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PREFACE

This report was prepared by Charles Lewis and Mohamed Mahmoud Hilal, consultahts s

engaged by the International Irrigation Management Institute (IIMI). It is a contribution to
both the cost recovery and institutional analysis components of the Study, "Strengthening
Irrigation Management in Egypt." The Study is being implemented by IIMI and the Ministry
of Public Works and Water Resources (MPWWR), Government of Egypt, with the support
of the United States Agency for International Development.

The report is based on a careful analysis of the budgeting, programming and accounting
systems currently used by the Ministry. Its basic recommendation is that the Ministry should
modify its financial management system to make it more useful to managers in the Ministry,
and also to make the allocations of costs among different activities more transparent. IIMI
has endorsed this recommendation’.

IIMI 1s grateful to the authors for having carried out such a careful analysis and written a
clear paper reporting their findings and recommendations. IIMI is also grateful to both
USAID and the Ministry of Public Works and Water Resources for their support in this
Study.

IIMI is making this final version of the report available as it may be of interest to many
people in Egypt and elsewhere. IIMI would welcome comments on the paper.

Douglas J Merrey
- Egypt Project Team Leader
IIMI

'See IIMI. 1995. Cost Recovery for Water Services to Agriculture.
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FINANCIAL MANAGEMENT SYSTEMS IN THE _
MINISTRY OF PUBLIC WORKS AND WATER RESOURCES,
GOVERNMENT OF EGYPT: AN ANALYSIS AND RECOMMENDATIONS
FOR MEETING CURRENT AND FUTURE NEEDS

SUMMARY

Initially, the primary consideration of this study was examination of the existing Financial
Management System as it relates to assisting management in achieving targets and
implementing programs. Early in the examination of the existing system, serious
shortcomings were recognized in the ability to report costs in meaningful terms. The
remaining study efforts were skewed heavily toward identifying existing cost systems and
examining their ability to respond to the needs of management. Managers of the financial
management system were interviewed and reports examined to gain a reasonably good
understanding of the existing system. With a few notable exceptions, the existing financial
management system can respond reasonably well to questions regarding ’total expenditures’
at the Sector and higher levels. However, providing actual ’cost’ data in any meaningful
detail would be very difficult. Management would be much better served by timely reports
of the cost and status of program accomplishment in functional terms. Such a functional
structure should relate directly to the organizational structure of the Ministry and its
functions, such as, irrigation, municipal and industrial water, and rural water supply (See
Appendix IV). A good, functionally based cost system will be essential to the success of any
cost sharing effort. The existing system can respond only marginally well to these needs,
and, then only with great effort.

The second and very closely related consideration examines and evaluates the effectiveness
of the existing procedures for program and budget formulation and execution. Managers,
supervisors, and operating level employees of the Ministry were interviewed and documents
examined to gain a fair understanding of the system in use. Confidence in the existing
system was expressed in each interview. However, some internal and external problems
were identified. Since the content and format of the final budget documents is prescribed by
the Ministries of Planning and Finance, the opportunity for change may be limited to the
Ministry of Public Works and Water Resources internal process. The budget formulation and
planning processes are integrated to a large extent. However, integration does not appear
to extend into the finance and accounting system. Such integration would greatly assist in
reporting and evaluating budget and program accomplishment.

The related areas of delegation of authority, use of computer technology, and training in
financial management offered to non-financial managers were also examined a opportunity
permitted. Notice was also taken of a generally negative attitude toward cost recovery
expressed by those interviewed. There also appear to be organizational impediments to
taking advantage of some opportunities for improvement and removal of real or near conflicts
of interest.



Examination of material developed by this study reveals:

=+

A need for better financial management data to assist in achieving goals and
measuring performance.

A need for better cost accounting data to validate the cost of OM&R for cost
recovVery purposes.

An opportunity to significantly improve the overall financial management system
through integration and use of computer technology.

An opportunity to greatly improve the quality and timeliness of financial
management reports to managers.

A need to review delegations of authority.

A need for a central authority for financial management.

A need for training in the use of financial management information designed for
for people without specialized training in financial management.



