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This projact is in its early stages of implementation and represents a couprehensive
demonstration activity to address needed improvements in the Cairo urban health svstem,
As of October 31, 1980, $25.0 million was obligated; $6.1 million had been sub-obligated
through four contrzcts; and $83%4,488 was expended,

Twelve venicles have been furnished by AID for this project. Present procedures give no
assurance that the vehicles are used only for project purposes, Seven cars have private
licenses in lieu of governmeant licenses, thus weakening control over usage. Assignment
of these vehicles indicates that some may be excess to project needs. Six of the cars
are luxurv-equipped Chevielet Citztions purchased locally. The urgency of this local
procurement is not clear. Two of Citations have been exchanged for two foreign cars;

the Citations are ‘used by high GOE officials and not sclely for the project. The roreign
cars (Peugeots) are being used to replace the two Citatifons in project implementation.

The project is exemut from payzeut of tvaxes to the GOE. However, the survey showed
that customs duties arc being paid on furniture and equipment purchased locally.

The establishment of & system to zccount for non-expendable property is essential for
effective contrcl over project assets and resources,

Fourteen cozsultzute are retained for the project and disbursements are made automatically,

Nine do not have signed contracts and payments are not supported by statements on level
cf effort. i

Procedurez for reimbursing ccntractor costs need to be strengthened,

fayeral functional audits will be planned as well as an in-depth audit of this project. .
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EXECUTIVE SUMMARY

Intcoduction

Tre Urban Health Deldivery System Project has just begun the implementaticn
phasc, It represents a comprehensive demonstration activity intended to
address the key areas in the Calro urban health system requiring improve-
uent. Tne target proup 1s the low-income population that is concentrated

i1 2a arca encorpassing lHelwan, South Cairo and West Cairo health zones

of the Cairo Covernorate. The project will utilize facilities and resources
of the exfstiny urban health care delivery system in an attempt to increase
its efiectiverness and accessibility for the Egyptian population. Project
plans include: 2 health sector assessment of the project area; institutiona-
lization of the pilanning process of the MOH; renovation of existing Maternal
Child iealeh (MCE) Clinics; new construction of General Urban Health Cenrers
and additioral MNCit Ciinics; consiruction of a Center for Preventive and
Social Medicine; introduction of iunovative iInterventions into the health
systems to inprove the delivery services; ard the availability of training
for health professicnals, outreach workers, community leaders and other
health related personnel.

The Crant Agreement requires the ecstablishment of an Implementation organiza-
ticn acceptable to ATD vnder the jurisdiction of the MOH, Thi:z crganmization
includes an Executive Board, Executive Director and adequate stzaff for the
implerentation of thie project,

As of .October 31, 1980, the finauncial profiles of this project showed the
fellowing: Funds oblipated-$25.0 million; funds sub-obligated-$6.3 million;
funds expended-$834,488; and remaining balance-524.2 million. Four contracts
have been signed under this »roject. The project controctors were Westinghouse
Health Systems (Westinghouse); Dsnilel, Mann, Johnsen & Mendehall and Kidde
Consultante Inc. (DMJM & KC); Experimental Center for Trailniug cn Evaluation
nf Sccial Programs (ECTOR); and Alemara-Architecture Consultants (ALEMARA).

Survey Turpose and Scope

This review was a limited survey of this project and should not be censtrued
&s a full score audit, It vas performed at the specific request of the
USAID/E and our scopz was gzenerally limited to the areas of exprzssed concern,
primarily in (a) cesh manazement procedures of the MOH Proiect Direcror and
contracters; and {b) procedures used by the MOH regarding local procurermant
anc vtilization of eguipment. The survey also surfaced potential problems
bevend the scope of this linited review and this single project; such areas
are discussrd briefly in this report.



