2. 	This relationship is due mainly to the way GOE finances
 

the cities, that being on "Funds Available Basis",
 

rather than on a, "Funds Ileeded basis".
 

3. 	The cities equate revenue with collections ani no
 

effort is made to project what the billable consumption
 

should be or to determine what the outstanding balance
 

of accounts receivable should be.
 

4. 	The GOE has requested that all cities prepare a
 

separate budget for the utilities. Responses from
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these visits indicated that plans were being made in
 

this direction.
 

5. 	Cost Accounting. Comments received and review of
 

procedures indicated that cost procedures are not
 

emphasized in the government transactions that are
 

carried out daily. The prevailing attitude among most
 

personnel is, "Why worry about the cost? All things
 

will be paid for by the government".
 

6. 	Financial Controls. Controls and planning are based
 

on centralized control rather than on managers within
 

a division. The financial reports submitted to the
 

Ministry of Finance are revised many times without
 

proper notification to the responsible action agencies.
 

7. 	Fixed Assets. Provisions have been made for the proper
 

accounting for the fixed assets, but there are no basic
 

procedures to control the flow of documents to recon

cile the balances in the various categories.
 

8. 	Project Controls. The procedures are documented for
 

the proper accounting of capital projects, but the
 

balance and control points are not established.
 

9. 	Stores Inventory. This is an area that should be
 

actively involved in the accounting and cost process.
 

According to interviews no efforts are made to charge
 

stores items to the proper expense category. The only
 

control point is to compare the bin card to the stock
 

control card.
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D. 	 RECOMMENDATIONS
 

A progressive step must be taken to design and implement
 

a Cost Accounting System that will work parallel with the
 

existing system and utilize the strengths and skills of
 

personnel already performing some of the tasks.
 

The Cost Accounting System Concept (CASC) will provide the
 

necessary mechanisms to generate the cost information that
 

is needed by municipalities and water companies to prepare
 

workable budgets. The budgets can generate the comparative
 

data needed to make immediate adjustments.
 

1. 	The three main items to start the CASC generating data
 

for conversion to financial information are:
 

a. 	The four basic sources of data required by CASC as
 

shown in Figure 3-1.
 

b. 	The formulating of a basic Chart of Accounts that
 

details all cost elements needed in the production
 

and distribution of water.
 

c. 	The designation of const centers in the utility
 

allows for the correct cost element to be allocated
 

to the proper cost center of operation.
 

2. 	From the Accounting process of these three items a cost
 

center report will be generated to provide:
 

a. 	Information for planning and budgeting
 

b. 	Measurements of performance
 

c. 	Immediate identity of problems
 

d. 	Cost awareness at all levels
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3. Projects under construction will have a balance and
 

control point to:
 

a. 	Measure performance against projection
 

b. 	Analyze costs of similar projects
 

4. 	Fixed Assets will have a special center to process a
 

current schedule of the physical inventory and then
 

monitor each month.
 

5. 	Samples of forms are documented to record the stores
 

expense to the proper Cost Center.
 

6. 	Budgeting for the utility is discussed as to the
 

objectives for preparation and the guidelines to
 

generate the proper business indicators.
 

7. 	Elements that should be included in the financial
 

statements are defined.
 

8. 	Suggested management reports are listed for review.
 

E. 	BENEFITS TO BE DERIVED FROM THE CASC
 

1. 	The recommendations will revise the existing financial
 

data into new formats that will contribute to improved
 

methods of management by:
 

a. 	Improved Documentation of information to help the
 

Ministry of Finance better determine the need of
 

funds for the operation of the utility.
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b. 	Improved Financial Reporting will help cost center
 

managers to better utilize the resources available.
 

c. 	Problem identification so corrective action can be
 

taken.
 

d. 	Managers will be made aware of their
 

responsibilities.
 

e. 	Senior Management will be able to evaluate the
 

performance of managers.
 

f. 	Flexibility will permit adjustment to new methods
 

without major changes in procedures.
 

F. 	ACTION PLAN
 

1. 	Implementation of the recommendations of CASC will
 

require the effort of many individuals in several
 

agencies. The primary responsibility for implementa

tion rests with the Egyptian counterparts. The
 

implementation will follow the established procedures
 

as used by NOPWASD. Regardless of the procedure
 

followed, coordination and communication between and
 

among "Action Agents" will be critical.
 

2. 	By accepting the recommendation for the CASC, NOPWASD
 

and 	specifically the NOPWASD counterpart have taken on 

a big assignment with much responsibility. The
 

implementation plan will require two applications, one
 

with the water companies and the other with the
 

individual Governorates.
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The application with the water companies will be easier
 

because the Standard Accounting System is being
 

practiced. The Governorates use of the Governmental
 

Cash System will require some w-difications to the
 

existing systems.
 

In the Action Plan the recommendation is separated into
 

ten tasks:
 

a. identified by topic
 

b. stated as an objective
 

c. assigned an action agent
 

d. given a time frame
 

e. given an estimated cost
 

A brief summary of the implementation is as follows:
 

Recommendation 1. Strategy plan
 

Recommendation 2. Data for CASC
 

Recommendation 3. Chart of Accounts
 

Recommendation 4. Cost Center Designation.
 

Recommendation 5. Budgeting procedures
 

Recommendation 6. Project controls
 

Recommendation 7. Fixed Asset Procedures
 

Recommendation 8. Stores inventory procedures
 

Recommendation 9. Select management reports
 

Recommendation 10. Communicate to employees.
 

G. THE EXECUTIVE SUMMARY CONCLUDES WITH THE ATTACHED:
 

Figure 3-1 Cost Accounting System Concept.
 

Figure 3-25 Implementation Timetable.
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ACTION PLAN
 

A. GENERAL SITUATION
 

I. 	The present financial system is characterized by the
 

traditional function of control and accountability.
 

The methods of record keeping are very detailed which
 

makes it difficult to obtain financial information with
 

which to prepare a workable budget or to determine the 

cost of operating a water utility.
 

This subtask report includes a workable recommendation
 

to provide management with the information to plan,
 

monitor and evaluate the operation of a utility.
 

2. 	By accepting the recommendation for the Cost Accounting 

System Concept, NOPWASD and specifically the NOPWASD 

counterpart have taken crn a big assignment with much 

responsibility. The implementation plan will require 

two applications, one with the water companies and the 

other with the individual Governorates. 

The application with the water companies will be easier 

because the (SAS) Standard Accounting System is in 

place and accounting methods are being practiced
 

according to (GAAP) General Accepeed Accounting
 

Principles. The Governorates use of the Governmental
 

Cash Accounting System will require some modifications
 

to 	 the existing systems and are described in the 

implementation plan.
 

3. 	Implementation of the recommendation discussed in the
 

previous chapter will require the time and efforts of
 

many individuals in several agencies. In keeping with
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the intent of WWISP, primary responsibility for
 

implementation rests with the Egyptian counterparts.
 

In most instances, the implementation will follow the
 

established procedures used by NOPWASD for making
 

changes. In other instances, new procedures described
 

in the previous chapter must be implemented. Regard

less of the procedure followed, coordination and
 

communication between and among "Action Agents" will
 

be critical.
 

4. 	In this chapter, the recommendation as explained in
 

Chapter 3 is separated into ten tasks and
 

a. 	identified by topic
 

b. 	assigned to Action Agents
 

c. 	given a time frame as displayed in Figure 3-25
 

d. 	given an estimated cost for all tasks.
 

I. 	IMPLEMENTATION PLAN
 

Task 1 : Strategy Plan to Implement CASC
 

Objective : Develop implementation plan
 

Action Agent: NOPWASD counterpart must:
 

a. Select the personnel to do the
 

implementing. The C/A team recommends
 

the selection to come from the ex
perienced and highly qualified personnel
 

in the Governorates.
 

b. Determine the proper communication
 

channels to follow to be assured of a
 

good working relationship with the
 

personnel in the Governorates.
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Task 2 : 


Objective : 


Action Agent: 


c. Establish a good relationship with the
 

primary Action Agent in the Governorate,
 

usually that will be the Chief Accoun

tant.
 

d. Review the recommendation and the
 

implementation plan with the Chief
 

Accountant.
 

e. Have copies of the recommendation and
 

plan to distribute to the personnel that
 

the Chief Accountant selects.
 

Sources of Data
 

Develop procedures to accumulate data as
 

shown in Figure 3-1.
 

NOPWASD counterpart and Chief Accountant.
 

a. Refer to Chapter 3 Section B, Paragraph
 

1-5.
 

b. Figure 3-2 is an illustration of the data
 

needed. It can be modified to fit the
 

system.
 

c. Paragraph 3 is self explanatory.
 

d. Paragraph 4 and Figure 3-3 are
 

illustration and can be modified to fit
 

the system.
 

e. Paragraph 5 will be determined at time
 

of implementation.
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Task 3 


Objective : 


Action Agent: 


Task 4 : 


Objective : 


Action Agent: 


Chart of Accounts.
 

Identify the cost elements to be used in
 

the production and distribution of water.
 

NOPWASD, Chief Accountant, Manager of
 

Infrastructure.
 

a. Refer to Chapter 3 Section C, Paragraphs
 

1-7.
 

b. Review Figures 3-4 through 3-7 to
 

determine which cost elements should be
 

deleted or added, depending upon the
 

facility being costed; i.e. type of
 

plant, wells, surface or ground water.
 

c. The Infrastructure Manager should prepare
 

a list of the most common cost elements.
 

d. A list of least used cost elements should
 

be prepared so that the accounting
 

department can classify items as
 

miscellaneous for easy coding of expense.
 

e. The Chief Accountant should assemble all
 

the data and formulate a Chart of
 

Accounts similar to Figures 3-4 through
 

3-7.
 

Cost Center Designations
 

Identify the cost centers that are to be
 

monitored.
 

NOPWASD, Chief Accountant, Infrastructure
 

Manager.
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Task 5 : 


Objective : 


Action Agent: 


a. Refer to Chapter 3, Section D, Figures
 

3-8.
 

b. The Infrastructure Manager should decide
 

on the cost centers which fit his type
 

of operation.
 

c. The selection of personnel to be Cost
 

Center Managers should be determined a:.
 

this time.
 

d. Have a meeting of selected Cost Center
 

Managers to discuss the new methods of
 

cost accounting management.
 

e. Allow two weeks for the designated Cost
 

Center Managers to review and discuss,
 

then arrange a conference at a predeter

mined date for responses and review.
 

Develop Budgeting Procedures
 

Prepare cost center budgets by June 30,
 

1990.
 

