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This pro~cct is in i ts early stages of imple~entation 2nd represents a comprehen~ive 
demonstr~\t lon activity to ",ddr~ss needed improvements iu the Cairo urbc!n health ~yst:eul. 
As of October 31, 1980, $25 . 0 ~illion wa~ obllg~tcdj ~6.! cillion had been sub-obligated 
throueh four contrects; and $834,488 ~as expended. 

1" ... clVI! vehicles h':>,ve bp.en furnished by AID for this project. Present procedures give no 
EtS$urance t ha.t the vehicles nre used ouly for project purposes. Seven cars hav~ private 
licen:;es in li.eu of governmr.:lt licEnses, thus weakening control over usage. Assignment 
of these v~hicles indic p. t efl that SO!!l!:. t:..ly be excess to project needs. Six of the cars 
arc lu}:ury-equipped C!H!vl"olet C1t.ztiC'n!'! pnrchased locally. The urgency of this 10cdl 
procu~c~ent is 1i0t clcar. '!'-..-o of Cit3tions have been exchanged for two foreign caT.S; 
the Cit2tlons arc 'used by hi gh GOE officials and not solely for the project. The foreign 
cars (Peug'!:ots) ar.e bdng U5<:(. t.a repl~ce the t~-:o Citations in project implementat!?n. 

7r.e praject is c~e=~ t fro~ pnY~lt of taxes to the GOE. However, the SUr\'ey show~d 
that customs duties arc ~e1ng paid on furniture and equipment purchased locally. 

The est.'ibUs!iment of .:l. system to account for non-expendable property is essential for 
effec.tive contre! over proj ~ct 3l:1sets and resources. 

, Fourteen r.o~~~!t~nt~ arc retained for the project and disbu=sements are made a~tom3tically. 
tline do not ha""~ sifllled contracts and p3)"Ttlents are no·t supported by stateoents on level 
cf effort. 

Proc~du=c::: for ::'citlhurs!og cor:.tr.:;.ctor costs need to be strengthenel!. 

Fovc::-al function;.l i.1..,dits \,'111 be planned 2fO t~'cll ae an in-dc?th audit of this jlroj~ct • . 
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FJCECTJTIVE SmtMARY 

n.c !lrban tie..1lt:h Dcl:lvery System Project has just begun the implementation 
phase. It rerresents a comprehensive demonstration activity intended to 
eddress the key arras in the Cairo urban health s7stem requiring improve­
!,!(:'nt. T"r.e t.Jl'?(·t ;:?r('up is the low-income population that is concentrated 
1.1 2:1 .Jr~a e::co;"pa~sin::: llel~/an, South Cairo anc West Cairo health zones 
of tht· C;liro COV2rr.Ol"C!tC. The proje::t " .. ill utilize fad.lities and reeources 
of the existi.n~~ urkE1 health care delivery system in an attempt to incrsase 
its er.fi:!c.~i\'c.l'_cs,; .:wc accessibility for the Egyptian populati':'n. Project 
pb"13 incl'.I'::C: 2 !le2'.t.h sector asscssmer,t of the project area; institutior.a­
liz3tioo of the plannin~ process of the NOH; renovation of existing Maternal 
C~dld :iC<1.1t:·, ~~ICE) Clini.cs; new construction of General Urban Health Comers 
and addi::ior.al ~;Ci\ C].inics; construction of a Center for Preventive and 
SociLll ~!edici.n~·; ir!trCJdu,:tion of innovat:f.ve interventions into the health 
systems to ir.~?rove t~e delivery services; ar.d the availability of tl-ainir,g 
for health iJl"ofessictlals, outreach worker3, cOr.hllunity leaders and othe.r 
heal th rt~latcd personael. 

The Grant i\grecmeClt !:equir'2s the establishment of an implement:;.tion organiza­
tiLn 3cccptablc to ,~_ID und.::r the jurisdiction of the HOH. This crg[\n~_z,{tion 

incllJdes En Execut:ve Board, Execut::"Je Director and adequate sti.ff fllr t'ne 
iripler.:entOltioll of the project. 

As of .October 31, 1980, the financial profiles of thi-s ?roj ect shoued the 
following: Funds oblirated-$25.0 million; funds sub-obligated-$6.3 million; 
fun~s expended-S834,488; and remaining bnlance-$24.2 million. ~our contracts 
have Deen sif,:Jed unricc this project. The project contn:ct.ors t<Tere Hestingho~s(; 
Hcalt!1 ~ysterr.s O;estir:gk,ijse); Dsniel, H:mn, Johnson & Hendehall emd Kidde 
Consulta~ts Inc. (DMJM & KC); Expe~imental Center for Training on Evaluation 
"f Social Prograr:1s (ECTOR); and A121l1ara-Architecture Consultants U' .. LE?-1AK<\.). 

This review was 3 li~it~d surv~y of this project and should not be construEd 
<,$ C1 full. :3cope :-luc;t. It U2S pcrforf(,ed at the specific request of the 
USAID!E and our scop~ WJ3 generally limited to the Ereas of exprEssed ::onccrn, 
iJrima:-ilJ" in (<3)' C::S2 D'an'L:;en:el~t pl·oce.dilrc6 of the 1'::011 Pro.1ect Director 2nd 
contractcrs; and (b; pr-ocedt:res used by the NOlI reg2rding local ?r.oC!.lr2!:"_2nt 
anL utilization of equi?wE:;n~. 111e st:rJc:' also surfaced r-otential problet18 
beycnd thf.: scope 0: this lim ted n:vi~,.J and this single proj ect; s:..!ch ~re&s 
are discuss~ct briefly in t~is report. 
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Conclusion~ 

Our limitcd review showed three types of problem arcas. Some of th~ 
pro~ler.w are limited to this specific project and require immediate 
corrective action on the part of the USAID/E; in these cases, a recom­
mendation is included 1n this report or the USAID/E has taken the necessary 
action to correct the problem. In some instances, the problem indicates a 
need for further nnalysis in greater detail. He are,therefore, proposing 
a full scope audit of tllis project for inclusion in the next audit planning 
schedule. Seme problem areas are not restricted to this project and may 
represent a condition that applies on a broader scale; accordingly, we are 
planning to review these problems at a future date from a functional 
standpoint. 

