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UNITED STATES OF AMERICA
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

OFFICE OF THE REGIONAL INSPECTOR GENERAL/AUDIT
 

March 26, 1992 

MEMORANDUM FOR D/USAID/E pt, Henry H. Bassford 

FROM 	 RIG/A/C, P ip. arc7 

SUBJECT: 	 Audit of USAID/Egypt's Consulting Services
 
(Audit Report No. 6-263-92-05)
 

Enclosed are ten copies of the subject report. The report contains two recommendations 
which are procedural in nature. Based on actions taken by the Mission to implement the 
recommendations, we consider Recommendation No. 1 resolved and Recommendation 
No. 2 resolved and closed. Recommendation No. 1 will be closed upon issuance of 
Mission Order 14-1, entitled, "Acquiring Services Under Direct USAID Contracts." 

In finalizing this report, we fully considered your comments on the draft report and have 
included them as Appendix II to this report. Regarding the impairments that Mission 
management placed on the audit by refusing to provide requested written representations, 
your comments reflect 	 some misunderstandings of generally accepted government 
auditing standards. 

The audit profession has been one of constant evolution, and the standards and the 
changes to those standards are not always understood by management. The application
of generally accepted government auditing standards is not simply a matter of a layman
reading a technical book, understanding the technicalities, and then applying this 
understanding. Rather, the application of those standards is a matter of the auditor's 
professional judgement which comes from organizational ,uidance, supervision, and the 
auditor's experience and training. 

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

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



While there is no way that we can convey to you in an audit report everything that we 
have learned through years of audit experience and training, we have tried to address 
each of your misunderstandings in Appendix V to this report. We would hope that our 
comments will resolve these misunderstandings and that Mission management will 
provide the auditor all requested evidential matter in the future. Please understand that 
generally accepted government auditing standards do require us to report impairments
placed on our audit by management and the impact of those impairments on our audit 
work. 

Please feel free to call upon me to discuss these issues or any other matters of concern 
to you. I appreciate the courtesies extended to my staff during the audit. 

Background 

In January 1988 the Office of Management and Budget (OMB) revised Circular A-120 
which was entitled "Guidelines for the Use of Consulting Services." The revised 
Circular changed the term "consulting services" to "advisory and assistance services"' 

which it defines as "those services acquired from non-governmental sources by contract 
or by personnel appointment to support or improve agency policy development, decision
making, management, and administration, or to support or improve the operation of 
management systems." 

OMB Circular A-120 prescribes a system of management control and data reporting
requirements to be followed by government agencies with regard to consulting services. 
These requirements are to ensure that each agency procures all consulting services 
arrangements in accordance with the Federal Acquisition Regulation and the Competition
in Contracting Act of 1984, and reports such arrangements in accordance with the 
Federal Procurement Data System Reporting Manual. 

During the period October through December 1991, the Office of the Regional Inspector
General for Audit/Cairo conducted an audit of USAID/Egypt's consulting services 
contracts awarded during fiscal year 1991. USAID/Egypt reported making 24 such 
awards totalling about $16.2 million. USAID/Egypt's Office of Contracts Services is 
responsible to ensure that consulting services contracts are procured and reported in 
accordance with the above regulations. 

For the purpose of this report, we use the terms consulting services and advisory and 
assistance services interchangeably. 



Audit Objectives 

The 	purpose of this audit was to answer the following two audit objectives relating to 
USAID/Egypt's consulting services for fiscal year 1991: 

1. 	 Did USAID/Egypt procure consulting services in accordance with the 
Competition in Contracting Act, OMB Circular A-120 and the Federal 
Acquisition Regulation? 

2. 	 Did USAID/Egypt establish and implement a system to monitor, report 
on, and evaluate consulting services in accordance with OMB Circular A
120 and the Federal Procurement Data System (FPDS) reporting manual? 

In answering these objectives, we tested whether USAID/Egypt: (1) followed applicable
internal control procedures, and (2) complied with certain provisions of federal laws and 
regulations. Our tests were sufficient to provide reasonable -- but not absolute -
assurance of detecting abuse or illegal acts that could significantly affect the audit
objectives. Our discussion of the scope and methodology is included as Appendix I, and 
our reports on internal controls and compliance are included as Appendices III and IV, 
respectively. 

Audit Findings 

We are not able to fully answer the audit objectives because USAID/Egypt declined to
provide us all the information essential for us to render a professional opinion. For 
example, USAID/Egypt management would not confirm to the best of its knowledge and 
belief that: 

* 	 it had provided us with all the essential information, 

* 	 the information it did provide us was accurate and complete, and 

* 	 it had followed A.I.D.'s policies. 

(A complete description of the essential information that USAID/Egypt would not provide 
or confirm is included in the Scope and Methodology section of this report.) 

Without these confirmations from USAID/Egypt, we cannot fully determine if 
USAID/Egypt did what it is required to do. Without such confirmations, we would, in 
essence, be stating that USAID/Egypt complied with A.I.D.'s policies and procedures
when USAID/Egypt itself would not make such a statement. While we cannot state
positively that USAID/Egypt followed its policies and procedures, this lack of a 
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management confirmation would not preclude us from reporting on any problem areas 
that came to our attention. 

Did USAID/Egypt procure consulting services In accordance with the Competition
in Contracting Act, OMB Circular A-120 and the Federal Acquisition Regulation? 

As discussed above, we cannot fully answer the audit objective. Mission records indicate 
that USAID/Egypt procured consulting services in accordance with the Competition in 
Contracting Act for all seven items tested. 

Concerning the procurement of consulting services in accordance with OMB Circu!ar A
120 and the Federal Acquisition Regulation, USAID/Egypt did not comply with either 
criterion because it failed to obtain proper justification and approval before awarding
consulting services contracts. USAID/Egypt's contract files did not include the required
justification and approval for six of the seven contracts tested in the audit. A complete
discussion of this problem area follows. 

USAID/Egypt Did Not Obtain
 
Proper Justification and Approval
 

According to OMB Circular A-120 and Federal Acquisition Regulation (FAR) 37.206, 
a signed justification and approval must accompany each request for a contract for 
consulting services. Six of the seven items tested did not include the required
justification and approval. The Director of USAID/Egypt's Office of Contracts Services
indicated that contracting officers processed contract requests identified as consulting
services without obtaining the required justification and approval because of an oversight 
on their part. Processing requests without the required justification resulted in 
USAID/Egypt's awarding of at least six contracts totalling more than $15.6 million in 
violation of OMB Circular A-120 and FAR 37.206. 

Recommendation No. 1: We recommend that USAID/Egypt implement a 
procedure to ensure that requests for consulting services contracts include the 
justification and approval required by OMB Circular A-120 and Federal 
Acquisition Regulation 37.206. 

According to OMB Circular A-120 and FAR 37.206, USAID/Egypt should ensure that 
each request for consulting services is appropriate and fully justified in writing. Such
justification would provide a statement of need and a certification that such services do 
not unnecessarily duplicate any previously performed work or services. FAR also
requires a written approval of all consulting services arrangements at a level above the 
requesting office. 
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According to A.I.D. Handbook 14, if the contracting officer determines that a requested
contract is for consulting services and the required justification and approval has not been 
prepared, the contracting officer should return the request to the cognizant project office 
together with a memorandum stating that special justification and approval is required
before the request can be acted upon. In addition, Handbook 14 requires that any
consulting services contract of $1 million or more must be approved by the A.I.D. 
Advisory and Assistance Executive2. 

USAID/Egypt provided the auditors with a list of contracts for consulting services 
awarded or modified during fiscal year 1991. This list identified 24 such actions with 
a total estimated cost of $16.2 million. We selected a judgmental sample (all contracts 
greater than $100,000) of seven actions totalling $15.8 million or 98 percent of the cost 
of the 	"audit universe". 

Only one of the seven contract files reviewed included a clearly identified justification
and approval as required by OMB Circular A-120 and FAR 37.206. In addition, four
of the 	seven contracts reviewed were over $1 million but none of those four included an 
approval from A.I.D.'s Advisory and Assistance Executive. 