1. BUDGET AND PROGRAM PROCESS

The budget process is decentralized in that each Authority and Department develops its own
budget in accordance with written instructions issued by the Ministry. Although procedures
for formulation are written and prescribed for use ministry-wide some deviation is permitted
to satisfy special needs of individual organizations. As a result, each major organization is
able to budget for any special consideration needed by its sector of the Ministry’s
constituency. Responsiveness to those special needs should also be improved by the
decentralized system. In so far as the process is concerned, general satisfaction and support
for the process was expressed by all 1nterv1ewed All felt that the process was fair to all
sectors of the Ministry.

The process is basically an extension of the Planning Process. In most cases it is located in
the planning organization. Project authorization is obtained through the budget process (see
Appendix III). The Plan Preparation Department prepares the feasibility study and project
plan and coordinates same throughout the Ministry. It also provides technical assistance on
an as needed basis on new projects submitted for approval by the Ministry for Planning.
Both the procedure and organization appear to function very well. This approach assures that
projects are evaluated objectively and equally during the authorization process.

Annual budgets are developed separately for *Current Expense’ and ’Investment’ by each
Authority and Department (See Appendix III). The budgets are reviewed and approved by
a committee consisting of the heads of the Authorities and Departments and other interested
members of the Minister’s staff. The budget is then consolidated into four classifications
- (Labor and Wages, Materials and Overhead, Investment, and Capital Transfers), approved
by the Minister, and presented to the Minister for Planning who reviews it from a technical
viewpoint and for furtherance of stated Government of Egypt goals and objectives. The
Ministry for Finance reviews the funding requirements and schedule. Adjustments in
schedule and funding are negotiated by the Ministries, and the Investment Bank advised of
the approved budget and schedule for advancement of funds to support the program schedule.

Authorization and annual budget(s) for Donor funded projects process simultaneously. The
project is normally proposed by the donor through the Minister for International Cooperation
(MIC). MIC seeks candidate projects from various ministries. If the MPWWR is asked
to submit a project, Authorities and Departments are offered the opportunity to submit
projects for consideration. A committee considers all candidate projects and selects the most
appropriate for consideration by the MIC and the donor. All candidate projects are evaluated
by MIC and the donor. A great deal of negotiation among the donor, MIC and the
submitting ministry may take place during the process of their deliberations. Ultimately, a
project is selected, relative participation established, a budget and funding schedule agreed
upon, and an agreement prepared for approval by the Peoples’ Assembly. Any further
coordination, including advancement of funds, is accomplished through MIC.

The only failing noted was a general lack of timeliness and flexibility in distribution of funds
allowed by the Ministries of Planning and Finance. Meager and slow distribution of cash
authority causes some delays in schedule and timely completion of work. Delays in payment
create cash flow problems and reduced profits for contractors and strain relations between
the Ministry and the contractors.



Inadequate delegation of authority also causes an occasional problem in executing the budget,
though some felt that this was a combination of inadequate delegation and failure to accept
and fulfill responsibility.

One departure from usual budgeting and -accounting practice was noted in the treatment of
personal services. In usual practice, personal services in support of capital programs,
whether direct or indirect, is budgeted and accounted for as a part of the capital cost of the
program and becomes a part of the asset value recorded for the program. Additional indirect
support costs such as administrative support, vehicle operation, utilities and supplies and
materials are also treated as a part of capital cost. However, these costs appear to be
budgeted and accounted for as current expenses by the existing system. If this is true, then
the budget is distorted significantly and the ultimate value of the completed investment
understated by a considerable amount. The budget for current expenses is overstated and the
investment budget similarly understated. This practice should be reviewed and modified, as
necessary.

While the budget process seems to serve the Ministry adequately, there are some areas of
needed improvement. Formulation would be more orderly and lend itself to objective
prioritization if it were organized on a functional basis. The ability to organize reporting on
budget execution would be greatly improved if it were organized on the same functional
basis. This is discussed in greater detail in the following section.

2. FINANCE AND ACCOUNTING SYSTEM

The system is decentralized to the Authority or Department level with further delegation of
some authority to the operating level. The level to which authority is delegated seems to
vary from organization to organization. Whether this variance in delegated authority results
from varying need or the attitude of management toward delegation was not determined (the
need to review the policy regarding delegation is discussed later). The problem of
maintaining acceptable internal control over funds is often associated with delegation of
disbursing authority. The extent to which this problem may or may not exist was not
determined; however, management should address this issue at an early date.