Conclusions

Our limited review showed three types of problem areas. Some of the
provlems are limited to this specific project and require immediate
corrective action on the part of the USAID/E; in these czses, a recom-
rendation {s included in 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 analysis in greater detail. We are,therefore, proposing

a full scope audit of this project for inclusion in the next audit planning
schedule. Scme problemn areas are not restricted to this project and may
Tepresent 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 1s no assurance trat vehicles procured for this AID-financed project
are being used for project purposes and not for private use. Effective
controls over vehicle use 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
GOE-licensed vehicles. Assignment of AID-financed vehicles indicates that
some may be excess to prcject needs. We are recommending that the USAID/E
study the vehicle needs of this project and transfer any that are excess
to needs; also, that the USAID/E determine actual use of all vehicles,
assess controls over vehicles, and take steps to assure proper control and
use of these resources for project purposes. Frivate license plates should
be replaced with Covernment of Egypt plates on all project vehicles with
licensed GOE drivers (page 4). '

Two new luxury-equ:pped Chevrolet Citatilons purchased with project funds
were exchanged for two foreign vehicles (Peugeots) to be used in place of
the U.S5. vehicles in project implercentation. We are recommending that the
Agency General Ccunsel determine (a) whether vehicles procured with project
funds can be exchanged under the circumstances Iinvelved in this project,
and (b) whether U.S. vchicles procured with project funds can be exchanged
for foreign vehicles to be used in implementation of this AID-financed
project {(page 7).

S8ix new luxury-equipped Chevrelet Citationswere procured locally for use
in the project. ¥While the ITBs did not request these luxury options, the
USAID/E noted that these are few or no standard models on the local market.
The USAID/E further noted that local procuremert was necessary to have the
veu.cles available by the time the four contractors were mobilized and ail
were purchased in coniection with contract documents specifying the exact
nurbher of vychicle providsd, Uowcver, the urgeney of procuring thaae vehicles
localiy is nct clear. Oue of four contractors did not receive any of these
vehicles; only three of thece Citations were assigned to contractors. Iu
addition, two of these new Citations were exchanged for foreign vehicies
(Peugects) and these Peugeots have been assigned in place of these twc new
vehicles for use in preject implementation. The USAID/E is reviewing local
vehicle procurement pelicy. We are rroposing a review of local procurement
procedurcs and practices during 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
taxcs are to be paid by the MOH. We are recommending that the USAID/E
determine the amounts of taxes and duties paid on itcms 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 MOH inventories. At the present time, the projiect 1s getting underway
and transactions can be reconstructed, The establishment of a system to
account for non-expendable property is essential for effective contiol
over project assets and resources. Yle are recommending that the USAID/E
require the MOH to establish such system (page 11).

A clcar deternmination regarding the need for and work to be performed by
consultants is needed. Nine consultants retained by ECTOR and paid from
project funds have not been approved by the USAIL/E. These nine consultants
do not have formal contracts with ECTOR and their scope of work is not
defined. Neither have they submitted wmenthly reports of time spent on the
project and work accomplished. The USAID/E has taken action to have ECTOR
document and contrel the activities of these consultants. Since at least
some payments (about $1,000) were made to individuals 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 planning period (page 11).

Procedures used by USAID/E to reimburse costs incurred by the different
contractors under the nroject need to be strengthened. In the case of one
contractor (Westinghouse), reimbursements wcre made for costs incurred
which were contrary to U.S. travel regulaticns as well as contract terms.
We are recommending USAID/E recover reimbursements for unallowable airfare
and baggage handling costs totaling $1,160 identified during this survey
(page 13).

Egyptian firms do not maintain cost accounting data and records to support
overhead costs. This area 1s not limited to this project but 1is of interest
Mission-wide from a functional standpoint. Our limited survey indicates a
need for scheduling an in-depth functional audit of procedures nnd practices
followed in negotiating, reviewing, and approving hest country contracts.

Recommendations

This report contains 9 recommendations listed in Appendix II.