When discussing the above problem with the Director of the USAID/Egypt's Office of
 
Contracts Services, he explained that it was due to an oversight on the part of contracting

officers because most of them were relatively new employees working under a heavy

office workload. Processing requests without the required justification and approval

resulted in USAID/Egypt's awarding of at least six contracts totalling more than $15.6 
million in violation of OMB Circular A-120 and FAR 37.206. 

Did USAID/Egypt establish and implement a system to monitor, report on, and 
evaluate consulting services in accordance with OMBCircularA-120 andthe Federal 
Procurement Data System (FPDS) reporting manual? 

As discussed previously, we are not able to fully answer the audit objective. Mission 
records for the seven actions tested indicate that USAID/Egypt did establish a system to 
monitor, report on, and evaluate consulting services, 

However, USAID/Egypt did not implement the established system in such a way as to 
ensure that it contained or reported accurate and reliable information. Controls were not
in place to ensure that consulting services data were accurately entered into the system 

2 	 According to A.I.D. Handbook 14, the A.I.D. Administrator has designated the 
Assistant to the Administrator for Management Services as the A.I.D. Advisory and 
Assistance Executive. 
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or reviewed for accuracy once it was entered. A complete discussion of this problem 
area follows. 

USAID/Egypt Did Not Ensure That Consulting
 
Services Information Was Proyerlv Reorted
 

OMB Circular A-120 requires executive agencies to report all contracted consulting
services to the Federal Procurement Data System. USAID/Egypt records its consulting
services contracts in the computerized Contract Information Management System (CIMS).
According to A.I.D. officials, CIMS data is transmitted to A.I.D./Washington on a 
quarterly basis where it is entered into the Federal Procurement Data System. Our 
review found that USAID/Egypt lacked formal procedizres for the contracting office to 
follow to ensure that all contracts were properly classified as consulting services,
accurately entered into the system, and periodically reviewed for accuracy. As a result,
USAID/Egypt's CIMS data for fiscal year 1991 contained significant errors in data 
relating to consulting services contracts. Thus, USAID/Egypt did not report accurate and 
reliable data on consulting services to A.I.D./Washington for entry into the Federal 
Procurement Data System. 

Recommendation No. 2: We recommend that USAID/Egypt implement
procedures to ensure that data on consulting services contracts is completely
and accurately entered into its Contract Information Management System
before being transmitted quarterly to A.I.D./Washington for entry into the 
Federal Procurement Data System. 

According to OMB Circular A-120, dated January 4, 1988, which establishes guidelines
for the use of consulting services, A.I.D. should maintain an accounting or information 
system which effectively monitors and reports on consulting services activities. In 
addition, contracted consulting services should be reported to the Federal Procurement 
Data System. 

USAID/Egypt utilizes CIMS to record certain information regarding contracts, grants,
and cooperative agreements awarded by USAID/Egypt. Computerized CIMS data is sent 
quarterly from USAID/Egypt to A.I.D.'s Office of Procurement from which it is entered
into the Federal Procurement Data System. One data field that can be keyed into the 
CIMS record for each contract identifies, based on a determination by the contracting
officer, whether or not that contract is for consulting services. 

This system of reporting did not include controls to ensure that consulting services 
contracts were consistently classified or accurately entered into CIMS, or periodically
reviewed for iccuracy once they were entered. For example, secretaries, rather than 
contracting officers entered contract data into CIMS. Since a completed CIMS data-entry
sheet was not required for each contracting action, the secretaries sometimes entered data 
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based on their own determination rather than that of the cognizant project officer.
Furthermore, USAID/Egypt had no routine procedure to review consulting services data 
for accuracy once it was entered into CIMS. 

The lack of controls or procedures to ensure accuracy and reliability of CIMS data
resulted in significant errors in that data that remained uncorrected at the time of our 
audit. Each of the seven contracts we reviewed had been erroneously entered into CIMS 
as consulting services contracts. For example: 

" 	 Files for two of the seven contracts reviewed did not include the standard 
data-entry form which indicates whether or not they were determined to 
be consulting services contracts by the contracting officer. They were 
entered as such, but were determined by USAID/Egypt, after the audit, 
not to be consulting services contracts. 

* 	 The data-entry forms in the files of two other sampled contracts, with 
combined costs over $2.25 million, indicated that those contracts were not 
for consulting services. However, USAID/Egypt's contracting staff had 
entered both contracts into CIMS as consulting services contracts and they 
were eventually reported to A.I.D./Washington as such. 

* 	 The form for another contract for about $4 million did not indicate
 
whether or not that contract had been determined to be for consulting

services. It was entered into CIMS as a consulting services contract but
 
was determined, after our audit, not to be for consulting services. 

* 	 Another contract for about $4 million -- to provide architectural and 
engineering services to construct research facilities under a USAID/Egypt
agricultural project -- was recorded in CIMS as a consulting services 
contract. OMB A-120 specifically excludes such services from its 
purview. 

Further, to determine whether or not USAID/Egypt had performed evaluations for 
expired consulting services contracts, we reviewed the files for all ten such contracts
reported by CIMS as expiring during fiscal year 1991. Seven of the ten contracts had 
not actually expired, but were reported by CIMS as having expired due to inaccurate 
completion dates that were either entered incorrectly or not updated as contracts were 
extended. 

Such errors indicate that USAID/Egypt does not have a reliable reporting system for
consulting services contracts required by OMB Circularas 	 A-120. Therefore, data 
concerning consulting services procured during fiscal year 1991 which USAID/Egypt
reported to A.I.D./Washington for entry into the Federal Procurement Data System was
inaccurate and could be misleading to users of that system. 
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Management Comments and Our Evaluation 

During the Exit Conference, the Director of USAID/Egypt's Office of Contracts Services
stated that he agreed with our findings and recommended corrective actions. 
USAID/Egypt's management comments on the draft audit report (included as Appendix
II to this report) indicated that USAID/Egypt had already taken actions to implement both
recommendations. Those actions included (1) making the necessary corrections in CIMS,
(2) notifying A.I.D./Washington of those corrections, (3) drafting Mission Order 14-1 
to establish procedures for acquiring direct USAID contracts including specific
procedures for consulting services, (4) revising the data-entry process for CIMS so that
contracting officers now enter all CIMS data for their contracts, and (5) conducting
classes for contracting staff concerning consulting services requirements under OMB
Circular A-120, and FAR. Based on those actions, USAID/Egypt requested closure of
both recommendations. Based on this response, we consider Recommendation No. I
resolved, and Recommendation No. 2 resolved and closed. We will close
Recommendation No. 1 upon evidence that Mission Order 14-1, currently in draft, is 
issued. 

USAID/Egypt's comments also indicated that Mission management took exception to the
IG position that their refusal to issue a representation letter constituted a scope limitation 
to the audit and precluded the auditors from issuing an unqualified opinion. Our 
response to this issue is presented in Appendix V of this report. 
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SCOPE AND
 
METHODOLOGY
 

Scope 

We audited USAID/Egypt's management of consulting services contracts in accordance 
with generally accepted government auditing standards, except that management would 
not provide us with a representation letter confirming information essential to fully 
answer the audit objective. Management's refusal to make such representations
constitutes a limitation on the scope of the audit. 

Government Auditing Standards require auditors to obtain representation letters when the 
auditors deem them useful. The Office of the Inspector General has deemed that
representation letters are necessary evidence to support potentially positive findings. We 
requested USAID/Egypt's management to furnish written representation with regard to 
this audit assignment. The Director of USAID/Egypt has declined to provide written
representation for any audit until (1) resolution of a current unfair labor practice
complaint filed by the American Foreign Service Association which apparently arose out 
of the initiation by the Inspector General of the letter of representation policy, and (2)
receipt of final Agency guidelines to the field concerning the letter of representation
policy. 

The information that USAID/Egypt managers would not confirm in writing, to the best 
of their knowledge and belief, follows: 

1. 	 whether they are responsible for the internal control system, compliance
 
with applicable laws and regulations, and the fairness and accuracy of the
 
accounting and management information for the organization;
 

2. 	 whether they have provided us with all the financial and management
information associated with the activity or function under audit; 

3. 	 whether they know of any irregularities in the activity; 
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4. whether they know of any material instances where financial or 
management information has not been properly or accurately recorded and 
reported; 

5. 	 whether they are aware of any instances of noncompliance with A.I.D. 
policies and procedures or violations of laws or regulations; 

6. 	 whether they have complied with contractual agreements; and 

7. 	 whether they know of any events subsequent to the period under audit that 
could affect the above representations. 