NOPWASD, Chief Accountant, Budget Manager,
 

Infrastructure Manager and Cost Center
 

Managers.
 

a. The Chief Accountant and the Budget
 

Manager should have available a cost
 

expense report as shown in Figure 3-10
 

with all the account numbers as 
formulated from task three which is 

described in section E. 
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b. The Budget Manager should have a
 

completed copy of the cost expense report
 

with the cost elements from the prior
 

year and to-date cost elements for the
 

current year.
 

c. Sections E, F, G, H, should be reviewed
 

and discussed and a later meeting set
 

for the response and review by the new
 

Cost Center Managers.
 

d. All Action Agents should set June 1990
 

as a date to have their first separate
 

budget for the utilities.
 

e. The Infrastructure Manager should ensure
 

that all power meters are repaired and
 

functioning or that a current estimate
 

of usage can be used for the cost data
 

each month.
 

h. Cost Center Managers should see that all
 

flow meters relative to production and
 

treatment are repaired and functioning
 

or establish a consistent and accurate
 

method of determing the units produced
 

and pumped to the distribution system.
 

i. Action Agents should review all the
 

measurement methods. They should assist
 

in meter replacement where possible, or
 

assist Governorate personnel or establish
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Task 6 : 


Objective : 


Action Agent: 


levels that will be used for the collec

tion of comparative data.
 

Project Controls
 

Procedures to document cost of projects
 

NOPWASD, Chief Accountant, Planning
 

Department, Manager of Infrastructure, Fixed
 

Asset Accountant.
 

a. Review Section I, Chapter 3, paragraphs
 

1-9.
 

b. Figure 3-11 details the CASC to document
 

the local, foreign and internal projects
 

and should be discussed in detail.
 

c. Action Agents should be made aware of
 

the importance of identifying each
 

project by a work order number. Figures
 

3-12 and 3-13 illustrate two types of
 

work orders that can ba used.
 

d. The Fixed Asset Accountant should give
 

each of the Action Agents a copy of
 

Figures 3-11-12-13-14 to emphasize the
 

importance of establishing a control for
 

project costs.
 

e. The type of work orders to be used should
 

be decided upon at this point.
 

f. The NOPWASD Counterpart should be very
 

persuasive at this point about project
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Task 7 : 


Objective : 


Action Agent: 


controls as this information is critical
 

for comparative cost of similar projects.
 

Fixed Assets Program
 

Establish current schedule of Physical
 

Inventory with control points.
 

NOPWASD, Chief Accountant, Fixed Asset
 

Accountant.
 

a. Review Section K, Chapter 3, paragraphs
 

1-7.
 

b. Review the rules in Governmental
 

Accounting Manual as established in 1974.
 

c. Review paragraph 3 in Section K as to
 

procedures to follow to accomplish our
 

objective.
 

d. Discuss Figure 3-15 and Figure 3-16 to
 

determine if any modifications are
 

needed.
 

e. Paragraph 7 of Section K should be
 

discussed and plans made for the
 

selection of a qualified Fixed Asset
 

Accountant.
 

f. Plans should be made at this time to
 

establish procedures to develop a
 

beginning balance for the various
 

categories of fixed assets.
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Task 8 : 


Objective : 


Action Agent: 


Stores Inventory Procedures
 

To properly allocate stores expense to cost
 

centers.
 

NOPWASD, Chief Accountant, Stores Manager
 

a. Review Section L, Chapter 3, Paragraphs
 

1-2, It ns a-h, Figure 3-17 through 3-24
 

and Section A - paragraph 4.
 

b. The Stores Manager should be oriented as
 

to the importance of his department.
 

c. The Chart of Accounts should be explained
 

to the Stores Manager.
 

d. The form for the analyzing and recap of
 

requisitions should be discussed and a
 

time set for completion.
 

e. All sample forms should be reviewed and
 

discussed as to modifications that can
 

be made or deletion made. It may be that
 

a different style of form is to be used.
 

f. Personnel needs should be discussed so
 

that information from stores division
 

can be processed as a cost element.
 

g. Efforts should be made to upgrade the
 

importance of the Stores Inventory
 

Division in the organizational chart of
 

the utility.
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Task 9 : 


Objective : 


Action Agent: 


Task 10 : 


Objective : 


Action Agent: 


Selection of Management Reports
 

To determine the proper business indicators.
 

NOPWASD, Chief Accountant, Infrastructure
 

Manager, Cost Center Managers.
 

a. Review Section M. Chapter 3, paragraphs
 

1-4 also Section N.
 

b. Discuss how to review financial
 

statements and management reports.
 

c. Accept recommendations on ways to better
 

analyse the operations of the utility.
 

d. Review the list of management reports
 

and add or delete according to need.
 

e. Emphasize the point that these
 

recommendations are intended to be guide
 

lines to work from and that flexibility
 
is one of the desired results that can
 

be obtained in the change to new methods
 

of management.
 

Communication to Employees.
 

Inform employees of the new methods to be
 

implemented and give each the opportunity
 

to respond.
 
NOPWASD, Administrative Management at the
 

Governorate.
 

a. Discuss the plan to inform all personnel
 

about the change in procedures. Set up
 

indoctrination sessions where required.
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b. See that employees get the opportunity
 

to express themselves.
 

c. Attempts should be made to convey to
 

customers that objectives of change is
 

to provide a better and more efficient
 

service to the Governorate.
 

C. 	TIME I'RAME AND ESTIMATED COST
 

1. 	Time element and priority of the tasks are displayed
 

in Figure 4-1.
 

2. 	Cost estimation of $20500 U.S.Dollars includes one trip
 

each to a water and wastewater pilot plant for two
 

weeks initial training, then once a month with one-to

two visits to reconfirm training effectiveness for a
 

pe::iod of six months.
 

Training manuals and software would be in Arabic.
 

Training to be conducted by one expatriate and one
 

Egyptian expert.
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Subject : 	 Report NO. CG-10: Cost Accounting Procedures for
 
MHPU and NOPWASD WWISP-USAID Project No. 263-0176
 

Dear Eng. El 	Rafie:
 

Under the provisions of par 4, article II, Reports, of our
 
Contract (USAID Project No. 263-0176), five copies of CG-10,
 
Cost Accounting Procedures for MHPU and NOPWASD are submitted
 
for your review and comments.
 

This report describes current O&M cost estimation practices and
 
physical inventory procedures at water and wastewater plants.
 
It discusses standardization and cost factors. It proposes a
 
cost accounting system that, when implemented at local water
 
and wastewater plants, will help NOPWASD and MHPU to review
 
cost information through a standardized and consistent
 
reporting system. This reporting system will eventually be
 
incorporated into the NOPWASD/MHPU Management Information
 
System when that system is developed.
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within 30 days of the date of this lette:c. In the meantime,
 
we look forward to reviewing this report with you.
 

Warm personal regards.
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J.A. D'Emidioi
 

Resident Project Manager
 
Attached : five copies
 

CC: 	 MHPU w/5 copies
 
USAID w/5 copies
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EXECUTIVE SUMMARY
 

CG-10 COST ACCOUNTING PROCEDURES
 

A. GENERAL
 

1. 	The present financial system is determined by the 
traditional functions of control and accountability. 

The systems of record keeping and posting cash 
disbursements are very detailed. However, in spite of
 
all the detail, hard financial cost data can not be
 
extracted from the files to properly project a workable
 

budget for the infrastructure division.
 

2. 	Emphasis must be placed on local utilities operating
 

as a cost center with cost control management concepts.
 
The employ ]s must be trained and oriented to a more
 
progressive method of record keeping, which should
 

bring about a change in attitude and responsibility
 

toward their job.
 

3. 	A cost center is a facility performing a basic function
 

for which costs can be fully identified. Cost centers
 
should be defined within each division to provide cost
 
control information. Cost centers must meet the test
 
of a meaningful function for which costs can 
be
 

identified.
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4. 	USAID and GOE have been faced with critical issues in
 

building new infrastructure and rehabilitating other
 

systems. The increasing cost of O&M for all of these
 

facilities have forced all donor agencies to review
 

their support and require that GOE come up with a
 

program to determine an accurate cost of operation for
 

the utility system, and to design a tariff to produce
 

enough revenue to fund the O&M part of the operational
 

cost.
 

5. 	This subtask reviewed the present budgeting process
 

and designed a workable cost accounting system that
 

will provide the necessary and accurate information
 

needed to project an operation and maintenance cost
 

for the utility.
 

6. 	This report CG-10 "Cost Accounting Procedures" focuses
 

on the
 

a. 	O&M cost estimation as presently being used in
 

local utilities and water companies.
 

b. 	Physical inventory procedures that are presently
 

being used.
 

c. 	Feasibility of standardizing a procedure for all
 

utilities to use.
 

d. 	Review of different systems to analyze various cost
 

factors.
 

e. 	Documentation of the finding with recommendations.
 

f. 	Action plan for system implementation.
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B. 	 REVIEW OF CURRENT PROCEDURES
 

1. 	The terms of reference and work plan scheduled the
 

subtask team to make visits to the following locations:
 

a. 	Fayoum
 

b. 	Benha
 

c. 	Beni Suef
 

d. 	Damietta
 

e. 	El-Beheira
 

f. 	Cairo Water Authority
 

g. 	Alexandria Water General Authority.
 

h. 	Alexandria General Organization for Sanitary
 

Drainage.
 

2. 	The work plan was divided into several parts so that
 

the subtask team could:
 

a. 	Meet and get to know the principal people in each
 

city.
 

b. 	Interview personnel working in the infrastructure
 

and accounting areas.
 

c. 	Review previous studies of activities in these
 

locations.
 

d. 	Collect data and forms from each location.
 

e. 	Draw conclusions as to the best recommendations.
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f. 	Determine the best way to use the recommendations
 

to work parallel with the current personnel and
 

financial systems.
 

3. 	The procedures reviewed were:
 

a. 	Budgeting
 

b. 	Cost Accounting
 

c. 	Financial Controls
 

d. 	Fixed Assets
 

e. 	Project Controls
 

f. 	Stores Inventory.
 

C. 	CONCLUSIONS:
 

1. 	Budgeting. There is no interactive utility financial
 

data base within the present system. The city keeps
 

track of two transactions, that being money coming in
 

and money going out. There is no relationship between
 

what it costs to operate a utility and the revenue to
 

be generated from providing the service.
 

2. 	This relationship is due mainly to the way GOE finances
 

the cities, that being on "Funds Available Basis",
 

rather than on a, "Funds Needed basis".
 

3. 	The cities equate revenue with collections and no
 

effort is made to project what the billable consumption
 

should be or to determine what the outstanding balance
 

of accounts receivable should be.
 

4. 	The GOE has requested that all cities prepare a
 

separate budget for the utilities. Responses from
 

ES-4
 



these visits indicated that plans were being made in
 

this direction.
 

5. 	Cost Accounting. Comments received and review of
 

procedures indicated that cost procedures are not
 

emphasized in the government transactions that are
 

carried out daily. The prevailing attitude among most
 

personnel is, "Why worry about the cnst? All things
 

will be paid for by the government".
 

6. 	Financial Controls. Controls and planning are based
 

on centralized control rather than on managers within
 

a division. The financial reports submitted to the
 

Ministry of Finance are revised many times without
 

proper notification to the responsible action agencies.
 

7. 	Fixed Assets. Provisions have been made for the proper
 

accounting for the fixed assets, but there are no basic
 

procedures to control the flow of documents to recon

cile the balances in the various categories.
 