INTRODUCTION

1. Background

In November 1978, the Ministry of Health (MOH) and USAID/E signed Project
Agreement No. 263-C065, granting the GOL $25.0 million to improve health
services in urbzu areas. The GOE agreed to contribute the local currency
equivalent of $¢10.7 million. The Urban Health Delivery System Project
represents a comprehensive demonsiraticn activity intended to address the
key areas in the Cairo urban health system requiring improvement. The
taiget group 1s the low-incowe population that 1s concentrated in an area
encompassing Helwoan, South Calrc and West Cairo health zones of the Cairo
Goveracrate. The project will utilize facilitiss and resources of the
existing urban health care delivery system in an attempt to increase its
effectiveness and accessibility for the Egyptian population. Project plans
include: a health sector assessment of the project area; instituticnaliza-
tion cf the planning process of the MOH; renovation of existing Maternal
Child Health MCH) Clinics; new construction of General Urban Health Centers
and additional MCH Clinics; construction of a Center for Preventative and
Social lMedicine; introdvction of Inncvative interventions into the health
systems tc improve the delivery services; and the availsbility of training
for health professionals, outreach workers, commurnity leaders and other
health related personnecl,

The Grant Agreement requires the establishment of an implementation organize-
tion acceptable to AID under the jurisdiction of the MOH, This organizaticn
includes an Executive Board, Executive Director and adequate staff for the
implementation of the prcject.

The MOH, with advice and assistance from the Executive Board, 1s responsible
for carrying out the project. An Executive Director, appointed by the MOH,
ie in charge of day-to-day operations, coordination and timely utilization
of inputs from the various participants and assurance of project implementa-
tion in accordance with the established schedule. The Executive Board,
chaired by an Undersecretary of the MOH, will provide inter-agency policy
and uznagerial guidauce to the Executive Director.

As of October 31, 16&0, four contracts had been signed under the grant agree-
pent; these ccntracts sub-obligated a total of $6.1 million, payabie either
in US Doliars cr in Egyptian Pounds (converted from US Dollars), as stated

in the terms or tlie separate contracts discussed later. In addition, nearly
$162,000 had been sub-ctligated for procurement of vehicles, excess preperty
and other type equipment. The fcllowing overall status of project funding
shows these sub-obligatiomns:



Remaining

Obligated Expended Balance

Frojec: (Uncommitted) $ 18,689,398 $ - $ 18,689,398

Sub~obligated for
contracts:*
Westinghouse Health

System 3,796,570 538,672 3,257,898

DMJIM/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

* 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 Systems. This contract, signed on January 27, 1980,
totals about $3.8 million reimbursablie to the contractor in both US Dollars
($2,986,305) and Egyptian Pounds (LE 360,028). Tne purpose of the contract
is to assist the MOH in making urban health services more accessible and
effective, particularly to upgrade and strengthen the existing Maternal and
Child Health (MCH) and family planning delivery systems so that it is more
responsive to the needs of the low-income, most vulnerable segments of the
population; 1.e., children and women of childbearing age, who are the chief
targets to be reached by the project.

Daniel, Mann, Johnson & Mendehall ard Ridde Consultants Inc. (DMJIM & KC).
This contract was signed on July 13, 1980 and has a ceiling of close to

$1.9 million. Costs are reinbursable to the contractor in both US Dollars
($1,021,160) and Egyptian Pounds (LE 476,3%4). The contractor is to provide
the necessary services for the dovelepment of final design, drawings, speci-
fications, cost estimates, construction schedules and bid packages for the
construction of nine General Urban Health Centers and one Center for Sccial
and Preventive Medicine. The contractor 1is also respeonsible for administra-
tion and inspection services during the constructior of these facilities.