Service provided by the system seems to be very good. No complaints against the timeliness
or quality of service were registered by anyone interviewed. All finance and accounting
activity observed was conducted in a professional, competent manner. Interviews indicated
a high level of dedication and professionalism present in the staff.

One external complaint was registered regarding expenditure reporting on jointly funded
projects. USAID complained that recording and/or reporting the relative share for the
Government of Egypt of the cost of the Irrigation Improvement Project had not been prompt.
Although it this was not addressed specifically, generation of this type of report should be
well within the capability of the financial management system.



3. COST ACCOUNTING

Generally, there are no provisions for cost accounting in the systems examined. Cost
accounting systems were not present in the Irrigation Department and only to a limited
degree in the Mechanical and Electrical Department and Drainage Authority. Where present,
these systems provide only limited cost reporting capability, and are mentioned here
specifically only because they generate the primary cost that would be involved if a program
to recover or share the ’cost of water delivery service’ were implemented. An accounting
system capable of the timely reporting of cost on a functional basis will be essential to the
equitable implementation of any cost recovery proposal. Such a cost system can also
contribute significantly to the effective management of the resources of the Ministry for
Public Works and Water Resources.

It would also greatly assist in reporting costs to management for evaluating performance or
achievement of goals, and, implementing cost related programs such as allocating cost of
operating the main stem of the Nile to the benefitted economic sectors like navigation or
fisheries; recovery of the cost of delivering water to users; and others.

Implementation of a cost system using the same functional basis as that suggested for the
program and budget system would enable ’one for one’ tracking of items proposed in budget
formulation through execution of the budget. Reporting of program accomplishment and
achievement of project goals can be greatly simplified. A functional cost structure is
discussed in Appendix II.

4. PROJECT FEASIBILITY REPORT AND COORDINATION

Feasibility studies are completed and reports prepared and coordinated by the Plan
Preparation Department (PPD). Time did not permit in-depth examination of this unit.
However, some of the benefits from this approach to plan preparation are obvious - - cost -
effective use of staff, equal treatment of proposals, effective coordination, and consistency
among proposals, development of expertise are just a few. All information noted indicated
a highly developed, professional staff of dedicated employees. All those interviewed
supported both the approach and the organization. Mention was made during the interview,
that PPD is being considered for ’privatization’. Since this unit will have significant affect
- on the future demands for water, transferring it from the direct control of the Minister may
create a basis for future conflict.

Formulation of the feasibility cost estimate along functional lines would enable more ready
incorporation into the budget process when the project is approved. This would also identify

the functions of the new project clearly with the functions of the Ministry. A suggested
functional cost structure is illustrated and discussed in Appendix II.

5.  PROCUREMENT AND CONTRACTING AUTHORITY -

Procurement and contracting authority is delegated on a sliding scale, apparently intended
to satisfy the normal, routine needs of each organizational level. Program accomplishment,

5



achievement of goals, contract administration and budget execution are facilitated by
delegation of procurement and contracting authority. Service to the Ministry’s constituency
is usually more responsive in quality and timeliness. Relations with contractors are usually
better and resolution of contract problems is quicker and easier. As mentioned earlier, the
extent to which authority is delegated may no longer be appropriate for today’s circumstance
and should be examined to assure its adequacy.

Several of those interviewed felt that existing delegations of authority were too restrictive.
Too many simple, routine transactions require approval from higher authority just because
the amount of the transaction exceeds the monetary limit of the delegation. If such is true,
higher management is forced to deal with small details at the expense of fulfilling their
management responsibilities. Procurement actions are sometimes delayed while awaiting
approval. Program accomplishment and achievement of goals are adversely affected.

Existing delegations of authority should be reviewed to determine their adequacy to meet
current needs. Consideration should be given to modifying delegations to give greater
~authority to routine procurement actions. Procurement agents should be given latitude

according to the needs of the organization and their level of expertise. If they lack the
expertise to fulfill the responsibilities that are needed, they should be trained as necessary.