There is no assurance t~at vehiclp.s procured for this AID-financed project 
are being used for project purposes and not for private ~se. Effective 
controls over vehicle usc have not been established; the use of private 
license plates on seven of these vehicles facilitates unauthorized private 
use and permits circumvention of GOE controls and checks applicable to 
COE-licensed vehicles. Assi!;,'TIn:ent of AID-financed vehicles indicates that 
some may be excess to project :lecds. We are recommending that the USAID/E 
study the vehjcle needs of this project and transfer any that are excess 
to needs; also, that the USAID/E deteruine actual use of all vehicles, 
assess controls over vehicles, and take steps to assure proper control and 
use of these resour2es fo~ rroject purposes. Frivate license plates should 
be replac~d with Government of Egypt plates on all project vehicles with 
licensed GOE drivers (page 4). . 

~"O new luxury-equipped Chevrolet Citations purchased with project funds 
were exchanged for two foreign vehicles (Peugeots) to be used tn place of 
the u.s. vehicles in project irr.:)lc::.entation. \';e are recommencii:1g that the 
Asency General Counsel determine (a) whether vehicles procured with project 
funds can be exchanged u~dcr th~ circumstances invclved in this project, 
and (b) whether U.S. ~011icles procured with project funds can be exchanged 
for foreign vehicles to be used in implementation of this AID-financed 
project (page 7). 

Six ne ..... lu~cury-equippec Chcvrc1et Citationswere procured locally for use 
in the project. h'hile the IFB::; did not request these h::cury options, the 

~.., 

USAID/E noted that these are few or no standard models on the local market. 
TIle USAID/E further. noted th,?~ 102a1 procurcmE:rt ,,-';:":s necessary to have the 
V~il~cles available by the ti~e the four contractors were mobilized and all 
were purchased in con;:C:!ction ;.;::'t~ contract documents specifying the ex.:3c.t 
tl'Ji.lbcl." of vc!liclc. provi<.kd 1 :!o',.':.vcr! the urgency of procuring th~~~2 vch:Lclcs 
locally is not clear. One of four contractors did not receive any of these 
vehicles; only three of tne~(! Ciu.tions \lere assigned to contractors. b 
addi tion, t\W of theSe! n~\: Ci::a t ions were e~:changed fL1r foreign vehicles 
(Peugeots) Hlld th~sa Pcugcots hav2 been assigned in place of these tWG new 
vehicles for use 1:1. proj ect iffiplell:entation. The USAID/E is revie"ing local 
vehicle proct:rerne.nt pelic)". \'!e ilr~ proposing a review of local procurement 
procedures and practices ciuring the upcoming audit schedule (page 7). 
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Custom duties (taxes) are being paid to the GOE on furniture and equipment 
procured for this project. The Grant Agreement provides that duties and 
taxes are to be paid by the HOH. We are recommending that the USAID/E 
determine the amounts of taxes and duties p~id on items costing over 
LE 500 and obtain a refund from the GOE (page 9). 

Non-expendable property procured for this project is not being recorded 
on t-~Oll inventories. At the present time, the pro~~ct is getting underway 
and transactions can be reconstructf'd. The establishment of a system to 
account for non-expendable property is essential for effective contlol 
over proj ect assets and resources. lie are recorn:nending that tlIP USAID/E 
require the HOB to establish such system (pa[;e 11). 

A cleu!" deterni~ation regarding the need for and work to be perform£d by 
consultants is needed. Nine consultants retained by ECTOR and paid from 
project funds have not been approved by the USAID/E. These nine consultants 
do not have formal contracts with ECTOR and tlleir scope of work is not 
defined. Neither have they suSmitted mcnthly reports of time spent on the 
project and work accomplished. The USAID/E has taken action to have ECTOR 
document and control the activities of these consultants. Since at least 
some payments (about $1,000) were made to indjviduals for services not 
related to this project, we intend to examine this area closely in the full­
scope audit to be proposed for the next audit plannjng period (page 11). 

Procedures used by VSAID/E to Tei~bursc costs incurred by ~he different 
contra~tors under the project need to be strengthened. In the case of one 
contractor (Westinghouse), reimbursements W2re n~de tor costs incurr~d 
which were contrary to U.S. travel regulations as well as contract terms. 
We are recoIT'.mending USAID/E rccov~r reimhursements for unallm·.'<!ble airfare 
and baggage handling costs totaling $1,160 identified during this Eurvey 
(page 1 3). 

Egyptian firms do not ffiaintajc cost accounting data and recorda to support 
overhead costs. This ~re3 is not limited to this project but is of interest 
Mission-wide from a functional standpoint. Our linlited survey indicates a 
need for scheduling an in-depth functional audit of procedures ~nd practices 
follo~ed in negotiating, reviewine, and approving host country contracts. 

Recommendations 

This report contains 9 recoIllI!1endations listed in Append!}; II. 
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INTiODUCTION 

1. Background 

In November ]978, the Nir.istry of Health (HOlI) and USAID/E si6ned Project 
Agreement No. 263-0065, ~rantinG the GOE $25.0 million to improve health 
services in urb~il areas. The GOE agreed to contribute the local currency 
equivalent (If $10.7 million. The Urban Health Delivery System Project 
represents a comprchensive demons~ration activity intended to address the 
hoy .:.reilS in the Cairo urban health system requiring improvement. The 
target group is the Inw-incorre population that is concentrated in an area 
encoIr.!)assinf, lle:!.v;:1Il, South Caire and \'!est Cairo health zones of the Cairo 
Goverl1r~at(~. The project will utilize faci1itl~s and resources of the 
existi~g urban health care delivery system in an attempt to increase its 
effectlvencss ,.nel acccs~;ibility for the Egyptian population. Project plans 
include: .:1 la:alth sector assessment uf the project area; institutienc:liza­
lion cf the' t'l.:,nning process of the ~!OH; renovation of existing ~faternal 
Child Health )!CH) Clinics; new construction of General Urban Health Centers 
and additional ~ICI! Clinics; construction of a Center for Preventative and 
Social Medicine; introd~~tion of innovative interventions into the health 
systems tc improve the aelivery servi~es; and the availability of training 
for heal th professionals, outreach workers, COlllI:lur.ity leaders and othe::.­
health related personnel. 