Experimental Center for Training cn Evaluation of Social Program (ECTOR).
This contract, signed on February 7, 1980, totals the equivalent of $387,790
and costs are reimbuvsable to the contractor in Egyptian Pounds (LE 271,453).
The contractor will undertake an assessment of the health sector. This will
include the necessary services for the plamning, implementation, supervision,
follow~-up aralysis, 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}, equivalent to

$92,857. The contractor is to provide the MOH with the necessary design,
drawings, specifications, cost estimates, rehabilitation renovation schedules
and invitation for bid (IFB) paclages for the rehabilitation and renovation
of 22 Maternal Child Health (MCH) Centers. The contractor is also responsible
for administrative and inspection services during the rehabilitation and the
renovation of the 22 MCH Centers.

2. Purpose and Scone

This survey was requested by the USAIN/E and represents a limited review
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 implementatiecn procedures or the propriety of costs
claimed by contractors and the MOHI Project Office. The scope of the survey
was limited to an assesswent or evaluation of: cash management procedures
of the MOH Project Offices and contractors; procedures used by the MOH
regarding local procurement and utilization of equipment and vehicles;
and, selected contractual and financial procedures. The 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
approach. An in-depth audit of this project will also be planned.

3. USAID/E Comments

Our survey conclusions were discussed with the USAID/E Diractor and the
project management staff on December 17, 1980 and the draft audit report
was submitted for comments before issuance. All comments received from
the USAID/E were considered in finalizing this report.



AUDIT FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

1. Use of Project Vehicles

There 1s no assurance that vehicles procured for the project are being

used for project purposes and not for private use. USAID/E has furnished

12 vechicles to carry out the purposes of this project. These vehicles,
contrary to AID regulations, are equipped with luxurious accessories

such as FM/AM stereo, power brakes and power steering. Most of these
vehicles have private license plates which weakens controls cver proper

use and facilitates use for private purposes. USAID/F has not required the
MOH to establish procedures to control these vehicles nor required that
these vehicles have GOE license plates. A listing of vehicles purchased

by AID and donated by USAID/E to the MOH showed the assignment of the
vehicles to either individuals or contractors. However, vehicle usage records
are being maintained only for those two AID vehicles assigned to the Project
Director's Office. No records are available to show the use of the othcr

ten project vehicles furnished by AID.

Our review showed the following assignment of vehicles:

Type of License Plate Type of Vehicle Vehicle Assigned to
1. Not avallable Chevrolet Nova Minister of Health
2. Private " Citation " " "
3. " " Nova lst Undersecretary MOK
4. " 1} Citation " " 11
5. " " Citation ECTOR
6. Government " Microbusl/ "
7. " " " '1_/ "
8. Private " Citation Westinghouse
9' " " " ALEMARA
10. Government " Chevette "
11. Private " Citation Project Director
12, Government Dodge Microbus Project

1/ Donated by USAID from Afganistan.

Based on the manner in which the vehicles are assigned, we believe that
some may be excess to needs and that not all cars are being used for
project purposes. To illustrate:



- The Minister of Health and 1st Undersecretary have been
assigned two vehicles each; 1.e., each official has been
assigned one Chevrolet Nova and one Chevrolet Citation.

The Minister has the same driver assigned to his two
Chevrolets. Since these two officials are only minimally
involved in the project, the need for assigning four
vehicles to them is no: clear. According to USAID/E, the
MOH has provided two Peupgeots to the project office as
replacements for the two inevrolet Citatjons assigned to

the Minicter of Health and the lst Undersecretary of the
MOH. If so, this furtler 1llustrates the lack of cortrols
over project vehicles--the Peugeots are not on any control
records and project vehicles are diverted from project use
and contrecl. One of these Peugeots is zssigned to general
project headquarters and one to DMJM/Kidde as the Chevrolet
Citations were supposed to be. Fe do not believe that preject
funds should be used to procure vehicles ) be exchanced for
foreign vehicles not wanted by the MOH. Vehicles procured
for the project should be uccd for project purposes.