The 	answers to the above types of questions are so fundamental to the basic concepts of 
auditing that it is not possible to render a positive opinion without them. Thus, if 
managers will not answer these basic questions and will not confirm their answers in 
writing through a representation letter, then we cannot risk giving a positive opinion.
While we cannot render a positive conclusion without such representations, this lack of 
management confirmation does not preclude us from reporting on problem areas that 
came to our attention and we have done so. 

We 	conducted the audit during the period October through December 1991 using as 
criteria certain provisions in the Competition in Contracting Act of 1984, the 1988
revision of OMB Circular A-120 and the Federal Acquisition Regulation. The scope of 
the audit consisted of all contracts for consulting services awarded by USAID/Egypt
during fiscal year 1991. USAID/Egypt reported awarding 24 such contracts totalling
about $16.2 million (see Exhibit II). Our sample consisted of the seven largest contracts 
totalling about $15.8 million. Evidence for 	 testing purposes was obtained by
interviewing USAID/Egypt officials and reviewing files 	in USAID/Egypt's Office of 
Contracts Services and various project offices. 

Methodology 

To begin the audit, we performed an assessment of the internal controls and normative 
compliance criteria relating to the audit objectives. This was done by interviewing
cognizant management personnel and reviewing certain provisions in the Competition in 
Contracting Act of 1984, the 1988 revision of OMB Circular A-120 and the Federal
Acquisition Regulation, as well as A.I.D. Handbook 14. Our audit was conducted in 
USAID/Egypt's Office of Contracts Services and the offices of various cognizant project 
officers. 
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Audit Objective One 

To answer the first audit objective we obtained a list from USAID!Egypt of all consulting
services contracts awarded by USAID/Egypt in fiscal year 1991. That list consisted of
24 awards totalling about $16.2 million. Our audit sample was selected on a judgmental
basis in order to cover all reported consulting services contract transactions over
$100,000 awarded by USAID/Egypt during Fiscal Year 1991. This sample consisted of
the seven largest awards with a combined cost of about $15.8 million representing 98 
percent of the costs of all consulting services contracted reported by USAID/Egypt as 
having been awarded during that period. 

We reviewed the contract files of the selected contracts reported as consulting services 
to ascertain whether or not they contained evidence showing that USAID/Egypt had 
procured them in accordance with the applicable laws and regulations. Specifically, we
determined whether the contracts: (1) included statements certifying that the requirement 
was for consulting services; (2) included written justification of need and certification that 
such services did not unnecessarily duplicate any previously performed work or services;
(3) included well defined scopes of work ; (4) were not used in performing work of a
policy, decision-making, or managerial nature which is the direct responsibility of A.I.D. 
officials; (5) were awarded under conditions of full and open competition; and (6) met 
the definition in OMB Circular A-120 and FAR for such services. 

Audit Objective Two 

To accomplish the second objective, we interviewed USAID/Egypt officials and 
examined internal records and reports to determine whether USAID/Egypt had
established and implemented a system which effectively: (1) monitored consulting
services contracts; (2) evaluated each contractor's performance at the end of the contract;
and (3) reported on consulting services contracts accurately, completely, and in 
accordance with regulations. 

To test whether USAID/Egypt had adequately monitored consulting services contracts, 
we interviewed each project officer responsible for monitoring each of the seven 
contracts inciuded in the audit sample under the first audit objective. We also reviewed 
performance reports submitted by contractors to the cognizant project officers. 

To test whether USAID/Egypt evaluated each contractor's performance, we reviewed all 
consulting services contracts reported by USAID/Egypt as expiring during fiscal year
1991. Of the ten contracts reported by USAID/Egypt as expiring in fiscal year 1991, 
we found that five had been extended beyond fiscal year 1991 and another one had an 
incorrect expiration date. The correct date was in fiscal year 1992. Of the remaining 
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four contracts, one had just expired and was in the process of being evaluated and closed 
out. We reviewed the files for the other three contracts for evidence that there had been 
a close-out evaluation. 

To test whether USAID/Egypt's reporting system was accurate, complete, and in 
compliance with regulations, we reconciled the data entered in CIMS with contract files 
for the seven contracts selected as an audit sample for the first audit objective. 
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO. EGYT 

MAR 16 1992 
MEMORANDUM
 

TO: 	 Philippe Darcy, RIG/A/C 16 MAR 1992 

FROM: 	 George Wachtp </DIR
 

SUBJECT: 	 Draft Report on Audit of USAID/Egypt
 
Consulting Services
 

Discussed 	below are the general Mission comments on the requirement

for a management letter and the actions the Mission has taken to
 
close the 	two audit recommendations. We request that the General

Mission Comments be published in their entirety in the Mission's
 
Comments Section of the Audit Report. Thank you.
 

GENERAL MISSION COMMENTS
 

USAID/Egypt takes exception to the IG position that Management's

refusal to issue a representation letter constitutes a scope

limitation to the audit and precludes the auditors from issuing an
 
unqualified opinion. A representation letter is not required under
 
current professional governmental audit standards. The auditors,

under generally accepted governmental auditing standards are able
 
to design an audit plan to provide themselves reasonable assurance
 
to answer each and every audit objective. The IG "Policy" in
 
effect states that reasonable assurance can only be obtained
 
through a representation letter. The IG policy imposes an

artificial scope limitation and attempts to intimidate management

into providing testimonial evidence. Testimony obtained through

intimidation is contrary to the precepts of judging the competence

of evidential matter contained in the GAO's audit field work
 
standards. 
We believe the auditors have at their disposal, other

valid, objective and reliable means of obtaining and verifying

evidential matter to answer the types of questions, listed on page

20 and 21 of this report, which they deem fundamental to the basic
 
concepts of auditing.
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In 1988, the GAO issued the "Yellow Book" or new Governmental
 
Auditing Standards. While representation letters are required

evidential matter for financial audits, the GAO standards for
 
performance audits states that "Auditors should, when they deem it
 
useful, obtain from officials of the audited entity written
 
representations concerning the relevance and competence of the
 
evidence they obtain." (emphasis added) The IG however, has
 
enacted a Policy which automatically precludes the auditor from
 
rendering a professional opinion as to whether an audit objective

has been met, when a representation letter is not provided by
 
management. It is indeed unfortunate that an IG Policy negates the
 
independence and professionalism of the individual auditor who is
 
required under the fifth field work standard for performance audits
 
to design and plan his/her work to obtain sufficient, competent and
 
relevant evidence to afford a reasonable basis for his/her

Judgements and conclusions with respect to the audit objective.
 
The policy challenges the validity of the hundreds of previous

audit reports issued by the IG without a representation letter
 
being provided by management.
 

Management's reluctance to issue a representation letter stems from
 
the very nature of performance audits in AID. It is not
 
Management's report that is being audited. The scope of the audit
 
is broad and subject to change. The normative criteria for each
 
objective is unknown to Management and/or subject to change. The
 
activities under audit often have lives of over ten years with
 
different cognizant managers at various periods of time.
 

These major differences vis-a-vis financial audits make it
 
difficult for AID Managers to provide representation letters.
 
During the course of this audit, USAID has provided the auditors
 
with documents pertaining to its Internal Control Systems, made
 
available all its files, and USAID personnel have spent countless
 
hours cooperating with the auditors answering questions and being

interviewed. Given the types of evidence presented and available
 
to the auditors throughout the audit, and the various tests to
 
which this evidence can be subjected in determining its
 
sufficiency, relevance and competency, we believe it spurious to
 
qualify an opinion based on a policy, which denigrates Management's

good faith efforts as well as the professional judgement of the
 
auditor in planning and conducting his/her audit work.
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Rgecommendation No. 1:
 

We recommend that USAID/Egypt implement a procedure to ensure that 
requests for consulting services contracts include the
 
justification and approval required by OMB Circular A-120 and
 
Federal Acquisition Regulation 37.206.
 

Mission Response:
 

RIG/A/C identified 24 contracts identified in the Contract
 
Information System (CIMS) as consulting services. A large number
 
of the total identified by the RIG/A/C were work orders for the
 
RIG/A/C office with Price Waterhouse to conduct audits of other
 
USAID contracts.
 