TIlt> Grant Asreement rcquires the establishment of an implementation organizc.>­
tion acceptable to AID under the jurisdiction of the HOH. This organi~ation 
includes an Executive Board, Executive Director and adequate staff for the 
implementation of the prcject. 

The UOH, with <tdvice and oSfJistance from the Executive Board, is H'sponsible 
for carrying out the p:-nject. An Executive Director, appointed by the MOH, 
is in. chaq;e of day-to-day operz.Uons, coordination and timely utilization 
of inputs from the various participants and assurance of project implementa­
tion in accordanCe ' . .:itl. t.he establish€:G sche.dule. Tne Executive Board, 
chaired by an UnrlersecretalY of the HOH, will provide inter-agency policy 
and I~na~erial guidance to the E~ecutive Director. 

As of October 31, 1980, fo~r contracts had been signed under the grant agree­
ment; these ccntracts sub-obligated a total of $6.1 million, payable either 
in US Dollars cr in. Egyptian Pounds (converted from US Dollars), as stated 
In the tertr.s or the sep~!:Dte contracts discussed later. In addition, nearly 
$162,000 had been sub-obligated for procurement of vehicles, excess property 
and other type eqcipment. The fellowing overall status of project funding 
shows these sub-obligations: 
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Obligated Expended 
Remaining 
Balance 

Fcojec,,: (Uncommitted) $ 18,689,398 $ $ 18,689,398 

Sub-obligated for. 
contracts:* 

Westinghouse Health 
Systt:m 3,796,570 538,672 .3,2,)7,898 

DNJN/Kidde Co. 1,871,437 35,714 1,835,723 
ECTOR 387,790 98,154 289,636 
Alemara Architectures 92,857 92,857 

Sub-obligated for 
vehicles and Others 161,948 161,948 -0-

$ 25,000,000 $ 834,488 $ 24,165,512 
c========= ::.====== :c========= 

* Portion of the contract costs (LE 1,172,875) will be reimbursed 
in Egyptian Pounds. 

A brief description of the objectives of each of the contracts follows: 

Westinghouse Health Syste~s. This contract, signed on January 27, 1980, 
totals about $3.8 million reimbur~able to the contractor in both US Dollars 
($2,986,305) and Ef,yptian Pounds (LE ]60,028). Tne purpose of the contract 
is to assist I:he NOli in making u~ban health services more accessible and 
effective, particularly to upgrade and strengthen the existing Maternal and 
Child Ilea1th OreIl) and family p1<:nning deHvery systems so that it is more 
responsive to the needs of the lo~-income, most vulnerable segments of the 
popul<.tion; Le., children and wor.len of chi1rlbearing age, who are the chief 
targets to be reached by the project. 

Qan~e}_! Hann, Johnson & Nendehall aI'd K.idde Consultants Inc. (DHJH & KC). 
This contr2ct Has si~;nerl on July 13, 1980 and hns [J ceiling of close to­
$1.9 million. Costs are reimbursable to the contractor in both US Dollars 
($1,021,160) and Egyptian Pounds lLE ~76,394). The contractor is to provide 
the necessary services for the 2cvelopment of final design, drawings, spec!­
fications, cost estimates, construction schedules and bid pack~ges for the 
construction of nine General Urban Health Centers and one Center tor Social 
and Preventive Medicine. The contractor is also responsible for administra­
tion and inspection services during the constructioI'. of these facilities. 

Experimental Center for Trainin~n Evaluation of Social Program (ECTOR~. 
This contract, signed on February 7, 1980, totals the equivalent of $38i', 790 
and costs are reimbu~sable to the contractor in Egyptian Pounds (LE 271,453). 
The contractlJr ~dll undertake an assessment of the health sector. Tld.s will 
include the necessary services for the planning, implementation, supervision, 
follow-up analysis, as well as reporting of the results. 
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Alemara-Architecture Consultants. This contract, signed on April 2, 1980, 
provides reimbursement in Egyptian Pounds (LE 65,000), pquivalent to 
$92,857. The contractor is to provide the HOH with the necessary design, 
d~awings, specifications, cost estiffiates, rehabilitation renovation schedules 
and invitation for bid (IFB) pac!:agc.!s for the rehabilitation and renovation 
of 22 Maternal Child Health (MCH) Cente~s. The contract0r is also re£ponsible 
for administrative and inSpection services during the rehabilitation and the 
renovation of the 22 MCH Centers. 

2. Purpose and SCOPf: 

This survey was requested by the USAln/E and represents a limited revie~ 
of the Urban Health Delivery System Project. It is not a full-scope audit 
of the project and did not include a detailed examination of project 
transactions, project implementati0n procedures or th~ propriety of costs 
claimed by contractors and the HOIl Project Office. The scope of the survey 
was limited to an aSS~SSI~l1t or evaluation of: cash management procedures 
of the HOH Project Office's and contractors; procedures used by the HOH 
regarding local procurement an~ utilization of equipment and vehicles; 
and, selected contractual and financial procedures. TIle survey did surface 
some potential problem areas that Are not limited to this specific project. 
We plan to propose future coverage of these areas through a functional 
npproach. An in-depth audit of this project will also be planned. 

3. USAID/E Co~ments 

Our survey conclusions were discussed with the USAID/E Director and the 
project management staff on December 17, 1980 and the draft audit report 
was submitted for comments before issuance. All comments received frore 
the USAID/E were considered in finelizing this report. 
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AUDIT FINDINGS, CONCLUSIONS AND RECOMME~~ATIONS 

1. Use of Project Vehicles 

There is no assurance that vehicles procured for the yroject are being 
used for project purposes and not for private use. US~ID/E has furnished 
12 vehicles to carry out the purposes of this project. These vehicles, 
contrary to AID regulations, are equipped with luxurious accessories 
such as F11/AN stereo, pm·ler brakes and po\.;~r steering, Host of these 
vehtc1es have private license plates which weakens controls over proper 
use and facilitates use for private purposes. USAID!E has not required the 
HOil to establish procedures to control these vetlicles Poor requircd that 
these vehicles have GOE license plates. A listing of vehicles purchased 
bj AID and donated by USAID/E to the HOB showed the assignment of the 
vehicles to eIther individuals or contractors. However, vehi~le usage records 
Clre being maintained only for tr.ose t\.;o AID vehicles asstgned to Che Project 
Director's Office. No records are available to show the use of the other 
ten project vehicles furnished by AID. 