8. 	Project Controls. The procedures are documented for
 

the proper accounting of capital projects, but the
 

balance and control points are not established.
 

9. 	Stores Inventory. This is an area that should be
 

actively involved in the accountIng and cost process.
 

According to interviews no efforts are made to charge
 

stores items to the proper expense category. The only
 

control point is to compare the bin card to the stock
 

control card.
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D. 	RECOMMENDATIONS
 

A progressive step must be taken to design and implement
 

a Cost Accounting System that will work parallel with the
 

existing system and utilize the strengths and skills of
 

personnel already performing some of the tasks.
 

The Cost Accounting System Concept (CASC) will provide the
 

necessary mechanisms to generate the cost information that
 

is needed by municipalities and water companies to prepare
 

workable budgets. The budgets can generate the comparative
 

data needed to make immediate adjustments.
 

1. 	The three main items to start the CASC generating data
 

for conversion to financial information are:
 

a. 	The four basic sources of data required by CASC as
 

shown in Figure 3-1.
 

b. 	The formulating of a basic Chart of Accounts that
 

details all cost elements needed in the production
 

and distribution of water.
 

c. 	The designation of cost centers in the utility
 

allows for the correct cost element to be allocated
 

to the proper cost center of operation.
 

2. 	From the Accounting process of these three items a cost
 

center report will be generated to provide:
 

a. 	Information for planning and budgeting
 

b. 	Measurements of performance
 

c. 	Immediate identity of problems
 

d. 	Cost awareness at all levels
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3. Projects under construction will have a balance and
 

control point to:
 

a. 	Measure performance against projection
 

b. 	Analyze costs of similar projects
 

4. 	Fixed Assets will have a special center to process a
 

current schedule of the physical inventory and then
 

monitor each month.
 

5. 	Samples of forms are documented to record the stores
 

expense to the proper Cost Center.
 

6. 	Budgeting for the utility is discussed as to the
 

objectives for preparation and the guidelines to
 

generate the proper business indicators.
 

7. 	Elements that should be included in the financial
 

statements are defined.
 

8. 	Suggested management reports are listed for review.
 

E. 	BENEFITS TO BE DRIVED FRON THE CASC
 

1. 	 The recommendations will revise the existing financial 

data into new formats that will contribute to improved
 

methods of management by:
 

a. 	Improved Documentation of information to help the
 

Ministry of Finance better determine the need of
 

funds for the operation of the utility.
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b. 	Improved Financial Reporting will help cost center
 

managers to better utilize the resources available.
 

c. 	Problem identification so corrective action can be
 

taken.
 

d. 	Managers will be made aware of their
 

responsibilities.
 

e. 	Senior Management will be able to evaluate the
 

performance of managers.
 

f. 	Flexibility will permit adjustment to new methods
 

without major changes in procedures.
 

F. 	ACTION PLAN
 

1. 	Implementation of the recommendations of CASC will
 

require the effort of many individuals in several
 

agencies. The primary responsibility for implementa

tion rests with the Egyptian counterparts. The
 

implementati.on will follow the established procedures
 

as used by NOPWASD. Regardless of the procedure
 

followed, coordination and communication between and
 

among "Action Agents" ;,ill be critical.
 

2. 	By accepting the recommendation for the CASC, NOPWASD
 

and specifically the NOPWASD counterpart have taken on
 

a big assignment with much responsibility. The
 

implementation plan will require two applications, one
 

with the water companies and the other with the
 

individual Governorates.
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The application with the water companies will be easier
 
because the Standard Accounting System is being
 

practiced. The Governorates use of the Governmental
 

Cash System will require some modifications to the
 

existing systems.
 

In the Action Plan the recommendation is separated into
 

ten tasks:
 

a. identified by topic
 

b. stated as an objective
 

c. assigned an action agent
 

d. given a time frame
 

e. given an estimated cost
 

A brief summary of the implementation is as follows:
 

Recommendation 1. Strategy plan
 

Recommendation 2. Data for CASC
 

Recommendation 3. Chart of Accounts
 

Recommendation 4. Cost Center Designation.
 

Recommendation 5. Budgeting procedures
 

Recommendation 6. Project controls
 

Recommpndation 7. Fixed Asset Procedures
 
Reccummendation 8. Stores inventory procedures
 

Recommendation 9. Select management reports
 

Recommendation 10. Communicate to employees.
 

G. THE EXECUTIVE SUMMARY CONCLUDES WITH THE ATTACHED:
 

Figure 3-1 Cost Accounting System Concept.
 

Figure 3-25 Implementation Timetable.
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CHAPTER 1
 

INTRODUCTION
 

A. PROJECT DESCRIPTION
 

1. 	 Since the 1970's Egypt has been moving toward a
 

decentralized decision-making process. During this
 

evolutionary period, the Government of Egypt (GOE) and
 

the United States Agency for International Development
 

(USAID) have recognized the need for improvement in the
 

complex framework of central and local authority in the
 

water and wastewater services. Sector assessments by
 

GOE and various external organizations have identified
 

a series of interrelated problems which need to be
 

solved before a fully effective water and wastewater
 

system can be achieved. A well developed and
 

effectively functioning water/wastewater sector is
 

essential to the health, well being and productivity
 

of the Egyptian work force and the general populace.
 

2. 	The Water and Wastewater Institutional Support Project
 

(iWISP) was conceived by the Government of Egypt (GOE)
 

and the United States Agency for International
 

Development (USAID) as necessary to create a more
 

functional and effective water/wastewater industry
 

(sector) throughout all the governorates of Egypt.
 

WWISP was designed to develop responses to the
 

interrelated problems of attraction and retention of
 

qualified key personnel, training at all levels
 

throughout the sector, diffusion of authority among
 

multiple levels of government, coordination of
 

interrelated development programs, establishment of
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laws and regulations, and public awareness of the 

health consequences of inadequate water/wastewater 

services. 

3. 	Historically, in projects similar to WWISP, consultants
 

have arrived, conducted their investigations, submitted
 

their reports, and departed. WWISP was conceived to
 

break this traditional pattern. The Project Manager
 

and his staff were to create an environment where
 

counterparts from within GOE, outside Egyptian experts,
 

and American advisors could work as a team to develop
 

solutions to various interrelated problems. Then GOE
 

counterparts would implement these solutions with
 

assistance from long term advisors, both Egyptian and
 

American. The key point in this concept is that the
 

advisors would not do the work for the GOE counter

parts. Rather, they would help the counterparts plan
 

the necessary work and then assist in the implement

ation according to an "Action Plan".
 

4. 	On 31 August, 1988 a contract was signed between the
 

National Organization for Potable Water and Sanitary
 

Drainage (NOPWASD) and the Joint Venture firms of Boyle
 

Engineering Corporation and National Education Corpora

tion for the provision of technical assistance advisory
 

services for the Water and Wastewater Institutional
 

Support Project (WWISP). The WWISP was implemented in
 

December 1988 with the arrival of the Project Manager
 

and 	two Deputy Project Managers in Cairo.
 

5. 	The Project (WWISP), as envisioned by GOE and USAID,
 

is composed of the following elements:
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a. 	Policy guidance and monitoring
 

b. 	Plan, review and finance
 

c. 	Administration, organization and management
 

d. 	Planning and economic analysis
 

e. 	Manpower development and training
 

f. 	Finance and accounting
 

g. 	Engineering and environmental controls
 

6. 	The WWISP work programs are divided into the NOPWASD
 

Work program and the Ministry of Housing and Public
 

Utilities MHPU Work Program. The former program is
 

separated into five tasks and twenty subtasks. The
 

latter has three tasks and twelve subtasks.
 

7. 	This report CG-10 "Cost Accounting Procedures" focuses
 

on element F in paragraph A 5 which consists of:
 

a. 	0 & M cost estimation as presently being used in
 

the local municipalities and the water companies,
 

b. 	Physical inventory procedures that are presently
 

being used in each system,
 

c. 	Inventory procedures being used to identify foreign
 

equipment and spare parts,
 

d. 	The feasibility of standardizing a procedure for
 

all utilities to use in the proper record keeping,
 

reporting and procurement,
 

e. 	Review different systems with similar performance
 

features and capacities. Analyze various cost
 

factors and recommend standard policies and
 

guidelines to foliow,
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f. 	Document all these activities and findings with
 

recommendations and an action plan for system
 

implementation. Proviae accurate documentation
 

for system evaluation and modification.
 

B. 	SUBTASK B 4.2
 

1. 	The attitude of the public and many Egyptian officials
 

is that water service should be provided free. All
 

proposed tariff increases have received much
 

opposition.
 

2. 	USAID and GOE have been faced with critical issues in
 

building new infrastructure and rehabilitating older
 

systems.
 

3. 	The increasing cost of 0 & M for all these facilities
 

have forced all agencies to review their support and
 

require that GOE come up with a program to determine
 
an accurate cost of operation for the utility system,
 

design a tariff to produce enough revenue to fund the
 

0 & M part of the operational cost.
 

4. 	This subtask is to review the present budgeting process
 

and design a workable cost accounting system that will
 

provide the necessary and accurate information needed
 

to properly project an operation and maintenance cost
 

for a utility.
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C. 	SCOPE OF CG 10 REPORT
 

1. 	The present financial system is determined by the
 

traditional function of control and accountability.
 

The system of record keeping, posting and cash
 

disbursements are very detailed. Once they are
 

processed they are filed in the archives. In spite of
 

all the detail, hard financial cost data can not be
 

extracted to properly project a workable budget for
 

the 	infrastructure division.
 

2. 	The subtask report will come up with a workable
 

recommendation to provide management with information
 

that can be used for planning, monitoring and
 

evaluation.
 

3. 	Emphasis must be placed on local utilities operating
 

as a cost center with cost control management concepts.
 

The employees must be trained and oriented to a more
 

progressive method of record keeping, which should
 

bring a change of attitude and responsibility toward
 

their job.
 

4. 	A Cost Center is a facility performing a basic function
 

for which costs can fully be identified. Cost Centers
 

should be defined within each division to provide cost
 

control information. Cost Centers must meet the test
 

of a meaningful function for which costs can be
 

identified.
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D. 	RELATIONSHIP TO OTHER SUBTASKS
 

1. 	Budgeting, cost accounting and financial controls will
 

relate indirectly or directly to most all of the
 

subtasks.
 

All the subtasks of the WWISP study will involve some
 
type of funding or financial data for the
 

implementation or conduct further studies of critical.
 

areas.
 

2. 	There will be relationships with the Management
 

Information System (Subtask Al.5) and Performance
 

Monitoring System (Subtask B3.2) to ensure system
 

capability. Out put from this subtask will provide a
 

cost data base for use in subtask A2.3 Tariff and User
 

charges. It will also provide input into subtask B4.1
 

Local Revenue Generation.
 

3. 	USAID and GOE are badly in need of financial data based
 

on the requirements for manpower, materials and
 
equipment to better support the effort needed to
 

sustain the existing and new infrastructure for the
 

coming years. There is a definite clear need for a
 
better understanding of the 0 & M requirements to be
 

measured in financial terms. If facilities are to
 

function as intended and on a continuing basis, 0 & M
 

is and should be the top priority item.
 