After an extensive review by the DIR/CS office on each of the 24
 
files, it was determined that none of these contracts met the test
 
of being consulting services as defined by Part 37 of the Federal
 
Acquisition Regulations, Part 737 of the AID Acquisition
 
Regulations and OMB Circular A-120. As a result of this review,
 
all 24 contracts were reclassified in the CIMS as non-consulting
 
services. A memorandum to Terry McMahon, copy attached, was
 
forwarded to AID/W on 23 February 1991, requesting that the CIMS
 
Report on consulting services be modified to reflect that these 24
 
contracting actions were not consulting services.
 

Based on the above action, Mission requests closure of this
 
recommendation.
 

Mission has also prepared Mission Order 14-1, Acquiring Services
 
under Direct USAID Contracts, (Copy of draft attached), which
 
establishes procedures to be followed on direct contracts. It also
 
covers consulting services and the approval process required of
 
Mission staff in order to obtain these services.
 

Recommendation No. 2:
 

We recommend that USAID/Egypt implement procedures to ensure that
 
data on consulting services contracts is completely and accurately
 
entered into its Contract Information Management System before
 
being transmitted quarterly to AID/Washington for entry into the
 
Federal Procurement Data System.
 

/
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Mission Response:
 

Contracts Services has revised the data entry process for CIMS. In
 
the past, all CIMS data was entered by one of the support staff.
 
This process was changed as a result of the audit. The Contracting
 
Officers will now enter all CIMS data for their contracts.
 

We have also conducted classes for our contracting staff on what
 
constitutes a consulting service. Copies of FAR Part 37, AIDAR
 
part 737 and OMB Circular A-120 have been given to all contracting

officers for their review and consideration when determining what
 
is and what is not consulting service.
 

Based on the above actions, Mission requests closure of this
 
recommendation.
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REPORT ON
 
INTERNAL CONTROLS
 

This section of the report provides a summary of our assessment of internal controls for 
the two audit objectives. 

Scope ofOur Internal Control Assessment 

We conducted our audit in accordance with generally accepted government auditing
standards, except that management would not 	provide us with a representation letter 
confirming, among other things, its responsibility for the internal controls related to the
audit objective or confirming whether or not there were any instances of noncompliance
with 	A.I.D. policies and procedures or whether or not it had provided us with all the 
information related to this program. 

Management's refusal to make such representations constitutes a limitation on the scope
of the audit and is sufficient to preclude an unqualified conclusion on the reliability of
the internal controls related to the audit objectives. (A complete description of the
representations that USAID/Egypt would not make is provided in the Scope and 
Methodology section of this report.) 

Generally accepted government auditing standards require that we plan and perform the
audit to fairly, objectively, and reliably answer the objectives of the audit. Those 
standards also require that we: 

* 	 assess the applicable internal controls when necessary to satisfy the audit
 
objectives, and
 

* 	 report on internal controls assessed, the scope of our work, and any
 
significant weaknesses found during the audit.
 

In planning and performing the audit, we considered A.I.D.'s internal control structure 
to determine our auditing procedures in order to answer the two audit objectives, but not 
provide assurance on the internal control structure. 
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For the purposes of this report, we have classified significant internal control policies and
procedures according to each audit objective by category. For each category, we
obtained an understanding of the design of relevant policies and procedures and
determined whether they have been placed in operation. We have reported these
categories as well as any significant weaknesses under the applicable section heading for 
each audit objective. 

Reportable conditions are those relating to significant deficiencies in the design or
operation of the internal control structure which, in our judgement, could adversely affect
USAID/Egypt's ability to assure that resource use is consistent with laws, regulations,
and policies; resources are safeguarded against waste, loss, and misuse; and reliable data 
is obtained, maintained, and fairly disclosed in reports. 

General Background on Internal Controls 

The management of A.I.D., including USAID/Egypt, is responsible for establishing and
maintaining an adequate internal control structure. Recognizing the need to re-emphasize
the importance of internal controls in the Federal Government, Congress enacted the 
Federal Manager's Financial Integrity Act in 1982. This Act makes the heads of
executive agencies and other delegated managers legally responsible for establishing and
maintaining adequate controls. The General Accounting Office has issued "Standards for
Internal Controls in the Federal Government" to be used by agencies in establishing and 
maintaining such controls. 

The objectives of internal control policies and procedures for federal foreign assistance 
programs are to provide management with reasonable, but not absolute, assurance that 
resource use is consistent with laws, regulations, and policies; resources are safeguarded
against waste, loss, and misuse; and reliable data is obtained, maintained, and fairly
disclosed in reports. Because of inherent limitations in any internal control structure, 
errors or irregularities may occur and not be detected. Moreover, predicting whether a 
system will work in the future is risky given that conditions may change or the system
itself may not be properly administered. 

Conclusion for Audit Objective One 

The purpose of this objective was to determine whether USAID/Egypt procured
consulting services in accordance with the Competition in Contracting Act, OMB
Circular A-120 and the Federal Acquisition Regulation. We reviewed USAID/Egypt's
internal controls relating to each of those criteria. We are not able to conclude on the
reliability of controls relating to the Competition in Contracting Act, as management 
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would not confirm in a representation letter essential information related to these
controls. Because of this lack of management information, we cannot state positively that
the internal controls relative to this criterion are effective and can be relied on. 

The key control in ensuring compliance with the consulting services contracting
requirements was contracting officers' review of requests for 	 consulting services 
contracts. Based on the information that USAID/Egypt did provide to us and the tests
that we were able to perform, we can report that this internal control concerning
compliance with OMB Circular A-120 and the Federal Acquisition Regulation was less
than effective. This was due in part to contracting officers giving inadequate attention 
to consulting services requirements. A heavy workload could be an additional reason
why 	contracting officers did not always meet applicable requirements. However, our 
assessment did not cover this factor. As a result of the control weakness described 
above: 

* 	 contract files for six of the seven consulting services contracts reviewed
 
did not contain signed justifications and certifications required for such
 
services; and
 

* 	 none of the four consulting services contract actions of $1 million or more
 
contained the necessary approval of A.I.D.'s Advisory 
 and Assistance 
Executive. 

Internal controls regarding consulting services were not specifically included in 
USAID/Egypt's latest internal control assessment required by the Federal Manager's

Financial Integrity Act. However, USAID/Egypt did report that the workload of the
 
Contracts Office is heavy and that additional staff will be required as the Mission
 
increases its direct contracting.
 

Conclusion for Audit Objective Two 

The 	purpose of this objective was 	to determine whether USAID/Egypt established and
implemented a system to monitor, report on, and evaluate consulting services in 
accordance with OMB Circular A-120 and the Federal Procurement Data System
(FPDS). We reviewed USAID/Egypt's internal controls relating to these three functions. 
Although USAID/Egypt did establish such a system, we are not able to conclude on the
reliability of controls relating to monitoring and evaluating as management would not 
confirm in a representation letter essential information related to these controls. Because
of this lack of management information, we cannot state positively that the internal 
controls relative to these two functions are effective and can be relied on. 
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The key control in ensuring that consulting services contracts were properly reported in
accordance with OMB Circular A-120 and FPDS is USAID/Egypt's use of the Contract
Information Management System (CIMS). Based on the information that USAID/Egypt
did provide to us and the tests that we were able to perform, we can report that the
internal controls for recording consulting services data in CIMS did not effectively ensure 
the accuracy of the data which was transmitted to A.I.D./Washington. This was due to
the fact that USAID/Egypt lacked formal procedures to ensure that contract data were
correctly input or routinely reviewed for accuracy. As a result of the control weaknesses 
described above: 

USAID/Egypt does not have a reliable reporting system for consulting
services as required by OMB Circular A-120. 

Internal controls regarding the accuracy of the Contract Information Management System
were not specifically included in USAID/Egypt's latest internal control assessment 
required by the Federal Manager's Financial Integrity Act. However, as a result of this
audit, USAID/Egypt has changed its data entry procedures and drafted a new Mission
Order in order to improve the accuracy of CIMS data for reporting consulting services. 
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REPORT ON
 

COMPLIANCE
 

This section of the report summarizes our conclusions on compliance with applicable
laws and regulations. 