Our review showed the following assign~ent of vehicles: 

!ype of License Plate Type of Vehicle Vehicle Assigned to 

I. Not available Chevrolet Nova ~tinister of Health 
2. Privat~ " Citation " " " 
3. " " Uova 1st Undersecretary }fOH 
4. " " Citation 
5. " Citation 
6. Government Microbus1/ 
7. " " I/ 
8. Private Citation 
9. " " 

10. Government Chevette 
1I. Private Citation 
12. Government Dodge Microbus 

!/ Donated by USAID from Afganistan. 

" " 
ECTOR 

" 
" 

Hestinghouse 
ALEMARA 

" 
Project Directo= 
Project 

Based on the manner in which the vehicles are as~igned, we believe that 
some may be excess to needs and tthlt not all cars are being used for 
project purposes. To illustrate: 
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- The Minister of Health and 1st Undersecretary have been 
assigned two vehicles each; i.e.»'each official has been 
assigned one Chevrolet Nova and one Chevrolet Citation. 
The l1inister has the same driver r.lSsigned to his tlvO 
Chevro1etn. Si.nce these tHO officials are only minimally 
involved in the project, the nped for assigning four 
vehicles to the~ is no~ clear. According to USAID/E» the 
MOH has provided two Feubeots to the project office as 
replacements for the two ~~evro1et Citations assigned to 
the Minister of Health and the 1st Undersecretary of the 
MOH. :::f so, this furtLer il1ustcates the lack of cortro1s 
over project vehlc1es--the Peugeots are not on any co~trol 
records and project vehicles are diverted from project use 
and control. One of these Peugeots is ~ssigned to general 
proj ect headquarters and one to DMj}!/Kidde as the Chevrolet 
Citations \.,ere supposed to be. \o.'e do not believe that project 
funds should be used to procure vehicles "J be exchan~ed for 
foreign vehicles not wcmted by the Hall. Vehicles procu.led 
for the project should be uE~d for project purposes. 

- At least seven of the vehicles have private license plates. 
This results in a lack of control because CaE regulations 
for the usc of official vehicles do not apply to these 
vehicles. Since they have private licenses, these vehicles 
are not subject to detention by the police to determ1ne 
purpose of trips or usag'? of the vehicles. Vehicles ~~ f'h 
Govern~ent license plates are subject to detention by the 
police and proof must be sho\o,'TI that t!<e vehicles ar.e being 
used for official business. According to USAID/E, govern­
ment plated cars may only be driven by a licensed govern­

'ment driver er.:ployee, but tr.ere is 1! severe shortage of 
these in the different ministries .:md the ~jOH i,n particular. 
For this reason, the }!Oll \o,'as allocated seven private plates 
so the project would not be held up by the non-availability 
of Mall drivers. Recort~s reviewed by us, hOl-."ever, dispute 
this contention. For instance, the records show that MOH 
drivers arc driving v"hi.:1es assir,ncd to the Minister of 
Health, UndcrsccretClry of Health and the Executive 
Director of the Project. At least four of these vehicles 
have private license plates. Since there are NOH govern­
ment drive~s for these vehicles, there is no apparent need 
for the use of private license plates. 

- The contr3~tor eng1neer (ALE}G\RA) has been assigned two 
vehicles to carry out a contractual level of effort of 
1,400 manhours over an 18-!llonth peri.od. This level of effort 
deals only with the survey and A&E supervision; the remaining 
hours deal with design and preparation of tender documents. 
The assignl'lent of t~'o vehicles to such a low level of effort 
would seem uneconomical. 
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- Our review of trip report for the Project Director's car 
for a six-day period shows that the Director visited the 
same locaL ions for the six daye. At least one of the 
trip reports is nn exact duplicate of another trip during 
this period. It appears that the original trip report was 
used to Justify the trips made in one-day and t}}e carbon 
copy wns u5ed La jllstify the following day trips. 

Based on the assip,r.nients and usage of vehicles, this project may have vehlcles 
on hand that are excess to needs. The MOH was unable to locate documentation 
to justify thp actual projc::ct vehicle requirements. Horeover, we believe that 
better utilization of project vehicles can be obtained if proper vehicle 
control procedures are established and if Government license plates are 
assign2d to project v~hicles. 

Recommendntion No. I 

USAID/E (a) determine actual usage of all 
trese vehicles, and (b) if vehicles are 
not fully utilized for project purposes, 
USAID/E (i) require their r~turn to the 
project, (ii) take ~tcps to assure project 
control and use of these vehicles, and 
(iii) obtain a refund fOl the value of 
any non-project usage. 

Recommendation No. 2 

USAID/E study the vehicle needs of this 
project <lnd transfer to other projects 
any vehicles considered excess to needs. 

Reconunend8tion No. 3 

USAID/E assess vehicle controls, arId, if 
needed, require the MOH to establish 
adequate vehicle controls. 

Recornmend2tion No. 4 
.;;.:.;:~~.:..::--------

USAID/E assure that the MOH replaces 
private licecse plates ~ith Government 
of Egypt plates on all AID-financed 
project vehicles with licensee ~lOH 

drivers. 
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As discussed earlier, t\IO new Chevrolet Citations were purchased with 
project funds and exch.:mbed for two Peugeots. The Citatiuns are assigned 
to the Ninister of l!eal th and the First Undersecretary, NOli. The two 
Peu~eots are being used on the: project. The handbooks do not provide 
~uidance for such exchanges, and the legality of this procedure is not 
clear. 

ReCOI1;\1IL'I1datjon No.5 

The AID General Counsel render a legal 
·detpr~ination on th~se two inter-related, 
y~t different points: (a) whether vehicles 
procur0d with proj0ct funds can be ex­
changed [or foreign vehicles to be used in 
place of the U.S. vehicles in project 
implementation; and, (b) Hhcther vehicles 
procured with project funds may be exchanged, 
as in the case of these Chevrolet Citations, 
and c.lssigned to Gor: high officials and not 
used solely for project purposes. 