4. 	All these factors considered makes it imperative that
 

a cost accounting system be designed to take advantage
 

of the str-noth already existing within each
 
organization. Efforts need to be made to modify the
 

system in a way that the recommendations are accepted,
 

makes sense, and can work in this country at this time.
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E. 	 COORDINATION REQUIREMENTS
 

1. 	The very natures of cost accounting procedures CG-10
 
creates an umbrella or arm that will reach out and
 
affect all activities involved in the operation of a
 

utility.
 

2. 	The cost accounting procedures subtask commences on
 
the governorate level and will need coordination from
 
MHPU, NOPWASD and Ministries of Finance, Planning, Man
 
Power and Training, and the Central Agency for
 
Organization and Administration.
 

F. 	REPORT PREVIEW
 

1. 	The report has four chapters with the last chapt-er
 
covering i.L action plan. The appendices provide
 

supporting data.
 

2. 	Chapter 2 is a review of the existing procedures being
 

used for budgeting and accounting. Comments received
 
from various interviews with different levels of
 

personnel are included.
 

3. 	Chapter 3 is the recommendation of procedures along
 
with charts, samples of different forms and reports
 
that can be generated from the acceptance of the
 

recommendations.
 

4. 	Chapter 4 is the proposed Action Plan to work parallel
 

with the Governorates to commence generating cost data.
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CHAPTER 2
 

REVIEW OF CURRENT PROCEDURES
 

A. 	PROJECT APPROACH
 

1. 	The terms of reference and Work Plan scheduled the C/A
 

team to make field trips to the following locations:
 

a. 	Fayoum
 

b. 	Benha
 

c. 	Beni Suef
 

d. 	Damietta
 

e. 	El Beheira
 

f. 	Cairo Water Authority
 

g. 	Alexandria Water Authority
 

h. 	Alexandria Wastewater Authority
 

2. The work plan was basically divided into six parts:
 

a. 	Involved meeting and getting to know the principal
 

people in each city that would play a part in
 

making available more specific information at a
 
time when it would be needed and could make thing's
 

move if the team encountered any negative reaction.
 

b. 	Held interviews with people throughout the visits
 

with special emphasis on people working within the
 

infrastructure division. The team tried to also
 

interview people in different positions like Chief
 

Accountant, Finance Manager, Accounting Manager,
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Inventory Manager, Manager of Utilities, Chairman 
of City Council and the General Secretary of the 

Governorate. 

c. The team tried to make a brief study of work that 

has already been done in the places visited and 

also studies of similar facilities in other 

countries. The availability of these studies made 

it possible for the team to focus more directly on 

the particular part of our assignment. 

d. The accumulation of the data that we collected, 

whether it was forms or notes taken during 

interviews, was put into a sequence that related 

to the format in our subtask. Comparisons of data 

proved to be very useful and made possible a good 
check point for the correct assumption as to the 

validity of the data. 

e. The team began to draw conclusions as to the 

recommendations that could be made to provide USAID 

and GOE with the best available financial data, so 

that they could better determine the basic needs 

of manpower, materials and equipment. 

f. The final task was to reduce to words and charts 

the information that was generated during this 
period and to make the necessary recommendations 

to be considered by the proper Agencies. The intent 

of the recommendations are to work parallel with 

the existing systems with minor modifications until 

the procedures could be further advanced. 
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B. 	DISCUSSION ON PROCEDURES PRESENTLY BEING USED WITH THESE
 

TOPICS EMPHASIZED:
 

1. 	Budgeting
 

2. 	Cost Accounting
 

3. 	Financial Controls
 

4. 	Fixed Assets
 

5. 	Project Controls
 

6. 	Stores Inventory
 

C. 	BUDGETING
 

1. 	Budgetary control in the Governorates concentrates on
 

controlling expenditures with the government cash
 

accounting system.
 

2. 	The Budget is divided into three sections. They are
 

called:
 

a. 	BAB I- Salaries and Wages
 

b. 	BAB II- Current Expenses
 

c. BAB III- Capital Investments
 

The wage budget is prepared according to the manpower
 

structure approved by the Central Agency for
 

Organization and Administration using data supplied by
 

the personnel division. The current expenses and
 

capital portion are prepared by budget managers and
 

department managers.
 

3. 	The Budget is approved by Board of Directors and
 

reviewer by Ministry of Finance, Ministry of Planning,
 

Ministry of Housing and Central Agency for Organization
 

and Administration.
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4. 	The Budget is presented to the Peoples Assembly and
 

finally authorized by presidential decree. The process
 
from initial preparation to final approval takes six
 

to 	eight months to complete, so the Governorate is
 

"budgetless" during the start of the year.
 

5. 	The control factor is keeping commitment records for
 

each category of expenditure and deducting the quarter

ly allocations as they are sent to the Governorates.
 

Funds can be transferred within line items but no
 

additional funds can be added to the original budget
 

amount without going through the entire procedure
 

again.
 

6. 	There is no official documentation of transactions
 

between the Ministry Of Finance and the agency receiv

ing the funds. All funds approved for the year have to
 

be spent as there is no provision to carry over to next
 

year.
 

7. 	The budgetary process takes on many different meanings
 

to the various personnel depending on who you talk
 

with. One comment was, "Why do we need the budget as
 

every thing will be paid for anyway?" Review of data
 

indicates that the budget is prepared for government
 

sponsored services and none for the utility operations.
 

8. 	The budget appears to be used only as a tool or
 

guideline and visual review shows that there was not
 

very much variance over a three year period. A small
 

change here and there just to reflect some activity,
 

but over all totals remained about the same.
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9. 	The Finance Controller and Chief Accountant stated that
 

budget was only a required report to submit to Ministry
 

of Finance. All of the expenses would be covered even
 

if amounts exceeded the budget.
 

10. 	 BAB II- Cu rent expenses are consolidated for the
 

entire Goveriaorate, but only chemicals can be
 

identified as an expense for utility operations. 

Further review of several vouchers shows that
 

electricity bills are separate ..ut in the payment
 

process they all are grouped. Maintenance expenses for
 

the utility are also grouped into general maintenance
 

items.
 

11. 	 Documents were traced and the system is very thorough
 

and detail, but after payment of the voucher, the
 

document goes to the storage files. Then the securing
 

of data becomes very difficult.
 

12. 	 The present budget process could be used as a tool,
 

but many control points would need to be established.
 

13. 	 General comments from concerned personnel indicate:
 

a. 	Budget's main objective is to document the
 

ai~icipated funds needed. Managers do not receive
 

any information regarding the budget, therefore
 

are not accountable for budget over-runs..
 

b. 	Preparing the operating budget for total amounts
 

makes it unusable for department monitoring and
 

control during the year.
 

2-5 



c. 	Budgets submitted are never approved on what is
 

needed but what funs are available. Managers are
 

not informed of reductions and therefore have no
 

guidelines for the year.
 

15. Conclusions on Budgeting:
 

a. 	There is no interactive utility financial data base
 

within the systems. The city keeps track of two
 

transactions, that being money coming in and money
 

going out. There is no effort to show a relation

ship between what it costs to operate a utility and
 

revenue generated from providing a service. This
 

attitude is due mainly to the way GOE finances the
 

cities, that being on, "funds available basis",
 

rather than on a, "funds needed basis."
 

b. 	The cities presently equate revenue with
 

collections and no effort is made to actually
 

determine what the revenue should be or to what
 

outstanding accounts receivables are at a definite
 

cut 	off period.
 

c. 	The GOE has requested that all cities prepare a
 

separate water and wastewater budget; however, if
 

the data used for these budgets prove to be
 

unreliable as the BAB's previously discussed, then
 

nothing is to be gained. Of the three governorates
 

visited only one has taken steps to separate the
 

budgets. The other two governorates stated that
 

they were in the planning and talking stage.
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D. 	COST ACCOUNTING
 

1. 	The prevailing attitude among most personnel ip, "why
 
worry about the cost? All things will be paid for by
 
the GOE." During a conversation with Stores Clerk he
 
was asked why the requisitions did not have a cost.
 
His reply was that his job was to only keep up with
 

the quantity.
 

2. 	Cost is not a word that is used very often in every
 

day transactions at the Governorate Level. In
 
conversations with the purchasing managers and
 
observing the procedures, their only objective was to
 
abide by the general law 9 and acquire the purchase of
 
an item based on these regulations. Cost of the item
 
and how transaction is recorded is of no interest if
 

he has followed all the basic procedures.
 

3. 	Processing of a purchase order and invoice takes on no
 

meaning except to verify the purchase pay the vendor
 
and record the item on cash disbursement journal into
 
one of the consolidated group captions as shown on the
 

headings of the journal.
 

A,review of electricity bills showed that the same
 
amount of power was 
being paid for at a lift station
 
and water plant each month. After discussing the 
matter of the water plant it was found that the 
electric meter was inoperative and power usage was 

based on an estimate.
 

5. 	Another review of an electric bill for a given period
 

and paid at a much later period, indicated that funds
 
were not available for payment. No consideration is
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given to unpaid vouchers at the time of preparing the
 

budget.
 

6. 	There are no efforts made to reconcile the chemical
 

inventory on hand with the amount used during the year.
 

7. 	There are no procedures to reconcile the stores
 

inventory as to monetary figures. Quantities on the
 

bin card and control. card are reviewed if the part
 

happens to be a high turnover item.
 

8. 	Conclusions on Cost Accounting
 

a. 	Comments received and review of some procedures
 

indicate very readily that cost is not a highly
 

recognized word in the government transactions that
 

are carried out daily.
 

b. 	The only evidence received to indicate interest in
 

cost was witY the manager of a water plant and one
 

wastewater iacility. These two people were very
 

conscientious and were much concerned as to the
 

tentative cost figures they had computed when
 

compared to the existing tariff now being used.
 

E. 	FINANCIAL CONTROLS
 

1. 	Financial controls and planning are based on a central

ized control rather than delegating to Budget Managers
 

in respective divisions.
 

2. 	The financial reports submitted to Ministry of Finance
 

are revised many times without notification to respon

sible agencies.
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3. There are no procedures to plan and determine the 
future financial requirements to meet many cf the 
planned objectives. 

4. 	The existing planning process concentrates only on
 
short range plans, leaving the long term sector
 
planning to be done by the various Ministries.
 

5. 	Conclusions on Financial Controls
 

a. 	Comments described above tell the whole story
 
regarding financial controls.
 

b. 	One of the top priorities will be to generate data
 
so that projections can be accurately made on
 
Budgetary and Financial decisions.
 

F. 	FIXED ASSETS
 

1. 	For subtask B.4.2 the second priority item is to review
 
and recommend a system to properly identify the
 
categories and to also get a monetary figure as to the
 
value of the physical inventory in the Governorates.
 

2. 	This information is also needed so that future tariff
 
studies will be able to use the data to determine a
 
replacement cost for fixed assets.
 