Scope of Our Compliance Assessment 

We conducted our audit in accordance with generally accepted government auditing
standards, except that management would not provide us with a representation letter
confirming to the best of their knowledge and belief (1) their responsibility for 
compliance with applicable laws and regulations, (2) whether or not there were any
irregularities involving management or employees, (3) whether or not there anywere 
instances of violations or possible violations of laws and regulations. (A complete
description of the representations that USAID/Egypt would not make is provided in the 
Scope and Methodology section of this report.) 

Management's refusal to make such representations constitutes a limitation on the scope
of the audit and is sufficient to preclude us from designing our audit to provide
reasonable assurance of detecting abuse and illegal acts and from giving an unqualified
conclusion on compliance with the above-mentioned laws and regulations. 

Generally accepted government auditing standards require that we plan and perform the 
audit to fairly, and objectively answer the two objectives of the audit. Those standards 
also require that we: 

" assess compliance with applicable requirements of laws, regulations and
pertinent agreements when necessary to satisfy the audit objectives, and 

* 	 report all significant instances of noncompliance and abuse, and all
 
indications or instances of illegal acts found during, 
or in connection with, 
the audit. 
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Compliance with laws and regulations applicable to the Competition in Contracting Act,
OMB Circular A-120 and the Federal Acquisition Regulation (FAR) is the overall
responsibility of USAID/Egypt's management. We performed tests of USAID/Egypt's
compliance with certain provisions of Federal laws and regulations. 

General Background on Compliance 

Noncompliance is a failure to follow requirements, or a violation of prohibitions,
contained in statutes, contracts, grants and binding policies and procedures governing the
conduct of the audit entity. Noncompliance constitutes an illegal act when the source of
the requirement not followed or prohibition violated is a statue or implementing
regulation. Noncompliance with internal control policies and procedures in the A.I.D. 
Handbooks generally does not fit into this definition and is included in our report on
internal controls. Abuse is furnishing excessive services to beneficiaries or carrying out
what may be considered improper practices, which do not involve compliance with laws 
and regulations. 

Conclusions on Compliance 

We reviewed USAID/Egypt's compliance with the Competition in Contracting Act, OMB 
Circular A-120 and the Federal Acquisition Regulation. However, as management would 
not confirm in a representation letter essential information related to such compliance, 
we cannot state positively that USAID/Egypt has complied. Further, based on the 
information that USAID/Egypt did provide to us and the tests that wo were able to 
perform we found that USAID/Egypt has not fully complied, in all significant respects,
with the provisions referred to in the preceding paragraph. The results of our tests of 
compliance disclosed the following significant instances of noncompliance: 

" USAID/Egypt did not ensure that special justifications and approvals were 
obtained before acting on requests reported to be for consulting services, 
in accordance with OMB Circular A-120 and FAR 37.206. 

" USAID/Egypt did not ensure that accurate and reliable data concerning
consulting services contracts were properly reported to A.I.D./Washington
and the Federal Procurement Data System, in accordance with OMB 
Circular A-120. 
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RIG/A/CAIRO COMMENTS ON USAID/EGYPT

PERCEPTIONS ABOUT PROFESSIONAL AUDIT STANDARDS
 

In commenting on USAID/Egypt management's refusal to provide requested written 
representations, the Mission said that: "USAID/Egypt takes exception to the IG position that
Management's refusal to issue a reprdsentationletter constitutesa scope limitation to the audit
andprecludes the auditorsfrom issuing an unqualifiedopinion." The Mission then proceeded
to support this position by detailing a number of management's perceptions on what generally
accepted government auditing standards require. Because these perceptions are causing
interference with the scope of our audit work and the auditors' application of auditing procedures
deemed necessary for our audit objectives, the following comments address each of those 
perceptions. 

MISSION PERCEPTION: "A representationletter is not required under currentprofessional
governmental audit standards." 

RIG COMMENTS: The Mission does not understand the requirements of generally accepted 
government auditing standards for representation letters. In reality, generally accepted
government auditing standards require representation letters for all financial audits and require'
that these letters be employed for performance audits "when deemed useful" by the auditors.
Therefore, a correct understanding of the standards would be: A representation letter is
required under generally accepted government auditing standards for a financal audit and,
when deemed useful by the auditors, is required under generally accepted government
auditing standards for a performance audit. 

Representation letters are required by the Statements on Auditing Standards (SAS No. 19) of the
American Institute of Certified Public Accountants (AICPA) for all financial audits performed
in accordance with generally accepted auditing standards and have been used for years for
financial audits both in the private sector and in the Government., The AICPA standards have
been fully incorporated into generally accepted government auditing standards (Yellow Book)
for financial audits, and the concepts embodied in those standards establish the foundation upon 

1. Although the Yellow Book uses the term "should", because of Mission management's
misunderstandings we are avoiding the technical terminology by inserting "require". 
According to the Yellow Book, "When the term 'should' is used to describe the auditor's 
and/or audit organization's responsibility, this means that the standards that are applicable
to the work and necessary to satisfy an audit objective are to be followed. Departures
from applicable standards must be disclosed in the audit report." (Source: Yellow Book, 
page G-11) 
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which generally accepted governmeat auditing standards for performance audits have been
 
built.2
 

For performance audits, for example, representation letters are required, according to generally

accepted government auditing standards, when deemed useful in answering 
an audit objective.
The A.I.D. OIG (as well as several other OIGs) has deemed representation letters useful in

answering the audit objectives now being established under our new systems audit approach.
 

The reason for this determination resides in the types of audit objectives currently being pursued
by the OIG. According to generally accepted government auditing standards, "All audits begin

with objectives and those obiectives determine the type of audit to be conducted and the audit

standards to be followed new
[Emphasis added]." The OIG has established policies which

require auditors to establish audit objectives which can result in the development of positive

findings--a change from the "deficiency" auditing of the past where we mainly audited and

reported on weaknesses and problems. Thus OIG audit reports can now provide positive
"attestations"' 3 on A.I.D.'s performance. It is these new types of audit objectives which have,

in effect, determined that the audit standard for representation letters be followed in all of our
 
performance audits which began on or after July 1, 1991.
 

These new policies and these new types of objectives are based, in part, upon meeting a need 
expressed by A.I.D. management that A.I.D/OIG audit reports should report on the positive
aspects of A.I.D's performance as well as the negative aspects. Therefore, to meet 

2. Source: Auditing Standards Established by the GAO--Their Meaning and Significance for 
CPA's, prepared by the Committee on Relations with the General Accounting Office,
American Institute of Certified Public Accountants, 1973. "The GAO standards follow 
the same general organization as generally accepted auditing standards of the
AICPA... The members of this Committee agree with the philosophy and objectives
advocated by the GAO in its standards and believe that the GAO's broadened definition
of auditing is a logical and worthwhile continuation of the evolution and growth of the 
auditing discipline." 

3. Source of terminology: Codification of Statements on Auditing Standards, AT Section 
100, Attestation Standards, AICPA, 1990--"An attest engagement is one in which a 
practitioner is engaged to issue or does issue a written communication that expresses a 
conclusion about the reliability of a written assertion that is the responsibility of another 
party...when a practitioner undertakes an attest engagement for the benefit of a 
government body or agency and agrees to follow specified government standards, guides,
procedures, statutes, rules, and regulations, the practitioner is obliged to follow this 
section and the applicable authoritative interpretive standards as well as those government
requirements.. .An assertion is any declaration, or set of declarations taken as a whole, 
by a party responsible for it." 

7W 
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A.I.D/management's need by planning4 and performing such attestation-type work, the OIG has

determined that the documentary evidence of management's representations/assertions,5 which

is required under AICPA standards for attestations in financial audits, is also necessary for 
attestations in performance audits.6 

MISSION PERCEPTION: "The auditors, under generally accepted governmental auditing
standardsareable to design an auditplanto provide themselves reasonableassuranceto answer 
each and every audit objective. The IG "Policy" in effect states that reasonableassurance can
only be obtained through a representation letter, The IG policy imposes an artificialscope
limitationandattempts to intimidatemanagementintoprovidingtestimonialevidence. Testimony

obtainedthrough intimidationis contraryto the precepts ofjudgingthe competence of evidential
 
matter contained in the GAO's auditfield work standards." 