Recommendation No.6 

Based on :he legal determination resulting 
from Reco~mendation No.5, the USAID/E 
initiate the required actions consistent 
with such determinations. 

us.uDiE response to tlw draft report 

In respondinG to the draft audit report, the USAID/E agreed to comply with 
rccol11r.!ended actjO:1S (now Recommendations No.1 through 3) and will be co:·duct5.ng 
an end-use survey to determine actual vehicle use and ~o assess vehicle controls. 
However, after considering USAID/E comments and the additional informatioa 
provided to us, Recommendations No.4, 5 and 6 were added to address t~~ issues 
thilt are involvec.. 

2. Luxt:ry equip'1~er.t2!1 vehicles 

bl evauline four" of thd six vehicles e"uip~cd During Gur review, ~e ~ere a e to ." ~ ~ 
~ ... ith luxury eCJ.uipm~nt s-uch as nf/ AN stereo, power bral:es, and pmvp.r stecn.ng. 
These four vehicJ.es \.'cre assigned to ECTOR (1), Westinghouse. (1), Alemara (1), 
and Project Director. (1). The other tW('I were assigned to the Minister of HE:2.lt:h 
and the 1st Undersecretary of the Hall. 
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The USAtD/E response to the draft ~cport stated; 

lISince it not poss! Ie to .?stilllhtc vehicle requ~'l'ement~ for 
the prior t·" nego iating the level of effort f the 
vehicles coul~ not be pr ocureH 1n advance of contract s1gnings. 
Local procurement was required ~n orcier to nave the veniclee 
available by the ttu.e the four contractoPsp'were mobilized. All 
jsix Chevrolet Citai:.ions in question were purchased 1n connection 
with contract documents which spe~ified the exact number of 
cars to be providg~. Some of the Ch .... .vrolets wi:~e to be directly 
assigned to t~e c~J)tractors and some were to re~lace exis~ing 
project vehicles, such as the microbus , where p:..'oper managem,ent

l
, 

indicated the contractor's need for a luge vehicle was .gr:ea ' ifF'~~ 
than the central project's. 

The IFB which went 0 loc~l suppliers asked f..,r biC''3 foL' a fleet 
of six five to six passenger vehicles. Options su1eh as radios 
and power hraQes and pOlo.'er steering were never reques ted. 

There arc few or no standarc.: lmodels on the. loc'al market. USAID 
agrees that the inclusion of such options is not de81rable, but 
is faced with the ~. blem that the loc,d dea Ers impor cars 
for the a:.arkct here I which ~es!res such options. artd not fa 
USAID. We are discussing app roaches to enCOU1'8cing the hH,caV 
vendors to i mpl) rt sufficient s tripped down models for lUiS 

needs. and ~c will advise RIG/A/C of our consultati~nE. We are 
also reviewing Blss10n policy with regard to local vehicle.: 
procureIr.ent and will .!.dml1arly advise RIC/AIC of au i lldings." 

The lISAID/E response indicates that project vehicle requirements were bc: ::ted ,. 
on level of cffort of the contrfl d-'Iors and \thcse six luxur}~equipped Chcvr.olet 
Citations were procured 10callY,,-to rrr.et car t actor needs and contractor , , 
mobilization d a ~ ~ & . Ho~ever, we note th~t~~11 of these luxur~-equ1ppeu 
Chevrolet Cita c ~.( lri5 were purchased in September, 1980--well after contractors 
}crc mobilized an~ one of the four contn tors (DMJM-Kidde) did no e('_~lve 
.my of these Chevrolet Citations. In fact, only three of these c.t:i~{ions 
were assigned to contractors; the remaining thrce .wcre assigned fJ/; o J hC'. NOH. 
As discus oed in the previous section, two top MOH official£ were each assign~d 

, ' , 
these new luxury-equ1~ped Che1rolet Citations in B~dition to proje~t-financed 
Chevrolet Novas for B ltotal 0 two project vehicl~s fo r each. nle urgency of 
lOc::'\ procu-reme •• t of €' lm-ury-cquippe d Chevrolet Citations is ques ionable 
i rom lInothc.l' standpoint: Two of theee new Chevrolet Citations lo.·ere. exchanged 
for foreign vehicles (Peugeots) and these Pcugeots have been assigned for 
usc 1n place of thes e two new U.S. vch.!cles in project i mplementation. In 
view of USAID/E cocments above and the previous section. the actual need for 
local procurement of six luxury-equipped Citations is not ~lear. 
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nit:: toJ l(,;:J..,~ ta~lc shows that vehicles w .,~ not im:nedLltcly required 
for project implementation or for contrac~or vehicle requirements: 

Ministei L'f Ilc<1l tr. 
Undcrsecrctnry of Health 
?i"oject H':I11:1',~(~r HOl! 
He S'; in gli C'llS (' 

ECTOR 
ALHL'\H'\ 

Di1tc Contr<!ct/ 
Pcojc_ct Signed 

11/78 
11/78 
11/78 
1/80 
2/80 
4/80 

Date Vehicles 
Procured 

9/80 
9/80 
9/80 
9/80 
9/80 
9/80 

As shown in this table and preceding discussion, procurement of vehicles 
coule; have been scheduled in a diffErent m,:mner. vehicles \,'er~ net required 
on an emerp,el1cy b2sis. Also, the fih.s do not sh(I\,T whether the llSAID/E or 
the HOIl rIl<lde LIn atten·.pt to procurE: vch":',:1f'~ "'it~lout luxury accessories. 
Rcgul ntions p,ovc.t:'n"ng the procurement of luxury items are clear and jn this 
instance the additional cost might have been avoided. 

Thc USAID/E response points out that local vehicle procurer.lent policy is 
under review. We plan to scl:edulc a revIew of VSAID/E procedures and 
practices for local procurement. For this reason, we are not m2kinc a 
recommendation in this section. 