3. 	Direct questions about the fixed assets were asked at
 
each field visit. Each place had different answers as
 
to the status of asset records. Indications are that
 
when implementation of the system commences there will
 
be much work involved in arriving at a monetary figure
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to use, as well as estimate of the useful life of
 
assets to be considered for future depreciation.
 

4. 	Up until 1973 no record was kept on capital assets.
 
The principal rules issued in 1974 were:
 

a. 	Assets are to be classified into six general
 

accounts:
 

1. 	Land
 

2. 	Buildings, Constructions, Utilities
 

3. 	Machinery and equipment
 

4. 	Transportation
 

5. 	Furniture and Office Equipment
 

6. 	Tools and equipment
 

b. The actual cost of each asset shall be debited in
 
the ledger of each Governorate and be supported by
 

proper documents.
 

c. 	Projects under construction shall also be entered
 

into the ledgers of each Governorate. Upon comple
tion of project the cost shall be allocated to the
 

proper category of fixed assets.
 

d. Balances of fixed assets are to be reported monthly
 
on Form 75 to the Ministry of Finance and year end
 
balances are to be reported on the annual report.
 

e. Instructions are given as to the proper account to
 
debit and credit upon the purchase, sale, scrap or
 
disposal of an asset.
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5. 	Capital expenditure proposals are submitted annually 

by the Engineering Department to the Budget Department 

who complete the proper form and sends to the F__ 

propriate ministries for review. 

6. 	Execution of document is controlled by the Engineering
 

Department and records of the Projects Under Construc

tion are maintained.
 

7. 	The Accounting Department records in a fixed asset
 

ledger and updates from various sources of data fLom
 

vouchers and store requisitions.
 

8. 	Fixed asset records are supposed to be located at each
 

plant but no efforts are made to reconcile the plant
 

records with the Fixed Asset Accountant.
 

9. 	Conclusions on Fixed Assets
 

a. 	Provisions have been made for the proper accounting
 

of fixed assets.
 

b. 	It appears that there is no continuity on the flow
 

of the documents. The single entry cash system of
 

accounting has no provision for balance and control
 

points.
 

G. 	PROJECT CONTROLS
 

1. 	The Finance Department keeps a cumulative record of
 

all commitments during the year.
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2. 	Additions to projects can not be made unless sanctioned
 
by the Finance Division to assure that ample funds are
 

available
 

3. 	Three different divisions &re involved in the project
 
controls but none of them reconcile with each other.
 

4. 	Conclusions on Project Controlu
 

a. 	The procedureo are in place for the proper account

ing for capital projects, but there are not proper
 
balance and check points hecause of the system
 

being used.
 

E
STORES INVENTORY
 

1. 	This is an area that should be actively involved in 
the 	accounting and cost process.
 

2. 	The stores function is limited to receiving, storing
 

and issuing goods on the receipt of properly authorized
 

forms.
 

3. 	Stores items are classified into the following catego

ries
 

a. 	raw materials
 

b. 	fuel
 

c. 	spare parts
 

d. 	materials
 

e. 	scrap
 

f. 	goods for resale
 

g. 	materials and machinery for projects
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4. 	The large volume store items are controlled by the
 

purchasing manager. Routine and miscellaneous stores
 

are handled and processed by the Stores Clerk.
 

5. 	According to interviews, no efforts are made to
 

properly charge store items to the proper expense
 

category. For some governorates this could be a
 

significant amount of money each year.
 

6. 	The only control factor is a check point against the
 

bin card and stock control card.
 

7. 	Penalties and fines are levied against storekeeper
 

for any loss or unaccounted for items. To protect
 

himself, the storekeeper secures the office whenever
 

he has to be gone which creates an inefficient
 

operation. The employees do not have adequate
 

accessibility for the stores items if they are needed.
 

8. 	Beni Suef has very good procedures and control over
 

their inventory. Damietta also has a good Inventory
 

Department.
 

9. 	Conclusions on Stores Inventory
 

a. 	This is an area *hat much work is needed to
 

properly create a flow of documents to the proper
 

departments.
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CHAPTER 3
 

DISCUSSION AND RECOMMENDATION
 

A. COST ACCOUNTING SYSTEMS
 

1. 	The only way to develop an effective cost program is
 
to find out in detail how much is being spent in each
 
category. This information must be accurate enough to
 

predict future expenditures so that an effective
 

budgetary program can be formulated.
 

2. 	An effective Cost Accounting System combined with
 

accurate record keeping can generate the 
financial
 
information necessary for financial controls. 
 Once
 
the information is available, the other element needed
 
is the establishment of clear and realistic objectives.
 

3. 	Progress toward acheiving the desired objective can be
 

monitored through the MIS and its components,that being
 
the Performance Monitoring System and the Cost
 

Accounting System.
 

4. 	The present governmental accounting system does not
 
conform with the general accepted accounting practicOs
 
for water and wastewater facilities, as generally
 
recommended by a Certified Professional Accounting
 

Association.
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5. 	There are no comparisons of annual income with
 

expenditures. Normal procedures to assess financial
 

information are not routinely performed.
 

6. 	The accountants, clerks and financial officers are
 

trained to control and document information rather than
 

use it for other functions of planning.
 

7. 	Major emphasis must be placed on local utilities to
 

operate as individual cost centers. Once cost centers
 

of operation are established, the cost control
 

management concept can be gradually worked into the
 

attitudes and thinking of all personnel.
 

8. 	A progressive step in this direction must be zaken to
 

design and implementate a cost accounting system. This
 

system must be able to work parallel with the existing
 

system and utilize the strengths and skills of
 

personnel already performing some of the needed tasks.
 

B. 	COST ACCOUNTING SYSTEM CONCEPT (CASC)
 

An illustration of (CASC) is shown on the facing page,
 

Figure 3-1:
 

1. 	Source of data:
 

a. 	Payroll
 

b. 	Vendors
 

c. 	Inventory
 

d. 	Internal-Journal entries.
 

2. 	Payroll
 

a. 	Wage expenditures are prepared by the Personnel
 

Departments and forwarded on to the Central Agency
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for Organization and Management for further
 

processing.
 

b. Interviews with the Personnel Division provided
 

information that labor allocation by department
 

has 	not been practiced,but this can be done if
 

properly authorized.
 

c. 	A form as indicated below, will have to be
 

completed each month to input for the cost data.
 

Payroll - collect monthly from Personnel Department
 

Expense No. of
 
Location No. Employees Wages Allowances
 

Water Plant 601
 
Water Net 640
 
Other 	 650
 
Wastewater Plant 720
 
Wastewater Net 700
 
Lift Stations 750
 
Other
 
Meter Readers 802
 
Collection 804
 
Administration 902
 
Other
 

Total
 

FIGURE 3-2
 

3. 	Vendors:
 

This information will be collected according to the
 

present system being used.
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a. 	If separate budget and disbursement journal is main

tained, then the footing and balance totals can be
 

used.
 

b. 	No separate budget and journal will require some
 

modifying of procedures to abstract the data needed
 

for utility operations.
 

c. 	At this point a very good working relationship with
 

Accounting Department will be necessary.
 

4. 	Inventorv:
 

Data will be prepared by the Manager of the Water Plant
 

and the Stores Manager.
 

a. 	The Manager of the Water Plant will deliver to the
 

Accounting Department a report similar to the one
 

shown below.
 

Inventory Account
 
Number Description Number Quantity Price Total
 

Alum 607
 
Chlorine 609
 
Ammonia 611
 
Carbon C13
 
Lime 615
 
Sulphate 617
 

M3 Treated Total
 

M3 Pumped to Net Cost/M3
 

FIGURE 3-3
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b. 	The Manager of Stores inventory will need to
 

prepare an analysis and recap of all requisitions
 

processed during the month. The format of the form
 

needed can be determined at time of implementation.
 

5. 	Internal - Journal Entries
 

Entries such as insurance, various taxes, accrual
 

entries, depreciation entries and all types of
 

corrections and adjustments.
 

a. 	A form can be designed at the time of im

plementation to cover all these procedures, along
 

with the proper documentation and authorization
 

that must accompany a form designed for this
 

purpose.
 

C. 	COST ACCOUNTING PROCESS
 

1. 	Cost Accounting is basically the collection and
 

processing of information to allow the preparation of
 

meaningful cost reports. The flow chart Figure 3-1,
 

illustrates the beginning of the data collection
 

process.
 

2. 	Basic cost information is processed to prepare monthly
 

reports by function, cost Center or specific project.
 

Cost center reports are used to control and evaluate
 

performance on a functional basis, or to provide
 

inform-ation for management reports.
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3. 	Project cost reports are used to evaluate cost
 

performance compared to budgets, and to provide
 

information for recovering costs through invoicing to
 

the customer.
 

4. 	Management consideration must be given to determine
 

the extent to which Cost Centers should be defined in
 

each division.
 

5. 	Cost accumulation by center should be achieved by
 

formulating a detail Chart of Expense Accounts that
 

will identify the function within a division or
 

department.
 

6. 	A coding of expense accounts should contain six digits
 

so there will be flexibility in establishing additional
 

cost centers if needed.
 

7. 	A formulated Chart of Accounts is the necessary
 

mechanism needed to start processing meaningful
 

information to be used for development of financial
 

and cost information. A detailed breakdown of a
 

workable Chart of Accounts for a basic water and
 

wastewater utility is illustrated by Figure 3-4,
 

through 3-7.
 

D. 	COST CENTERS FOR A TYPICAL UTILITY
 

The 	Illustrative Chart of Accounts and Figure 3-8 Details
 

Cost Centers as follows:
 

600 - Production - Distribution of Water
 

700 - Collection - Treatment of Wastewater
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EXPENSES - WATER 

ACCOUNT NO. DESCRIPTION
 

Pumping and Treatment
 

601 Wages
 
603 Allowances
 
605 Power
 
607 Alum
 
609 Chlorine
 
611 Ammonia
 
613 Carbon
 
615 Lime
 
617 Sulphate
 
619 Laboratory
 
621 Spare Parts
 
623 Oil - grease
 
625 Outside Repair
 

Distribution
 

640 Wages
 
642 Allowances
 
644 Small Tools
 
646 Materials
 
648 Stores
 

Source of Supply
 

650 Wages
 
652 Allowance
 
654 Power
 
656 Spare Parts
 
658 Oil - grease
 

Reservoirs
 

665 Wages
 
667 Allowances
 
669 Power
 
671 Spare parts
 

Wells 

675 Wages
 
677 Allowances
 
679 Power
 
681 Spare parts
 
683 Oil - grease
 

Figure 3-4
 



CHART 

EXPENSES 

700 

702 

704 

706 

708 


720 

722 

724 

726 

728 

730 

732 

734 


750 

752 

754 

756 

758 


OF ACCOUNTS
 

WASTEWATER
 

Collection
 

Wages
 
Allowances
 
Spare Parts
 
Stores
 
Materials
 

Treatment
 

Wages
 
Allowance
 
Power
 
Chlorine
 
Sulphur
 
Laboratory
 
Spare Parts
 
Oil - grease
 

Lift Stations
 

Wages
 
Allowances
 
Power
 
Oil-grease
 
Spare Parts
 

Figure 3-5
 

REVENUE
 

ACCOUNT NO. 