RIG COMMENTS: The Mission does not understand (1) generally accepted government

auditing standards for planning an audit, (2) 
 the purpose of OIG policy, (3) the difference 
between testimonial evidence and documentary evidence, and (4) generally accepted government

auditing standards for due professional care.
 

According to generally accepted government auditing standards for planning an audit, "The
 
methodology selected needs to provide evidence that will achieve the objectives 
 of the
audit." If an audit objective only calls for auditing and reporting on weakness and problems,
the OIG believes that the methodology for obtaining evidence to achieve this objective may not
have to include an audit procedure for obtaining a management representation letter. However,
if the audit objective calls for the auditors to develop and report positive findings--providing
attestations upon which A.I.D. management, the U.S. Congress, and others can rely--the OIG 
has determined that the methodology for obtaining evidence to achieve this objective must
include an audit procedure for obtaining a management representation letter to provide the
additional documentary evidence and assurances called for by these attestations. For example, 

4. 	 Source:Codification of Statements on Auditing Standards, AU Section 9326.03, AICPA,
1990--"the auditor develops specific audit objectives light of assertionsin by 
management..." 

5. 	 Source: SAS No. 19. 

6. 	 Source of OIG policy determination: Codification of Statements on Auditing Standards,
AICPA, 1990, page 763--"for years, attest services generally were limited to expressing 
a positive opinion on historical financial statements on the basis of an audit in accordance 
with generally accepted auditing standards (GAAS). However, certified public
accountants increasingly have requested to provide, and have been providing, assurance 
on representations other than historical financial statements and in forms other than the 
positive opinion. In responding to these needs. certified public accountants have been 
able to generally apply the basic concepts underlying GAAS to these attest services." 

/1 
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a common misconception in both the private sector and Government has been that the auditors 
are responsible for the internal controls they audit.7 To avoid such misconceptions whenperforming attestation-type work and to help protect the auditor from liability, the auditor is
required to obtain written representations from management.' 

OIG policy is specifically designed not to intimidate management but to implement generally
accepted government auditing standards which, by law, we are required to follow. Under theInspector General Act, the OIG is specifically required to provide policy direction for audits.
Furthermore, under standards established by the President's Council on Integrity and Efficiency,
the OIG is also required to establish audit policies which will ensure a consistent and proper
application of auditing standards to the work of the OIG. Recently, under the direction of thePresident's Council on Integrity and Efficiency, the A.I.D. OIG policies, which include thepolicy on management representation letters, were reviewed by another OIG and were 
determined to be in accordance with standards. 

The OIG policy on management representation letters 	is not directed at obtaining testimonial
evidence but at confirming oral representations given to the auditors, indicating and documenting

the continuing appropriateness of those representations, and reducing the possibility of

misunderstanding concerning the matters that are 
the subject of the representations. 

Our policies do require the auditor to obtain testimonial evidence to, among other things, ensure
that the audit findings and conclusions are placed in proper perspective. Testimonial evidence

is and always has been an essential part of any audit and, generally, the A.I.D. OIG has faced
few problems in obtaining testimonial evidence. However, since testimonial evidence is the
weakest form of evidence, our policies and generally accepted government auditing standards
require the auditor to obtain other forms of evidence to sufficiently support the auditor's 

7. 	 Source: James F. Antonio, Chairman of the Governmental Accounting Standards Board,
William A. Broadus, Jr., Lead of Author of the 1988 revisions to the Yellow Book,
General Accounting Office, Ronald J. Points, Price Waterhouse, during presentations and
question and answer periods, during AICPA 6th Annual National Governmental
Accounting and Auditing Update Conference, August 28-29, 1989, in explaining
implementation of the "Expectation GAP" SASs, Findings and Recommendations of the
Treadway commission, Reasons for revisions to Yellow Book, and reasons for SAS 55. 

8. 	 Source: Codification of Statements on Auditing Standards. AICPA, 1990, AT Section
100.04-- "The practitioner who has assembled or assisted in assembling an assertion 
should not claim to be the asserter if the assertion is materially dependent on the actions,
plans, 	 or assumptions of some other individual or group. In such a situation, that
individual or group is the "asserter", and the practitioner will be viewed as an attester
if a conclusion about the reliability of the assertion is expressed. 
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conclusions. For positive findings, the OIG policy on management representation letters is 
meant to ensure that the auditor obtains the additional documentary evidence required to support
the auditor's attestations on the positive performance of management. 

The auditor's efforts to advise management of potential scope impairments is not a matter of
obtaining evidence through intimidation but a matter of the auditors following the standard fordue .professional care. The Yellow Book reference to intimidation is directed at cautioning
auditors about situations where the presence of management, peers, or other circumstances couldintimidate the interviewee from speaking freely. Under generally accepted government auditing
standards for due professional care, the auditors are required to attempt to remove anyimpairment and, if not possible, disclose the impairment in the scope section of the report and
the known effect it had on the results of the audit. The auditors' efforts to inform Mission 
management of our standards and of the impact from management's refusal to provide a 
management representation letter has been a matter of the auditors attempting to remove
impairments as required by generally accepted government auditing standards. 

MISSION PERCEPTION: "We believe the auditors have at their disposal, other valid,
objective ai:dreliablemeans ofobtainingand verifying evidential matter to answer the types of
questions, listed [in the scope section] of this report, which they deem fundamental to the basic 
concepts of auditing." 

RIG CONMENTS: Although A.I.D. management is entitled to its belief, generally accepted
government auditing standards assign to the auditor the responsibility for selecting and applying
those auditing procedures which the auditor considers necessary under the circumstances.
Auditors do select and apply a number of valid, objective, and reliable means of obtaining and

verifying evidential matter. To draw conclusions on and attest to the positive aspects of Mission

management's performance is where additional documentary 
 evidence--a management

representation letter--is needed.
 

For example, one of the written representations that we asked Mission management to provide
was that, to the best of their knowledge and belief, they had provided us with all the financial
and management information associated with USAID/Egypt consulting services. Although
Mission management refused to provide us this written representation, in responding to the draft
of this report Mission management did provide the written representation that "USAID has
provided the auditorswith documents pertainingto its InternalControl Systems, made available
all its files, and USAID personnel have spent countless hours cooperating with the auditors 
answering questions and being interviewed. " 

Although this written representation came close to what we requested, Mission management did 
not provide the requested explicit confirmation. Without this confirmation, we lack documentary
evidence to reasonably support that (1) no essential documents pertaining to the internal control 
systems were withheld from us, (2) the files were not purged for the purposes of this audit, and 
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(3) Mission management did not withhold any essential testimonial evidence.9 As a result, we 
are unable to rely on the documents, files, and testimonial evidence to attest that, among other
things, the Mission followed A.I.D. policies and procedures. The best that we can do is to 
report that, based on the evidence that the Mission did provide to us, no problems came to our 
attention, except for the problems noted in this report. 

MISSION PERCEPTION: "In 1988, the GAO issued the "Yellow Book" or new Governmental 
Auditing Standards. While representation letters are required evidential matterforfinancial
audits, the GAO standardsforperformance auditsstates that "Auditorsshould, when they deem 
ituseful, obtain from officials of the audited entity written representations concerning therelevance andcompetence of the evidence they obtain" (emphasis added) The IG however, has
enacteda PoliCy which automaticallyprecludesthe auditorfromrenderinga professionalopinion
as to whether an audit objective has been met, when a representationletter is not provided by
management. It is indeed unfortunate that an IG Policy negates the independence and
professionalism of the individualauditorwho is requiredunder the fifth field work standardfor
performance audits to design andplan his/herwork to obtainsufficient, competent and relevant
evidence to afford a reasonablebasisfor his/her udgements and conclusions with respect to the 
audit objective. This policy challenges the validity of the hundreds of previous audit reports
issued by the IG without a representationletter being provided by management. 

RIG COMMENTS: As previously stated, the Mission does not understand what is required
under generally accepted government auditing standards and how those standards relate to
AICPA standards with respect to management representation letters. In addition, the Mission
does not understand (1) the use of the term "auditor" in the auditing profession, (2) generally
accepted government auditing standards for independence, and (3) the evolutionary nature of the 
auditing profession and its standards. 