3. Local Procurement of Commodities and Non-E!-!Jendablc Propett:;L 

The NOH has finunced, with project funds, the pl'ClCUrement of about LE 55,000 
of di{':r:rcnt types of non-expendable pruperty and other expencinble commodities 
(,,'at, , J llgS, paper, soap, Hire, napkins, trays, etc.). The non-expc.ndClble 
p!'opctty boufht with project funds can bl' c;-ltegorized as (a) vehicle!-J (cars, 
vans, e~c.) and (b) funliture and equipment (desks, chairs, sofas, refrigera­
tors, typ,.:",dtcrs, file cabinets, tables, etc.). Our review shO\veG that custom 
duties ar~ being ~nid to th0 COE in procurcrn0nts of furniture and equipment. 
Ho.:eover, f"ur reo, ~~,T silm-J('c tha:: the HOB 1s not recording any of the llon-· 
e::-:pcndable propr:rty ~.nt() its inventories. 

We. revie\Jcd procurement totaling a(JOut LE 42.612 (US $50,700) nnd £ou,.j th:lt: 
hig~ prices ~'.~~ I - Lpg paid ior this furniture because the cost inclu~ed 
Customs duty lo4~ tD the GOE. Payment of taxes to the GOE is contrary to 
Section 3-4 of the Grant !~gref:ment. Documentation approving the procurel:~ent 
of this equipment by USAID/E was on fHe, but the files did not 5hO\.; ~"h<:!tllt!r 
the USAID/E had deLermined if all equipment was needed or the reasonableness 
of cost. 
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~e visiter. (me of the fiuppliers of office E'fjuiptTlent from '''hich the Hon 
had prccurcd ahout LE 13,000 w~rth of equipment. Prices quoted us were 
the [;.::\1;.(' <J~~ p.:1id by the HOIl for the S:ll,le type of equipn!<.:.nt. However, 
w£! Wl're illforr.1Cd lhJt this I:ritlsh made equiplrent was the most e...cpensive 
equir~cnt in Cairo. ~0 ~prc ~lSO informed thot prices included Custom 
dut ic's .:md LI;·:c~~. For (·x2r..ple, the ~lUH bour.;ht an IS-foot 'vestingllOuse 
rcfrirerator with !lrojcct funds fOl LE 1,435 (US $2,050 at official rate 
of LE.f to 1). Tille pr lee at that tirr,e was approxim:ltely LE 1,000 for the 
ref r 1. ~'. e r:1 t () r "n G 2 p;n () xi r;:.J t (·1 Y L E 500 for r! u l Y t a x . 

Section fl-4 of the Crc!rlt lq"!,reelnenl states "This Agreement and the Grdnt 
will be free from any tax2tion or fees imposed under laws in effect in 
the territory of the Grantee. 

"To the extent thaI" (1) any contractor, including any 
consulting [irw, ~ny personnel of such contractor 
financed under the Grant, and any property or transac­
tion relatinr.; to such contracts and (2) any corr.rno":ity 
procurer::l'llt tr"nsnction fin~,nced under the Grant, are 
not exempt from identifiable taxes, tariffs, duties 
or other levies impcsed under laws in effect in the 
territory of the Grantee, the Crantee will, as and 
to the extent provided in and pursuant to Project 
Implern~ntation Letters, payor reimburse the same 
with funds othel" than those provided under the Grant." 

Based on this section of the Grant Agreement, any duties and taxes must be 
paid by the' HOll. 111erefore, the amount paid for dut:!.es on the procurement 
of office equipment must be refunded to AID. 

Rccon~endation No. 7 

USAID/E (a) determine the amount of 
Customs duties and taxes paid for 
ite~s costinG more than LE 500 and 
(b) obtain a n:fund from the NOH of 
these Custo~s duties and taxes. 

In response to om" dr&ft rE:port the USAID/E stated: 

"Unlib"! the rcfri[;erator cited, the majority of items 
purchesed cost less than LE 500. For such items, the 
duty is not identifiable or sepnrable, eyen where ~t 
is identifiLlble, th~ 2dmin:i.strative burden of sep2.rating 
out the dutj a:ld gcing through customs to procure i.t is 
greater tnan the heneEit obtai;led. The Hission is sup­
ported by the r;c,nprehensive CC cpiniou on local taxation 
issues (Stevenson/Cardicer dut~d April la, 1973), citing 
the DOD standard \.;hich yl..:.ld~ the SDI!le result as AID 
policy. The cpinion notes at pg. 72 th:::t tax relief need 
not be sought; if the economic burden of a non-readily 
identifi.3.ble tax is sl!14lll cl~ol1gh to be considered de 
minL.lis, or if the administrative burden is 'out of 
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proportion' to obtainable relief. It is likely that most 
prior included taxes would m~et either or both of these 
tests and th'lt therefore in most cases relief from prior 
included ta:-:es would not he SOllfht. The Hission will j 5sue 
an Order inco(iJoratin!: ti\'. ... Stevenson opinion and estab­
lishing appr.';;riatc stc.nc1a!'·ds. Upon iss1l,:mce, the Hission 
will n'qllc~~t th:lt the rccGl:.mcnchtion bu closed. II 

The r(:[ri~:crat(lr 1':C!ntioned in our discussioT. is just one example of procure­
ment in \·:hich dutil!S H0re l'.:lid. Our vlOrkpapers f;hcM that at least LE 22,000 
reprl~!.;,-;nts iter::s \..'hich cost over I.E 500. It is understandable that it mny 
be dHfjcu1t to j(leJltify cLlstom duties on lo\,'-cost items. However, in the 
case of hi£;h·-cost itO:;15 , the identification of custo;r.,s duties is not difficult. 

As noted in the opening parnrraph of tllis section, non-expendable property 
is not being recorded in the inventories of the project. At the present 
time, the projcct is ~ettin~ undeni2y--purchascs have been small a~d transnc­
tiolls can be reconstructed. I!O\ieVer I this will Deco!!'€' more difficult as the 
project progresses and til'lc pClsses l.Jith accumt!lated expenditures and equipment 
purch(1ses. COI1::;equentl:,;, \"'Q feel that the establishment of (1 system to accour.t 
for non-expendable property is essential for effective control over project 
assets and resou~ces. 

Recorn~cndation No.3 

U5AID/E require the NOll to Establish 
an inventory systert1 to account for 
ncn-expcndable property procured and 
financed under the project. 