401 

403 

405 

501 

503 

505 


Figure 3-6
 

DESCRIPTION
 

Sales of Water
 
Sales of Materials
 
Other
 
Wastewater Service
 
Materials
 
Other
 



Billing - Collection
 

802 
 Wages - Meter Readers
 
804 Wages-Records-Collection
 
806 Allowances
 
808 Supplies
 

Administrative-General
 

902 Wages

904 Allowances
 
906 Supplies
 
908 Conferences
 
910 Miscellaneous
 

Other Income-Expense
 
915 Interest
 

917 Miscellaneous
 

Depreciation
 

931 Water
 
933 Wastewaster
 

Other Requirements
 

941 Loans
 
943 Reserve Fund
 
945 Capital Projects
 

Figure 3-7
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WATER WASTEWATER
 

I ITREATMENT COLLECTION
 

DISTRIBUTION TREATMENT
 

SUPPLY LIFT STA"ITON
 

RESERVOIR OHER
 

WELLS
 

The Statement of Revenue, and Expenses will generate a
 

report showing cost incurred for each of the divisions
 

shown above and an overall cost for the entire department.
 

The flexibility of the Chart of Accounts will provide
 

separate cost centers within any of these divisions if
 

there becomes a need.
 

800 - Billing - Collection
 

900 - Administrative - General
 

BILLING ADMIN. FIXED DEPRECIA- nPROJECTS 
COLLECTION GENERAL ASSETS TION 

FIGURE 3-9
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1. 	The 800 - 900 cost centers are not as active as the 

600-700 but must be considered in the overall financial 

decisions that management will make. 

2. 	Billing and Collection, Administrative and General and
 

Depreciation are to be considered when the cost of
 

water is determined from source of supply, to
 

delivering to consumer and generating the revenue for
 

this service.
 

3. 	Projects is a special program to be included within
 

the recommended system and monitor and control until
 

a Standard Accounting System is installed.
 

4. 	Fixed Assets is also a special program. It will be
 

implemented and monitored and controlled until such
 

time the System is converted.
 

E. 	REPORT FORMAT
 

1. 	A reco.amended format for cost center expense reports
 

is illustrated in figure 3-10 below.
 

Cost Center Expense Report
 

Acct. Description Current Year Budget %
 
No. Month to Date Spent
 

FIGURE 3-10
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2. 	The report provides for current month, year to date
 
expenses, and the related annual budgets. Year to date
 

expenses are divided by the annual budget to obtain the
 
percent of budget spent.
 

3. 	The frequency of reports can be determined by the
 

administrative staff. Good business decisions would
 

require monthly reports to be available within ten days
 

after the end of the month. Reports prepared at later
 

dates tend to lose their value due to the lack of
 

timeliness.
 

F. 	USES OF COST CENTER REPORTS
 

1. 	The design and implementation of the cost center
 
reports and summarization of these reports at the
 

Division and Department level will be useful. These
 

uses will provide improved:
 

a. 	Information for better planning and budgeting of
 

expenses,
 

b. 	Ability to measure performance compared to budget
 

at all levels on a timely basis where control can
 

be exercised,
 

c. 	Ability to identify areas for potential cost
 

reduction and then measure the results,
 

d. 	Cost awareness at all levels of responsibility
 

which is necessary for control.
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G. FINANCIAL CONTROLS
 

1. 	Financial controls relate dl.rectly to the management
 

of money resources. Operational controls focus on
 

people, equipment and materials.
 

2. 	The objective of financial controls as recommended in
 

this section is to:
 

a. 	Utilize the Water Utility's funds more effectively
 

through improved management.
 

b. 	Generate the internal and external reports that
 

are needed to support good management.
 

3. 	GOE is confronted with growth situations and demands
 

for new and improved services from the Infrastructure
 

Division of the Governorates. Adequate funds are not
 

available to finance these demands and needs.
 

4. 	Some of the donor agencies are making funds available,
 

but only on a limited basis with requirements that GOE
 

make efforts to have the infrastructure division in a
 

partial sustaining position by different target dates.
 

5. 	GOE must levy a higher tariff that will help fund
 

increased needs and also satisfy the donor agency
 

requirements regarding the amount of support to ongoing
 

projects.
 

6. 	To undertake this task, the GOE must begin a program
 

to identify the actual cost of operation for the water
 

utility. It must then begin a program to monitor and
 

reduce cost if possible or better utilize the resources
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that are available. All of these issues will require
 

a system of financial and management controls.
 

7. 	The current financial methods and controls do not go
 

far enough in detail and scope of disclosure. Revenue
 

and cost are not reported in a form for managers to
 

use. Budgets are not used to see if targets are met
 

or to identify problems.
 

H. 	BUDGETING
 

1. 	The budget is not currently used for monitoring and
 

control. It should be redesigned with these objectives
 

in mind:
 

a. 	Budgets should be prepared by the managers of each
 

Cost Center as shown in figure 3-8 and
 

3-9. All cost center budgets should then be
 

consolidated into one budget for the Department
 

level.
 

b. 	Budgets should be determined by the prior business
 

indicators that are generated.
 

c. 	Budgets should normally be prepared for one year
 

and can be modified during the year as necessary.
 

Internal or line items in the budget can be revised
 

by the managers of cost centers. Overall items
 

that increase the total budget will need to be
 

reviewed and discussed by the Senior Management.
 

d. 	Amounts above or below the variances of the
 

budgeted amount should be explained by the manager
 

of each Cost Center.
 

3-11
 



e. 	The budget format for all Cost Centers should be
 

uniform, figure 3-10 is recommended.
 

f. 	Budget preparation routine should be:
 

- The Cost Center Manager will prepare his budget 

after a review of budget indicators, previous 

year's expenses and projected plans for the 

current year. 

- The consolidated Cost Center budgets should 

then be reviewed for accuracy by the Budget 

Department and then forward on to Senior 

Management for review and comments. 

- After complete review, the budget should be 

forwarded to the Ministry of Finance at the 

Governorate level. 

- The Budget Department, on the local level 

should monitor the approved budget from GOE 

and advise the Cost Center Managers of any 

increase or reduction from the original 

requested amount. 

- The time table for Budget preparation should 

be determined by the Budget Department and a 

copy given to all personnel involved in this 

procedure. 

- The budget section should compile an Income 

and Expense Report for each department and Cost 

Center on a monthly basis. After a review by 

the concerned personnel, a written response or 

verbal discussion can be held to explain any 
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variances that the business indicators have
 

shown.
 

I. 	COST ACCOUNTING SYSTEM CONCEPT FOR PROJECTS
 

1. 	There are always several different types of ongoing
 

projects within a utility. The categories used here
 

could be classified as Foreign, Local and Internal.
 

2. 	The flow chart, Figure 3-11 on facing page details the
 

way data is collected, accumulated and then separated
 

by categories.
 

3. 	Project cost or work in progress is usually processed
 

through an Asset Account. It is then classified and
 

transferred to a Fixed Asset Account according to the
 

Chart of Accounts.
 

4. 	Some Governorates will not have as much detailed
 

informaton as others due to the data collection
 

activity in a particular area, but procedures are
 

designed and recommended so that general accepted
 

accounting principles apply whether the facility is
 

large or small.
 

5. 	The detailed report should be prepared at the same time
 

other financial reports are prepared. It should
 

contain similar data to that as shown on the project
 

summary.
 

6. 	Uses of Project Cost Reports:
 

a. 	The implementation of a system to report project
 

costs should serve the following purposes:
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Provide the capability to measure performance
 

against forecast to have better control.
 

Provide capability to analyze project costs to
 

improve forecasting for other projects.
 

Allow the Accounting Department to properly
 

invoice the responsible party so accurate costs
 

can be recovered.
 

7. 	The most important step in the project cost accounting
 

concept is to have a designated account number in the
 

asset division of accounts which identifies the
 

function.
 

a. 	An example could be:
 

107 - Work in ProQress or Projects under
 

Construction.
 

b. 	The next important step should be to have a series
 

of pre-numbered Work Orders or Capital Expenditure
 

Authorization forms as shown in figures 3-12 and
 

3-13.
 

c. 	The proper identification for the on-going project
 

could then be, for example:
 

"107-255 Fayoum 16 "Waterline".
 

8. 	Copies of the pre-numbered Work Orders should be
 

distributed to all operating divisions and proper
 

distribution to Accounting, Purchasing and Stores.
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9. 	The entire transaction of an item for the project, from
 

a purchase order to payment of the vendor, will be in
 
the system and will be reflected in the accumulation
 

of data for the month.
 

J. 	 DETAIL DESIGN OF THE COST ACCOUNTING SYSTEM CONCEPT 

1. 	The design of the system must be detailed so that it
 

can be readily implemented. If the system is designed
 

properly, management should be able to determine
 

exactly what is required so that the system can
 

accurately generate the hard financial data that is
 

needed.
 

2. 	During the design phase, personnel should be trained
 

so that they have a complete understanding of the
 

reporting and processing requirements. This under

standing is essential for the successful imple

mentation of a system.
 

3. 	Some of the items to be accomplished during the detail
 

design are to:
 

a. 	Deteimine the level to which cost centers and
 

projects will be defined.
 

b. 	Develop the coding system to provide for
 

identifying cost information at the reporting
 

level.
 

c. 	Design a smooth supporting report for salary and
 

wage distribution which will contain the necessary
 

cost coding.
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d. Design and work together on format reports for cost
 

centers and projects.
 

e. 	Review and revise as needed the systems for
 

collection and cost input information.
 

f. 	Document the entire Cost Acounting System including
 

flow charts, programming requirements and report
 

formats.
 

g. 	Proper orientation and training of the personnel
 

that will be actively involved.
 

h. 	Efforts expended during the detail design will
 

effect the ease and success of the implementa-tion.
 

i. 	The size of this task should not be underestimated.
 

j. 	A time schedule should be prepared for use in
 

monitoring the different stages of efforts put
 

forth toward the implementation.
 

k. 	Good sound planning with steady concentrated
 

efforts will be needed to properly detail, design
 

and implement a good, dependable and reliable cost
 

center concept of accounting.
 

K. 	FIXED ASSETS
 

1. 	As stated in the preceding Chapter, the Fixed Assets
 

or Physical Inventory is a priority item in subtask B
 

4.2. The Governorates,do not follow the procedures as
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outlined in the rule established in 1974 by the
 

Governmental Accounting Manual.
 

2. 	The Utility Plant Account, called Fixed Asset and
 

Physical Inventory, is usually separated into five
 

general categories. The categories are maintained in
 

the Asset Division of the Standard Accounting System
 

procedures.
 

3. 	As mentioned in preceding chapter, the Cost Accounting
 

System will have a special center to set up and
 

monitor the account balances as agreed upon at the time
 

of implementation. Activity from the implementation
 

stages shall be maintained and monitored according to
 

the reporting schedules designed.
 