9. 	 To avoid additional misunderstandings, a few words of clarification are needed. Under 
generally accepted government auditing standards, the auditor is required to maintain an 
attitude of professional skepticism. This means neither assuming that management is
dishonest nor assuming unquestioned honesty. Rather, the auditor recognizes that
conditions observed and evidential matter 	obtained need to be objectively evaluated in
answering the audit objective. (Source: Codification of Statements on Auditing
Standards, AICPA, 1990, Section, AU 316.16) 
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By not 	knowing how the auditing profession' uses the term "auditor", Mission management 

has further misinterpreted generally accepted government auditing standards for performance
audits. According to page G-1 of the Yellow Book, "auditor" refers to the auditor as well as
the audit organization unless otherwise indicated. Thus, in the case of audit planning (the first
field work standard), evidence (the fifth field work standard), or any of the other standards, therequirements are applicable to the 	auditor, the auditors, and the audit organization. The
responsibility for properly planning, performing, and reporting an audit is not limited to an 
individual auditor, as perceived by Mission management. 

Generally accepted government auditing standards for independence are not meant to require that 
an individual auditor, such as a new inexperience' auditor, be allowed by his/her organization
to independently plan and perform an audit, draw conclusions, express opinions and report the
results 	free from any supervisory or organizational oversight and guidance. Rather, generally
accepted government auditing standards require supervision and organizational guidance.
standard for independence deals with factors of a personal nature which may bar an 

The 
individual

auditor from participating in an audit; factors which relate to how the audit organization isplaced within a government entity, and external impairments. Examples of external impairments
include: (1) "interference or influence external to the audit organization that improperly or
imprudently limits or modifies the scope of an audit"; and (2) "interference external to the audit 
organization with the selection or application of audit procedures." 

The audit profession is one of evolution, and the fact that the auditing standards change does not
invalidate the results of previous audits. Contrary to the perception of Mission management,
the Yellow Book was not established in 1988. The Yellow Book--generally accepted government
auditing standards--was established in 1972 and was revised in 1974, 1979, 1981, and 1988."1
Moreover, generally accepted government auditing standards supplement, not supplant, AICPA
auditing standards which have evolved significantly since their origin in 1917.12 In fact,
AICPA assisted in the 1988 revisions to the Yellow Book, revisions which were coordinated 

10. 	 Source for applicability to private sector: Codification of Statements on Auditing
Standards, AICPA, 1990, AT Section 100.01--"A 'certified public accountant in the
practice of public accounting' includes any of the following who perform or assist in the 
attest engagement.. .an entity..or by two or more of such persons if they choose to act 
together." 

11. 	 Source: Forward section of the 1981 and 1988 versions of the Yellow Book, Participants 

Notebook, AGA videoconference, 10/12/88, pg.5. 

12. 	 Source: Codification of Statements on Auditing Standards, AICPA, 1990, Appendix A. 
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with concurrent revisions to AICPA standards.' 3 These changes to auditing standards are in 
response to how the profession evolves in practice and in response to the changing expectations
and needs vf report users. 4 For the A..D. GIG, the shift to attestation-type audit work is new
and is in response to the changing needs of A.I.D. management. However, to provide these
attestations with reasonable assurance, the OIG has determined that reasonable auditing
procedures are not available for ensuring enough valid and reliable (the Yellow Book definition 
of competent) evidence, if management refuses to explicitly confirm management's implicit 
assertions about the evidence.' 5 

Let us look at just two of the basic implicit assertions which the auditor asked management to
explicitly confirm and which management refused to confirm. We will then explain why these 
confirmations are needed. 

Management was asked 	 to confirm to the best of their knowledge and belief: that, for
USAID/Egypt consulting services, (1) there were no material instances where financial or 
management information had not been properly and accurately recorded and reported, and (2)
there were no instances of noncompliance with A.I.D. policies and procedures or possible
violations of laws and regulations. 

Verifying the validity of these implicit assertions is absolutely essential in planning and
performing the audit and in reporting attestations with reasonable assurance that the Mission had
properly and accurately recorded and reported information, had followed applicable internal 
control policies and procedures, and had complied with applicable legal requirements. But,
when management refuses to confirm the validity of these assertions, the auditor does not know 
whether (1) Mission records and reports are sufficiently valid and reliable, (2) Mission 
management is aware of known problems which the auditors did not find, or (3) Mission 
management just does not want to accept responsibility for the assertions. Despite all auditing
procedures that are available to the auditor for planning and conducting the audit, management's
failure to provide requested written confirmation of management's implicit assertions casts an
unresolvable doubt upon the sufficiency of the auditing procedures and of the evidence obtained. 

13. 	 Source: See footnotes 7 and 11. 

14. 	 Source: See footnotes 7 and 11. 

15. 	 Source for distinction between implicit and explicit assertions: Codification of Statements 
on Auditing Standards, AICPA, 1990, AU 326.03--Assertions are representations by
management that... can be either explicit or implicit. 

,9'
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Simply put, the auditor must disclaim providing an attestation on the validity of any assertion 
for which management has disclaimed confirmation.16 

As noted before, in such a situation, the OIG can still report problems which came to the
auditor's attention but cannot report that everything else concerning the audited activity is allright. To provide A.I.D. management attestations that the activities are all right, Mission 
management must be willing to lower our risks by accepting responsibility for the assertions. 7 

MISSION PERCEPTION: Management'sreluctanceto issue a representationletterstemsfrom
the very nature of performance audits in AID. It is not Management's report that is being
audited. The scope of the audit is broadandsubject to change. The normative criteriafor each
objective is unknown to Management and/orsubject to change. The activitiesunder auditoften
have lives of over ten years with different cognizant managers at various periods of time. 

RIG COMMENTS: The Mission does not understand who and what we are auditing. 

The OIG i5 auditing A.I.D. management's assertions, reports, internal controls, and systems.
On June 16, 1991, in State 197372, the Inspector General provided the Mission detailed
explanations, with questions and answers, on both the new audits of internal controls and therevised audit standards related to representation letters. Our performance audits are now
auditing the performance of A.I.D. management. Again, this is in response to concerns 
expressed by A.I.D. management about the need for more functional audits. 

16. 	 Source: Codification of Statements on Auditing Standards, AICPA, 1990, AU 333. 11-
"Management's refusal to furnish written representations constitutes a limitation on the 
scope of the audit sufficient to preclude an unqualified opinion. Further, the auditor
should consider the effects of the refusal on his 	ability to rely on other management
representations [implicit assertions]." 

17. 	 Source: Codification of Statements on Auditing Standards, AICPA, 1990, AT 100.39-
"In an attest engagement designed to provide the highest level of assurance on an 
assertion (an 'examination' [audit]), the practitioner's objective is to accumulate sufficient
evidence to limit attestation risk to a level that is, in the practitioner's professional
judgement, appropriately low for the high level of assurance that may be imparted by his 
or her report. In such an engagement, a practitioner should select from all available
procedures--that is, procedures that assess inherent and control risk and restrict detection
risk--any combination that can limit attestation risk to such an appropriately low level."
AT 100.31--"Attestation risk is the risk that the practitioner may unknowingly fail to
appropriately modify his or her attest report on an assertion that is materially misstated.
It consists of (a) the risk (consisting of inherent risk and control risk) that the assertion 
contains errors that could be material and (b) the risk that the practitioner will not detect 
such errors (detection risk)." 

http:confirmation.16
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For these functional audits, Mission management should be fully knowledgeable of the laws,
regulations, policies, procedures, contracts, agreements, and the internal control systems that 
are related to Mission management's activities. The criteria and the related internal controls are 
not established by the auditors. The criteria are established in A.I.D. Handbooks, laws,
regulations, etc. Although the individual projects and programs of a Mission may change
frequently, Mission management systems change less frequently. When those systems are in
need of change, as determined through Mission management's portfolio reviews, internal control
vulnerability assessments, etc., it is the responsibility of the Mission Director to establish
suitable management systems and to define those systems in the form of Mission Orders.
Therefore, Mission management should be able to provide representations on activities and 
systems for which Mission management is the most knowledgeable source. 