6. FINANCIAL MANAGEMENT NEEDS STRENGTHENING

Decentralizing financial management carries both advantages and disadvantages. Some of
the advantages have already been recognized. However, one significant disadvantage, ’the
absence of a central policy authority’, deserves attention. A central authority to establish
financial management policy would assure consistent treatment of like issues throughout the
Ministry. It would also provide an authority for resolution of technical conflicts within the
financial management family.

Some additional advantages are:

* Reviewing and assessing procedures for effectiveness.

* Recognizing and taking full advantage of opportunities for impfovement.

* Assuring that *management’ needs are satisfied as well as meeting ’legal, financial and
accounting’ requirements are met.

* Assuring that full advantage is taken from new technology.

* Assuring that new requirements of law and regulation are 1mplemented evenly and n
a timely manner throughout the Ministry.

* Recognizing and implementing training needs.

This represents a significant issue in management and should be given early consideration.



Financial Management in many organizations includes budget, accounting and finance.
Significant organizational benefits are offered by this organizational structure. Location of
all fiscal and fiduciary expertise in one organizational unit enables maximum use of the staff,
minimizes the need for supervision and support staff, minimizes duplication of record
keeping, and enhances development of expertise. In this particular case, implementation of
a commonly used functional cost system would be facilitated by integration of all elements
of financial management.

7. CONCLUSIONS

While the present process for budget formulation operates reasonably well, budget execution
does not provide good resource management information. Both functions would serve
management better if restructured on a ’functional’ basis. ’

The present practice of treating all personal services as a "current expense’ distorts the whole
financial management process by the amount of personal services actually used in support
of the ’capital cost’ programs.

A cost accounting system structured along organizational and functional lines is needed to
provide good information for resource management; enable allocation of costs to the
economic sectors benefitting from the cost; and provide a basis for reporting accomplishment
to management and interested external entities.

Financial Management (budget, finance and accounting) would function better if integrated
into one unit at the present organizational levels. Functionally, that part of planning that
provides data for budget formulation should also be very closely associated with financial
management, if not actually integrated therewith.

There is a need for a central, policy making financial management authority at ministry level
to deal with technical financial management matters.

Use of computer technology would greatly enhance the reporting capability of the financial
management. ’

Existing delegations of authority, and the policy for such delegations should be reviewed for
adequacy under current circumstances. Delegations would better serve all levels if oriented
more toward the operating needs and technical skills available to the receiving organization
rather than being based on monetary limits.

Non-financial managers need training in the use of financial management reports. This will
be particularly important with the advent of a functionally based cost system.



8. RECOMMENDATION

Additional study should be initiated as early as possible to develop an implementation plan
for a functionally based resource management cost structure, including the organizational
implications and institutional constraints, hardware and software requirements, sources, and
cost, support requirements, and identity of possible funding mechanism.

Task groups of Ministry, Authority and Department, Governate, and Sector level officials
should be created to examine and make recommendations on:

* The adequacy of the existing policy on delegation of authority, particularly,
procurement and contracting authority.

* Continuation of the present treatment of personal services.
* The creation. of a central financial management authority.
* The integration of financial management functions into one organizational unit.

*  The financial management training needs of non-financial managers.



APPENDIX 1
A comparison of the existing system and a functional cost system
EXISTING
The existing accounting system can collect obligations and expenditures in terms of:

Labor

Supplies and Materials
Equipment

Capital Investment

These can be organized by Authority or Department, Governate, Sector, funding source and
location to some extent, but not consistently.

Reporting obligations and expenditures is adequate for determining the status of funds, i.e.,
what 1s the unobligated or unexpended balance of funds.

Reporting expenditures in terms of labor, materials, etc. tells management what was
purchased by the expenditure of funds.

Concisely put, you know where and how much you spent and what you bought. At best, you
might occasionally be able to figure out a part of what you accomplished with the
- expenditure of funds.

Expenditure is oriented toward the control of funds and, to some extent, the acquisition of
resources. Cost is oriented toward the management of the consumption of resources.

FUNCTIONAL COST
A functional cost systems helps you manage the resources at your disposal. If properly
designed, it will tell you when, where, the value of the resource consumed, what was
accomplished and what function of the Ministry was served, as well as who paid for and who
benefitted from the cost.
SUMMATION

Records of obligation and expenditure serve fund managers.

Cost records serve resource managers.
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