4. 	These are the basic fixed asset accounts used by a
 

typical utility:
 

a. 	General Plant
 

b. 	Source of Supply Plant
 

c. 	Pumping Plant
 

d. 	Water Treatment Plant
 

e. 	Transmission - Distribution
 

5. 	The proper accounting for Fixed Assets requires these
 

four basic forms. Others may be required depending on
 

the flow of data within any specific office.
 

a. 	Capital Authorization Form
 

This puts the initial input into the system as
 

described in preceding chapter. The Physical
 

Inventory Clerk puts the number of the project in
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the system and will 

indefinite time. 

monitor it monthly for an 

b. Project Completion Incquiry 

After time has lapsed and the Clerk determines that 

an inquiry is needed, the form is put into the data 

flow process. Information desired can be inserted 

on the form which can be modified easily. The 

important point to be noticed is that it takes a 

recommended sequence of events to monitor a 

situation. See figure 3-14. 

c. Fixed Asset Record Card 

This is the card that will be used for the entire 

life of the asset. Once this card is properly 

prepared and entered into the accounting process, 

it becomes a part of the cost and financial data. 

The card can be modified to the system being used 

by the utility. See figure 3-15. 

d. Asset Life and Depreciation Rate 

- This is a very good schedule to properly 

determine the amount of depreciation to be 

charged to the various categories as described 

in paragraph five. 

- A routine or journal entry as described in an 

earlier part of this chapter must be entered 

as one of the sources of data to propexly 

document cost data for the utility. 
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Depreciation data is to be used at a later time
 
when future tariff rates for water are being
 

calculated.
 

6. 	A specially trained person is needed to properly
 

maintain and document all the data required for this
 
important source of data. The person selected should
 
have an accounting background and should have worked
 
in an office with a variety of detail assignments. A
 

Fixed Asset Accountant must be able to follow
 
transactions through the whole accounting cycle and be
 

familiar with all departments within a utility. See
 

figure 3-16.
 

L. 	 STORES INVENTORY 

1. 	This area is very important in the cost accounting 

concept. The proper allocation of stores expenses 
plays a major role in the recovery of cost to a project 

or to the proper cost of an asset and to the allocation 

to operation and maintenance of the utility operations. 

2. 	Illustrated on the following pages are some basic forms
 

used to properly record and control items in and out
 
of a stores inventory. These forms are meant to be
 
used as guide lines and can be modified or changed
 

according to the routines already established, or they
 

can 	be used as completely new procedures.
 

a. 	Purchase Invoice Registration Stamp
 

This process is the beginning of the cycle
 

involving the basic stores inventory process. By
 
the propez completion of this stamp, the General
 

Accounting Department can proceed with their basic
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routines and the Stores Inventory Department can
 

also proceed in their regular cycle. See figure
 

3-17.
 

b. 	Goods Received Note
 

This particular form is a confirmation of the
 

Purchase Invoice Registration Stamp. It can be
 

designed to allow for copies to be forwarded to
 

the various divisions of a utility. The proper
 

notification to concerned personnel eliminates
 

delay of processing, and does not waste the time
 

required in locating personnel to verify the many
 

different requirements that must be satisfied
 

before the vendor can be paid. See figure 3-18.
 

c. 	Stock Account Card
 

This card represents the major control factor on
 

a manual system of stores control. The captions
 

and heading on the card are self ex-planetary and
 

can be modified to the current procedures within
 

a Stores Division. A design-ated person or persons
 

should be permanently assigned to record and
 

reconcile at whatever intervals that might be
 

necessary. The high turnover items are usually
 

reconciled on a monthly basis so that the operation
 

and main-tenance and projects in implementation
 

will not be delayed due to the lack of proper
 

materials. See figure 3-19.
 

d. 	Stock Sheet - Bin Card
 

The Stores Clerk determines whether or not the bin
 

card is needed. The card can be used for various
 

options in the procedures and the stores clerk can
 

determine which options to use. The size and
 

location of the facility is also a factor in
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determining the usefulness of this step in the
 

stores inventory process. Some stores systems only
 

use the card on certain items to establish a
 

consumption trend to assist in the procurement
 

process. This card can be a very useful if
 

properly used. At the same time be a waste of time
 

and effort if not properly used through out the
 

process. See figure 3-20.
 

e. 	Stores Requisition Note
 

This form is the mechanism that creates the whole
 

flow of data in the stores inventory process. The
 

personnel that process this form usually are the
 

people that know the entire system. A decision
 

should be made here as to who will be responsible
 

for designating the proper expense code to be used
 

for the requisition. A copy of the Chart of
 

Accounts should be assigned to this office. Every
 

requisition should have an expense code properly
 

assigned and at the end of the month, a summary
 

should be prepared. This summary should contain
 

date, requisition number, expense code and amount
 

of money. This summary will be collected by a
 

designated person and used as data input for the
 

Operation Statement Lo be prepared monthly. See
 

figure 3-21.
 

f. 	Stores Return Note
 

This note should be properly documented and
 

included in the summary as discussed in the
 

preceding paragraph. See figure 3-22.
 

g. 	Re-Order Requisition Note
 

If proper procedures are being followed with the
 

Stock Account Card and Stock Sheet Bin Card. A very
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valuable mechanism is developed in the stores
 

inventory process. The stores clerk determines the
 

need for materials based on the standards that are
 

determined for a re-order. The store controller
 

should verify the need from the Stock Account Card.
 

If there is a difference he should immediately
 

reconcile because the two forms create a control
 

point. The reorder form should be forwarded to the
 

proper Department for expediting. See figure 3-23.
 

h. 	Purchase Requisition
 

This form will be received by the Purchasing
 

Department and Fhould be properly executed and
 

expedited. If the Purchasing Manager has a question
 

as to need or authorization, he should contact the
 

stores controller immediately. See figure 3-24.
 

Conclusions:
 

The 	Stores Inventory Division could be referred to as
 

the 	focal point of the entire operation of a water
 

utility. This is an area where the staffing of
 

competent, qualified personnel is required in order to
 

coordinate the many functions of the utility. The
 

complete interfacing of all divisions occurs in this
 

area and must have the respect and support of all
 

Departments within the organizational chart of the
 

utility.
 

M. 	FINANCIAL REPORTING
 

1. 	Modifications need to be made to the existing reporting
 

methods to provide the managers with required data. The
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increased emphasis in this area could improve the
 

expense and asset controls.
 

2. 	Recommendations relate to two main reporting areas:
 

a. 	Financial Statements
 

b. 	Management Reports.
 

3. 	The financial statements should contain the following
 

elements if they are to be fully utilized by the
 

managers.
 

a. 	Level of Detail - The Statements should be prepared 

in cost center detail and then consolidated at the 

department level. 

b. 	Frequency - The statements should be prepared 

monthly to use the current information fully. 

c. 	Budget comparison - All statements should disp
 

the actual and projected revenue and expense s: 

by side so that quick comparisons can be made and 

adjustments recommended. 

d. 	Responsibility and Accountability - Statements 

should be provided to all Managers of Cost Centers. 

The managers should acknowledge their review of 

statements by either verbdl on written responses. 

4. 	Management Reports are essential to the operation of
 

a Utility. The recommendations proposed in this
 

Chapter will generate or can be programed to monitor
 

and control the information that is desired. As part
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of this Cost Accounting System Concept, management will
 

need to review and analyze the following reports:
 

a. Budget compared to Actual 

b. Cost of cubic meter of water 

c. Revenue per cubic meter of water sold 

d. Cash flow 

e. Project control schedule 

f. Inventory of Raw materials 

g. Accounts Receivable Analysis 

h. Bank reconciliation 

I. Status of meters 

J. Wages for utility 

k. Number of personnel 

1. Revenue by class of service 

m. Number of customers 

n. Leak reports 

o. Meter service reports 

p. Cubic meters produced compared to Cubic meters 

billed. 

N. 	BENEFITS To be derived from the recommended Cost
 

Accounting System Concept are listed below:
 

1. 	An unused resource of the Utilities studied is
 
information. The recommendations in this section have
 

revised the existing financial data into new formats
 

that will contribute to a better and more improved
 

method of management.
 

2. 	These described benefits will result from the
 

implementation of our recommendations:
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a. Improved documentation of the data will help the 

Ministry of Finance to better determine the need 

of funds for the proper operation of the utility. 

b. Improved financial reporting will help the managers 

to better utilize the resources of equipment, 

materials, personnel and money. 

c. Problem identification will be improved so 

corrective action can be taken more quickly. 

that 

d. Cost of operation can be reduced or. Managers can 

be made aware and responsible for cost and 

operation of the Centers. 

e. Senior Management will be able to properly evaluate 

the managers of the cost centers and work toward 

developing and improving their skills. 

f. Flexibility 

management 

procedures. 

will permit adjustment 

methods without major 

to the 

changes 

new 

in 
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CHAPTER 4
 

ACTION PLAN
 

A. GENERAL SITUATION
 

1. 	The present financial system is characterized by the
 
traditional function of control and accountability.
 

The methods of record keeping are very detailed which
 

makes it difficult to obtain financial information with
 

which to prepare a workable budget or to determine the
 

cost of operating a water utility.
 

This subtask report includes a workable recommendation
 

to provide management with the information to plan,
 

monitor and evaluate the operation of a utility.
 

2. 	By accepting the recommendation for the Cost Accounting
 

System Concept, NOPWASD and specifically the NOPWASD
 

counterpart have taken on a big assignment with much
 

responsibility. The implementation plan will require
 

two applications, one with the water companies and the
 

other with the individual Governorates.
 

The application with the water companies will be easier
 

because the (SAS) Standard Accounting System is in
 

place and accounting methods are being practiced
 

according to (GAAP) General Accepted Accounting
 

Principles. The Guvernorates use of the Guvernmental
 

Cash Accounting System will require some modifications
 

to the existing systems and are described in the
 

implementation plan.
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3. 	Implementation of the recommendation discussed in the
 

previous chapter will require the time and efforts of
 

many individuals in several agencies. In keeping with
 

the intent of WWISP, primary responsibility for
 

implementation rests with the Egyptian counterparts.
 

In most instances, the implementation will follow the
 
established procedures used by NOPWASD for making
 

changes. In other instances, new procedures described
 

in the previous chapter must be implemented. Regard

less of the procedure followed, coordination and
 

communication between and among "Action Agents" will
 

be critical.
 

4. 	In this chapter, the recommendation as explained in
 

Chapter 3 is separated into ten tasks and
 

a. 	identified by topic
 

b. 	assigned to Action Agents
 

c. 	given a time frame as displayed in Figure 3-25
 

d. 	given an estimated cost for all tasks.
 