Given our new audit approach, the nature of a performance audit in A.I.D. should be of less 
concern to Mission management in deciding whether to provide a management representation
letter. Although the scope of the audit can be broad and can be subject to change, the audit
objectives and scopes are discussed fully with the Mission and any change is brought to the
attention of the Mission. Furthermore, Mission management is not asked to provide a final 
management representation letter until a draft audit report--containing the objectives, scope and
results of the audit--is provided to Mission management for review and comment. Although the
activities under audit can have lives of over ten years with different managers, we are only
asking current Mission management to provide a written representation on assertions which to
the best of their knowledge and belief are true. For the purpose of attesting to the Mission's
internal controls, for example, a violation of law which occurred ten years ago and which 
current Mission management is unaware of would be of less concern to the auditors than recent
violations of law which current Mission management is aware of but has not documented in 
reports or in the Mission files. 

MISSION PERCEPTION: These major differences vis-a-vis financialaudits make it difficult
forAID Managersto provide representationletters. Duringthe course ofthis audit, USAID has
providedthe auditorswith documents pertainingto its Internal ControlSystems, made available 
ail its files, and USAID personnel have spent countless hours cooperating with the auditors
answeringquestionsand being interviewed. Given the types of evidence presentedandavailable 
to the auditors throughout the audit, and the various tests to which this evidence can be
subjected in determining its sufficiency, relevance and competency, we believe it spurious to
qualify an opinion based on a policy, which denigratesManagement'sgoodfaith efforts as well 
as the professionaljudgement of the auditorin planning and conducting his/heraudit work. 

RIG COMMENTS: As previously stated, the Mission is confused about the requirements of the
audit standards, the purposes of OIG policy, and why, in the auditor's judgement, a
representation letter is required to ensure the relevancy and competency of the evidence needed
for attestations. RIG/A/Cairo appreciates the efforts of USAID/Egypt management in providing
the documents, providing access to Mission files and providing access to Mission personnel.
Certainly, the issue here is not one of criticizing those good faith efforts, it is a question of 
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sufficient documentary evidence so the auditor can attest, in accordance with generally acceptedgovernment auditing standards, to things that Mission management has done well in managing
USAID/Egypt consulting services. 

Furthermore, we note that the Agency's own interim GC guidance on representation letters
issued 	in June 1991 encourages Mission management to provide management representation
letters if management is "confident" in doing so: 

If A.I.D. managers feel confident in making written audit representations
specifically designed to a given audit activity they are encouraged to do so 
[State 180913, June 1991]. 

(The interim guidance also notes that signing a representation letter is a voluntary undertaking
and that if managers have any uncertainty, they may consult with their cognizant legal advisor.)Thus, given our intent of meeting a need expressed by A.I.D. management and the Agency
guidance encouraging the provision of representation letters so that we can do so, we find it
difficult to understand that USAID/Egypt will not confirm management assertions such as: 

* The Mission has provided the auditor all essential information related to USAID/Egypt 
consulting services; 

* Mission management is responsible for establishing and maintaining the internal controls 
over USAID/Egypt consulting services; and 

* Mission management is responsible for compliance with the laws, regulations, binding
policies, contracts and agreements applicable to USAID/Egypt consulting services. 

Such assertions need to be confirmed in almost any audit where we, the OIG, are called to attest
that a given Mission function or activity is working well (an "unqualified" or positive opinion).
For these and the other assertions, the representation letter in and of itself does not of course
provide all of the evidence for such an attestation;' 8 it is simply an audit procedure for assuring
that (1) the auditor systematically covers the assertions in planning and performing the audit, (2)Mission management gives sufficient thought to confirming the validity of the assertions, and(3) the auditor accurately documents Mission management's response/confirmation. 

18. 	 Source: Evidential Matter: Auditing Interpretations of Au Section 326, Codification of
Statements on Auditing Standards, AICPA, 1990, "Written representations from 
management are a part of the evidential matter the auditor obtains in an audit performed
in accordance with generally accepted auditing standards... Obtaining such representations
complements but does not replace other auditing procedures that the auditor should 
perform." 
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Thus, if Mission management is not confident in confirming these assertions and refuses to
confirm the assertions, it should not be surprising that the OIG also would not be confident inproviding attestations and would have to report that management's refusal to issue a
representation letter constitutes a scope limitation to the audit and precludes the auditors from 
issuing an unqualified opinion. 
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AUDIT OF USMAID/EGYPT'S CONTROLS OVER CONSULTING SERVICES 
FISCAL YEAR 1991 CONSULTING SERVICES AWARDS 

AUDIT UNIVERSE 

ESTIMATED
AWARD NUMBER CONTRACTOR COST DATE 

263-0000-C-00-1071-00 
263-0000-C-00- 1072-00 
263-0000-1-02-0052-00 
263-0000-1-02-0052-00 
263-0000-1-28-8076-00 
263-0000-1-29-8076-00 
263-0000-1-30-8076-00 
263-0000-1-30-8076-01 
263-0000-1-31-8076-00 
263-0000-1-33-8076-00 
263-0000-1-33-8076-01 
263-0000-1-34-8076-00 
263-0101-S-00-1028-00 
263-0102-C-00-1060-00 
263-0102-0-00-1007-00 
263-0123-C-00-9035-02 
263-0132-0-00-1034-00 
263-0139-C-00-9076-02 
263-0140-C-00-0064-02 
263-0152-C-00-1016-00 
263-0152-C-00-1068-00 
263-0170-C-00-1064-00 
263-0173-S-00-1004-00 
263-0209-C-00-9096-01 

Egyptian Advanced Tech.-Balsam 
Sarhank 
Egyptian Financial Group 
Egyptian Financial Group 
Pri :e Waterhouse 
Price Waterhouse 
Price Waterhouse 
Price Waterhouse 
Price Waterhouse 
Price Waterhouse 
Price Waterhouse 
Price Waterhouse 
Josiah Royce 
Coopers and Lybrand 
Gultekin, N. Bulent 
Int'l Dev. & Energy Association 
Team Misr 
Peterson, Samiha 
Int'l Human Development Corp. 
Davy McKee Corporation 
Social Consultants International 
Nehal Hafez 
Charles Wayne McElroy 
Peat Marwick Main & Co. 

25,243 
14,637 
31,926 
7,902 

22,558 
21,583 
38,157 
9,790 

20,029 
23,127 

3,127 
16,848 

226,000 
2,117,129 

2,500 
=0= 

11,542 
152,604 
77,537 

3,921,437 
4,161,285 

12,000 
551,600 

4,703,945 

9/5/91 
9/5/91 

1/31/91 
8/20/91 
5/27/91 
5/27/91 
5/27/91 

8/8/91 
5/25/91 

7/9/91 
9/2/91 

9/17/91 
2/13/91 
6/30/91 

10/23/90 
3/10/91 

2/7/91 
7/18/91 
8/26/91 
3/5/91 

9/23/91 
7/9/91 

10/17/90 
2/19/91 

Total Awards = 24 $16.172.506 

NOTE : The seven awards included in the audit sample are in bold print.
 

SOURCE: USAID/EGYPT CONTRACTS OFFICE - CIMS REPORT # 232 
- CONSULTANT 
AWARDS FOR FISCAL YEAR 1991, DATED 10/23/91. (Unaudited) 
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REPORT DISTRIBUTION 

No. of CopiegU.S. Ambassador to Egypt 1 

Mission Director, USAID/Egypt 10 

Assistant Administrator for Bureau
for Near East, AA/NE 1 

Associate Administrator for
 
Finance and Administration, AA/FA 
 1 
Associate Administrator for 
Operations, AA/OPS 1 

Audit Liaison Office for Near East 1 

Office of Press Relations, XA/PR I 

Office of Financial Management, FA/FM 1 

AA/R&D/CS I 
Bureau for Legislative Affairs, LEG 1 

Office of the General Counsel, GC 1 

Office of Egypt, NE/ENA/E 1 

POL/CDIE/DI, Acquisitions 1 

FA/MC 2 

FA/FM/FPS 2 

IG 1 

AIG/A 1 

IG/A/PPO 2 

D/AIG/A I 

IG/LC 1 

IG/I 1 

IG/RM 12 

Other RIG/A's 1 each 