The USAIU/E agreed to take .·'ction on this recorr.mendat:1.on. 

4. Payments to consultants are not clear or adequately supporte~ 

A clear determinatjon re~(1rdin£ the need for and work to be performed by 
consultants is needed. The services of 14 di![erent independent consultants 
are used or retoined under lhis pr~jcct at a monthly total cost of about 
$5,100. ·The NOll has 5 con!;ultants and their monthly pay is LE 1,200; ECTOR 
has 9 consult cents nnd PGy~; them !..E 2,362. The services rendered 
by the consultants in return for thes~ automatic monthly disburscrneutp are 
not clear since nir.·: are not adequ(1tcly supported by signed contracts, 
approved by USAID/E or by monthly progress reports. To illustrate: 

The services of the five consultants ri"tained by the NOH 
have been approved hy lJSAID/E. HO\lever~ the USAID/F. has 
uot approved the nin.:: consvltnnts rct<,dned by ECTOR. 'In 
turn, ECTOR has not signed a formal contract with these 
consultants and consequently the scope of work for these 
technicians ha~ not been defined. 
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- The aereernent between the HOH and the five consultants 
requires them to subrr.1t a monthly report of theit" 
activities as well 3S the time spent on the project. 
To dntr, however, none of the 9 consultants to ECTOR 
has fiuhmittell i.l monthly report stating the number of 
hours spent on the project or their accomplishments 
during the n:onth. 

The basis and justification for disbursing monthly payments to the ECTOR 
consultants need to be documented. These nine consultants do not have a 
formal contract and have not submitted required monthly reports. Neither 
the HOB nOLO ECTOR hC',s a record on the level of effort of these consultants. 
\-.'e were told that these consultants nssisl: the project by being available 
in case tlley are needed, but the need for and propriety of the ~onsultants' 
costs are not readily determinable. 

In our draft audit report, we included the follo\~ing recommendations: 

"Prior to any further disbursements, USAID/E (a) make 
a thorough study of need and work to be performed by 
the nine consul tcmts, (b) approve the services of 
those consultant~ that are clearly needed for the 
project; (c) require formal contracts to be signed 
between the approved consultants. and the HOH or its 
contractors under the project; and (d) require 
compliance with contractual terms, particularly as 
they relate to submission of monthly reports, 
accounting for time spent on the job, and monthly 
or periodic payments." 

In responding to the draft repor~, the USAID/E generally concurred with 
the recornmendation as applied to ECTOR consultants but offered an alterna­
tive to specific for~al contracts. The USAID/E response stated that 
" ••. ECTOR has agreed to provide statements of work completed and level of 
effort signed by the consultants, both those already used and those in the 
future. Voucher payments will be certified on this basis in the future. 
Since these are short-term consultants brought in for specific tasks in the 
survey work and represent a very small percePtnge of the overall effort, 
USAID/E feels this should be sufficient documentation and that specific 
consultant contracts with monthly reports arc not required." 

Based on the USAID/E ~esponse, we are not including a formal recommendation 
in this report. However, since at least some payments ~about $1,000) were 
made to individunls for services not rel~ted to this project, we intend to 
examine this area closely in the full-scope audit to be proposed for the 
next audit planning schedule. 
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5. Reimbursement Procedures for Contract costs 

Procedures used by USAID/E to reimburse costs incurred by the different 
contractors under the project need to be strengthened. In the case of one 
contractor (~estinghouse), reimbursements were made for costs incurred 
which were contrary to U.S. travel regulations as well as contract terms. 
Examples follow: 

- Airfare cost of $1,130 for a trip from Cairo-London­
New York and return. The trip portion between Cairo­
London was on a foreign carrier which is not reimburs­
able under the Fly American Act No. justification for 
approval to fly a foreign carrier was submiited by 
Westinghouse. 

- Payments for baggage handling totaling $30 was 
reimbursed to the contractor. This type of expenditure 
is covered by the per diem received by the traveler. 

Recommendation No.9 

USAID/E recover reimbursements made 
for the Imallowable airfare and bagga~e 
handling costs totalling $1,160 identified 
during this survey. 

Response by the USAID/E 

The USAIU/E agreed with the recommendation and has begun investigating the 
questioned amounts. Upon notification of the completion of the USAID/E 
review and amounts recovered, we will review the results and consider 
closing this recommendations. 

6. Salary Payments are not Adequately Supported 

Adequate documentation to support the accumulat~on of salary costs is not 
being prepared by ECTOR. Documentation submitted to support claims for 
reimbursement showed the name of the individual and the amount of days 
worked during the period. ECTOR personnel were not able to show how this 
information was accumulated. Some attempts were made to support the claim 
for salary payment by having individuals sign a receip~ when salary payments 
were made. However, the receipts showed only the signature--not the printed 
name--of the person receiving payment. The signatures were most times 
illegible and identification of recipient of the amounts was not possible. 
Also, the cundition of the records were such that reconciling the total 
amount of the receipts with the amount claimed was not possible. We 
totaled one month's receipts, but the total obtained did not agree with the 
amount claimed f~r reimbursement. We were told that some receipts were missing 
and that was the reason the payments could not be reconciled. 

- 13 -



In sum, the present procedures used by ECTOR do not result in salary 
expenditures heinr, properly supported or assurances that the r.ecipients 
• .... urkeJ 011 the prujl·ct. 

In our dl-;~ft su!."vey report \·1€ hao recommended that, prior to any further 
,;lishurs(,I!:ll1ts to the ?!(I11, tbe USAID/E require ECTOR to est<lblish nnd 
r::ajntain iidl'Oll.lte prol:cdures and controls to support the accumulntion of 
lahor costs. rSAIU/E in response to the draft survey report stated that 
ECTOJ{ hilS Cl),rpC'd to print each illdividua]' s name beloH his signature and 
to add a !c;cntcnc(' indicLitinr, the number of hours of worked Lo the recipients 
for p.:lyr.cnl:. 11:ey \>'111 also l'laint<lin the receipts on a monthly basis which 
lies exact]y \:lth thl' personne] p<lyrr:ent lists \·:hich are already filed as 
pnrt c Z thd r voucher Lack up datn. 