B. 	IMPLEMENTATION PLAN
 

Task 1 : Str&---v Plan to Implement CASC
 

Objective : Develop implementation plan
 

Action Agent: NOPWASD counterpart must:
 

a. Select the personnel to do the
 

implementing. The C/A team recommends
 

the selection to come from the ex

perienced and highly qualified personnel
 

in the Governorates.
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Task 2 : 


Objective : 


Action Agent: 


b. Determine the proper communication
 

channels to follow to be assured of a
 

good working relationship with the
 

personnel in the Governorates.
 

c. Establish a good relationship with the
 

2rimary Action Agent in the Governorate,
 

usually that will be the Chief Accoun

tant.
 

d. Review the recommendation and the
 

implementation plan with the Chief
 

Accountant.
 

e. Have copies of the recommendation and
 

plan to distribute to the personnel that
 

the Chief Accountant selects.
 

Sources of Data
 

Develop procedures to accumulate data as
 

shown in Figure 3-1.
 

NOPWASD counterpart and Chief Accountant.
 

a. Refer to Chapter 3 Section B, Paragraph
 

1-5.
 

b. Figure 3-2 is an illustration of the data
 

needed. It can be modified to fit the
 

system.
 

c. Paragraph 3 is self explanatory.
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Task 3 : 


Objective : 


Action Agent: 


d. Paragraph 4 and Figure 3-3 are
 

illustration and can be modified to fit
 

the system.
 

e. Paragraph 5 will be determined at time
 

of implementation.
 

Chart of Accounts.
 

Identify the cost elements to be used in
 

the production and distribution of water.
 

NOPWASD, Chief Accountant, Manager of
 

Infrastructure.
 

a. Refer to Chapter 3 Section C, Paragraphs
 

1-7.
 

b. Review Figures 3-4 through 3-7 to
 

detrmine which cost elements should be
 

deleted or added, depending upon the
 

facility being costed; i.e. type of
 

plant, wells, surface or ground water.
 

c. The Infrastructure Manager should prepare
 

a list of the most common cost elements.
 

d. A list of least used cost elements should
 

be prepared so that the accounting
 

department can classify items as
 

miscellaneous for easy coding of expense.
 

e. The Chief Accountant should assemble all
 

the data and formulate a Chart of
 

Accounts similar to Figures 3-4 through
 

3-7.
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Task 4 : 


Objective : 


Action Agent: 


Task 5 : 


Objective : 


Action Agent: 


Cost Center Designations
 

Identify the cost centers that are to be
 

monitored.
 

NOPWASD, Chief Accountant, Infrastructure
 

Manager.
 

a. Refer to Chapter 3, Section D, Figures
 

3-8.
 

b. The Infrastructure Manager should decide
 

on the cost centers which fit his type
 

of operation.
 

c. The selection of personnel to be Cost
 

Center Managers should be determined at
 

this time.
 

d. Have a meeting of selected Cost Center
 

Managers to discuss the new methods of
 

cost accounting management.
 

e. Allow two weeks for the designated Cost
 

Center Managers to review and discuss,
 

then arrange a conference at a predeter

mined date for responses and review.
 

Develop Budgeting Procedures
 

Prepare cost center budgets by June 30,
 

1990.
 

NOPWASD, Chief Accountant, Budget Manager,
 

Infrastructure Manager and Cost Center
 

Managers.
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a. The Chief Accountant and the Budget
 

Manager should have available a cost
 

expense report as shown in Figure 3-10
 

with all the account numbers as 

formulated from task three which is 

described in section E. 

b. The Budget Manager should have a
 

completed copy of the cost expense report
 

with the cost elements from the prior
 

year and to-date cost elements for the
 

current year.
 

c. Sections E, F, G, H, should be reviewed
 

and discussed and a later meeting set
 

for the response and review by the new
 

Cost Center Managers.
 

d. All Action Agents should set June 1990
 

as a date to have their first separate
 

budget for the utilities.
 

e. The Infrastructure Manager should ensure
 

that all power meters are repaired and
 

functioning or that a current estimate
 

of usage can be used for the cost data
 

each month.
 

h. Cost Center Managers should see that all
 

flow meters relative to production and
 

treatment are repaired and functioning
 

or establish a consistent and accurate
 

method of determing the units produced
 

and pumped to the distribution system.
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Task 6 : 


Objective : 


Action Agent: 


i. Action Agents should review all the
 

measurement methods. They should assist
 

in meter replacement where possible, or
 

assist Governorate personnel or establish
 

levels that will be used for the collec

tion of comparative data.
 

Project Controls
 

Procedures to document cost of projects
 

NOPWASD, Chief Accountant, Planning
 

Department, Manager of Infrastructure, Fixed
 

Asset Accountant.
 

a. Review Section I, Chapter 3, paragraphs
 

1-9.
 

b. Figure 3-11 details the CASC to document
 

the local, foreign and internal projects
 

and should be discussed in detail.
 

c. Action Agents should be made aware of
 

the importance of identifying each
 

project by a work order number. Figures
 

3-12 and 3-13 illustrate two types of
 

work orders that can be used.
 

d. The Fixed Asset Accountant should give
 

each of the Action Agents a copy of
 

Figures 3-11-12-13-14 to emphasize the
 

importance of establishing a control for
 

project costs.
 

e. The type of work orders to be used should
 

be decided upon at this point.
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Task 7 : 


Objective : 


Action Agent: 


f. The NOPWASD Counterpart should be very
 

persuasive at this point about project
 

controls as this information is critical
 

for comparative cost of similar projects.
 

Fixed Assets Program
 

Establish current schedule of Physical
 

Inventory with control points.
 

NOPWASD, Chief Accountant, Fixed Asset
 

Accountant.
 

a. Review Section K, Chapter 3, paragraphs
 

1-7.
 

b. Review the rules in Governmental
 

Accounting Manual as established in 1974.
 

c. Review paragraph 3 in Section K as to
 

procedures to follow to accomplish our
 

objective.
 

d. Discuss Figure 3-15 and Figure 3-16 to
 

determine if any modifications are
 

needed.
 

e. Paragraph 7 of Section K should be
 

discussed and plans mad. for the
 

selection of a qualified Fixed Asset
 

Accountant.
 

f. Plans should be made at this time to
 

establish procedures to develop a
 

beginning balance for the various
 

categories of fixed assets.
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Task 8 : 


Objective : 


Action Agent: 


Stores Inventory Procedures
 

To properly allocate stores expense to cost
 

centers.
 

NOPWASD, Chief Accountant, Stores Manager
 

a. Review Section L, Chapter 3, Paragraphs
 

1-2, Items a-h, Figure 3-17 through 3-24
 

and Section A - paragraph 4.
 

b. The Stores Manager should be oriented as
 

to the importance of his department.
 

c. The Chart of Accounts should be explained
 

to the Stores Manager.
 

d. The form for the analyzing and recap of
 

requisitions should be discussed and a
 

time set for completion.
 

e. All sample forms should be reviewed and
 

discussed as to modifications that can
 

be made or deletion made. It may be that
 

a different style of form is to be used.
 

f. Personnel needs should be discussed so
 

that information from stores division
 

can be processed as a cost element.
 

g. Efforts should be made to upgrade the
 

importance of the Stores Inventory
 

Division in the organizational chart of
 

the utility.
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Task 9 : 


Objective : 


Action Agent: 


Task 10 : 


Objective : 


Action Agent: 


Selection of Management Reports
 

To determine the proper business izl!1uQtors.
 

NOPWASD, Chief Accountant, Infrastructure
 

Manager, Cost Center Managers.
 

a. Review Section M. Chapter 3, paragraphs
 

1-4 also Section N.
 

b. Discuss how to review financial
 

statements and management reports.
 

c. Accept recommendations on ways to better
 

analyse the operations of the utility.
 

d. Review the list of management reports
 

and add or delete according to need.
 

e. Emphasize the point that these
 

recommendations are intended to be guide
 

lines to work from and that flexibility
 

is one of the desired results that can
 

be obtained in the change to new methods
 

of management.
 

Communication to Employees.
 

Inform employees of the new methods to be
 

implemented and give each the opportunity
 

to respond.
 

NOPWASD, Administrative Management at the
 

Governorate.
 

a. Discuss the plan to inform all personnel
 

about the change in procedures. Set up
 

indoctrination sessions where required.
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b. See that employees get the opportunity
 

to express themselves.
 

c. Attempts should be made to convey to
 

customers that objectives of change is
 

to provide a better and more efficient
 

service to the Governorate.
 

C. 	TIME FRAME AND ESTIMATED COST
 

1. 	Time element and priority of the tasks are displayed
 

in Figure 4-1.
 

2. 	Cost estimation of $20500 L.S.Dollars includes one trip
 

each to a water and wastewater pilot plant for two
 

weeks initial training, then once a month with one-to

two visits to reconfirm training effectiveness for a
 

period of six months.
 

Training manuals and software would be in Arabic.
 

Training to be conducted by one expatriate and one
 

Egyptian expert.
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KEY PERSONNEL CONTACTED
 

ORGANIZATION 


1. 	NOPWASD : 


2. 	GREATER CAIRO 

WATER AUTHORITY: 


3. 	ALEX. WATER GENERAL 

AUTHORITY: 


4. 	BENHA CITY COUNCIL: 


NAME
 

- Mr. Hatem Marawan 
(HCD Finance and 
Administration) 

- Mr. Ramadan Sadek 
(Financial G. Manager) 

- Mr. Fouad Ramzy 
(Organization & Management 
G.Manager) 

- Mr. Hossam Eldin
 
(D. Chairman for Financial
 
Affairs)
 

- Mr. Mohamed Nabit
 
(Cost Accounting Manager)
 

- Mr. Farouk Hussein
 
(Financial & Admin. G.Manager)
 

- Mr. Hussein Fakhry
 
(Deputy Chairman For Revenues)
 

- Mr. Salah Zayed
 
(Secretary of Benha City
 
Council)
 

- Mr. Abdel Maaboud Saleh
 
(Financial Controller)
 

- Mr. Mohamed Bahaa
 
(Accounting Manager)
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- Mr. Atta Azer Rizk 
(Chief of Water Section) 

5. 	FAYOUM CITY - Eng. Ibrahim Moussa 
COUNCIL: (Deputy Head of City Council) 

- Mr. Ahmed Sofy 
(Accounting Manager) 

- Mr. Mahmoud Farag 
(Chief of Water Accounts 
Section) 

- Mr. MostA£a Ali 
(Chief of Revenue Section) 

6. 	BENI SUEF: - Mr. Aly Mostafa El-Rouby
 
(Head of City Council)
 

- Mr. Sami Hanna
 
(Accounting Manager)
 

7. 	DAMIETTA - Mr. Sami El-Daly
 
WATER CO.: (Financial & Commercial G.
 

Manager)
 

- Mr. Ibrahim Fahim
 
(Financial Manager)
 

- Mr. Moharam Oseily
 
(Commercial Manager)
 

- Mr. Wagih Rakha
 
(Organization & Personnel
 
G.Manager)
 

8. 	DAMIETTA CITY - Mr. Ahmed Abdel Salam
 
COUNCIL: (Head of City Council)
 

- Eng. Rezk Attalla Ahmed
 
(Utility Manager)
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9. EL-BEHEIRA WATER - Mr. Mahmoud ManBour 
COMPANY: (Head of Financial & Commercial 

Sector). 
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