Based on the actions taken by USAID/E and ECTOR a recommendation is not 
deemed necessary. 

7. Contract review and approval practice~ 

Egyptt.:m finr.s do not maillt .. iu cost accounting data and records to support 
overhead costs. This <Irea is not limited to this project but is of interest 
Mission-wide from a functional st2ndpoint. Our limited survey indicates a 
need for scheduling nn in-depth functional audit of procedures ~ld practices 
followed in negotiating, reviewing, and approving host country contracts. 

In the EC~OR contract, a fee is heing paid to a non-profit COE entity. 
This fee \<:as actually jntended to cover ovel-head costs. The files do not 
eJ(pla~n the oasis for this fee \.]hich is equiva] ent to 15% of personnel costs. 

Negotiations for the Alemara contract show that a 1.3 "addition multiplier" 
was applied to establish "overhead/profit" rather than an indirect cost rate, 
supported by detailed cost accounts and records. The 1.3 additive multiplier, 
then, is not based on historical cost data nor can it be adjusted to actual 
costs incurred because of the non-availability of cost accounting data. 

The USAID/E response noted, " •.. As docul.lented, the contract ffle, the use 
of an additive multiplier is a widely accepted practica for establishing 
overhead and fee amounts in negotiated contracts with Egyptian firms." 

This method is used because of the inability to obtain data which would 
permit the negotiation and setting of provisional and final overhead rates 
for contractors as is the practice in the U.S. 

The Alcm<!ra contract tC'tal includes a "contingency" factor of 33% of total 
contract costs negotiated (after adding the 1.3 multiplier amount for. 
overhead/profit). This basis for this relatively high contingency ~mount 
is not documented in the files. 
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Regarding this contingency factor, the USAI!)/F. response stated: 
• 

"Payment pravisions relating to possible llIisestimates of 
level of effort and time were neeotjated and set at 
fixed amounts to avoid a "cc,nt ingency" type situatLm." 

The nef,Cltiation of t1 fee to cover overhe!3d co~ts and the use of an additive 
multjllllvr in lieu of indirect cost rates supported by accounts and records 
are ar~~s ~hicll apply to local contracts in other projects Mission-wide 
and canIlot be adequQtely revic"!\·.'ed wi thin the limited scope of a single 
project survey. The Inck of complete explanatory doc\!n~entation ill files 
reviewed for this project indicates the usefulness of scheduling a functional 
audit of this area. 
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APPENDIX I 

LIST OF RECON!-fENDA nONS Page 1 of 2 

Reco~mendntion ~o. 1 Page 

USAID/E (a) dl,ter;;]ine actll.1l usage of all these vehicles, 
and (b) if vcUcles are not fully utilized for project 
purposes, rSAID/E (i) require their return to the project, 
(ii) take 8tCJlS to assure project control and use of these 
vehicles, and (iii) obtain a refund for the value of any 
non-proj ec t usage. 6 

Recom~enrlation ~o. 2 

USAID/E study the vehicle needs of this project and tran-
sfer to other projects any vehicles considered exce&s to needs. 6 

Reco~mendation Ko. 3 

USAID/E assess vehicle controls and, if needed, require 
the HOH to establish adequate vehicle controls. 

Recommendation ~o. 4 

USAID/E assure that the MOH replaces private license plates 
with GovHnn2nt of Egypt plates on all AP.)-fir.anced project 

6 

vehicles with licensed XOH drivers. 6 

Recommendation No. 5 

The AID General Counsel render a legal determination on these 
t,,·o interrelated, yet different points: (a) ~7hether vehicles 
procured with project funds can be exchanged for foreign ve­
hicles to be used in place of the U.S. vehicles in project 
implementation; and (b) whether vehicles procured with project 
funds may be exchanged, as in the case of these Chevrolet 
Citations, and assigned to high GOE officials and not used 
solely for project purposes. 7 

Reco:nrr.endfl ti.on No.6 

Based on the legal determination resulting from Recommendation 
No.5, the VSAID/E initiate the requirad actions consistent 
with such determinations. 7 

Recommendation No.7 

USAID/E (a) determine the amount of Customs duties and taxes 
paid for items costing more than LE 500 and (b) obtain a 
refund from the MOH of these Customs duties and taxes. 7 



Recommendation No.8 

USAID/E require the EOH to establish an inventory system 
to account for non-pxpendab1e property procured and fin­
anced under the project. 

Recommendation No.9 - -

USAID/r: recover reimbursements made for the unallowable 
airfare and bagguge handling costs totaling $1,160 iden­
tified during this survey. 

APPENT>IX I 
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APPJ:.~DIX II 

LIST OF REPORT RECIPIENTS 

USAID/EGYPT 
Director 5 

Regional Inspector Genel~l for Invpstications & Inspections (RIG/II/C) 1 

AlD/~~~~IlINGTO~ 
AID Deputy Administrator 1 

Assistant Administrator/Bureau for Near East (AA/NE) 5 

Office of Egypt/Israel Affairs (Egypt Desk NE/EI) 1 

Bureau for Near East (Audit Liais~n Officer) 1 

Bureau for Program and t-lanagement Services (AA/SER/SA) 6 

Assistant Administrator/Bureau for Development Support 1 

Office of Development Information and Utilization (DS/DIU) 4 

Office of Legislative Affairs (LEG) 1 

Office of the General Counsel (GC) 1 

Office of Financial Hanagement (TIl) 1 

Bureau for Program and Policy Coordination/Office of Evaluation (PPC/E) 1 

Legislative and Public Affairs Office of IDCA 1 

Office of the Inspector General (IG) 1 

Office of Policy, Plans and Programs (IG/PPP) 1 

Office of Executive t-lanagement Staff (IG/EMS) 12 

Office of lnvestigations and Inspections (IG/H/H) 1 

Office of the Regional Inspector General for Audit/Washington (RIG/A/W) 1 

Regional Inspectors General for Audit 
RIG/A/r~rachi 1 

RIG/A/Karachi--New Delhi 1 

RIG/A/Manila 1 

RIG/A/Nairobi 1 

RIG/A/Panama 1 

RIG/A/Panama--La Paz 1 