- At least seven of the vechicles have private license plates.
This results in a lack of control because GOE regulations
for the use 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 determine
purpose of trips or usage of the vehicles. Vehicles with
Government license plates are subject to detention by the
police and proof must be shown that the vehicles are belng
used for official business. According to USAID/E, govern~
ment plated cars may cnly be driven by a licensed govern-
‘ment driver emplovec, but there is 2 severe shortage of
these in the different ministries and the MOH in particular.,
For this reason, the MOH was allocated seven private plates
so the project would not be held up by the non-availability
of MOH drivers. Records reviewed by us, however, dispute
this contention. For instance, the records show that MOH
drivers are driving vehic:les assigned to the Minister of
Health, Undcrsccretary of ilealth and the Executive
Director of the Project. At least four of these vehicles
have private license plates. Since there are MOH govern-
ment drivers for these vehicles, there is no apparent need
for the use of private license plates.

- The contracter engineer (ALEMARA) has been assigned two
vehicles to carry out a contractual level of effort of
1,400 manhours over an 18-month period. This level of effort
deals only with the survev and A&E supervision; the remalning
hours deal with design and preparation of tender documents.
The assignment of twvo vehicles to such a low level of effort
would seem uneconomical.



=~ Our review of trip report for the Project Director's car
for a six~day period shows that the Director visited the
same locacions for the six days. At least one of the
trip reports is an cxact 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 the carbon
copy was used to justify the following day trips.

Based on the assigrnents and usage of vehicles, this project may have vehicles
on hand that are excess to needs. The MOH was unable to locate documentation
to justify the actual project vehicle requirements. Moreover, we believe that
better utilization of project vehicles can be obtained if proper vehicle
control procecdures are established and if Government license plates are
assignad to project vehicles.

Recommendation No. 1

USAID/E (a) determine actual usage of all
these vehicles, and (b) if vehicles are
not fully utilized for project purposes,
USAID/E (i) require their return to the
project, (i1) take stcps to assure project
control and use of these vehicles, and
(1i1) obtain a refund for the value of

any non-project usage.

Recommendation No. 2

USAID/E study the vehicle needs of this
project and transfer to other projects
any vehicles considercd excess tc needs.

Recommendation No. 3

USAID/E asscss vehicle controls, and,if
needed, require the MOH to establish
adequate vehicle controls.

Recommenidation No. 4

USAID/E assure that the MOH replaces
private license plates with Goverameat
of Egypt plates on all AID-financed
project vehicles with licensed MNOH
drivers.



As discussed earlier, two new Chevrolet Citations were purchased with
project funds and exchanged for two Peugecots. The Citations are assigned
to the Minister of Health and the First Undersecretary, MCOH. The two
Peugeots are being used on the project. The handbooks do not provide
guldance for such exchanges, and the legality of this procedure is not
clear.

Recommendation No. 5

The AID General Counsel render a legal
-deternination on these two inter-related,
yet different pointe: (a) whether vehicles
procurcod with project funds can be ex-
changed for foreign vehicles to be used 1in
place of the U.S. vehicles in project
implementation; and, (b) whether vehicles
procured with project funde may be exchanged,
as 1n the case of these Chevrolet Citations,
and ¢ssigned to GOL high officials and not
used solely for project purposes.

Recommendation No. 6

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

USAID/E response to the draft report

In responding to the draft audit report, the USAID/E agreed to comply with
recommended actioas (now Recommendations No. 1 through 3) and will be corducting
an end-use survey to determine actual vehicle use and to assess vehicle controls.
However, after considering USAID/E comments and the additional information
provided to us, Recommendations No. 4, 5 and 6 were added to address the issues
that are involved,

2. Luxury equipaent in vehicles

During cur review, we were able to examine four of the six vebhicles equip?ed
with luxury equipment such as FM/AM sterco, power brakes, and power stecring.
These four vehicles were assigned to ECTOR (1), Westinghouse (1), Alenmara (1),
and Project Director (1). The other two were assigned to the Minister of Health
and the lst Undersecretary of the IMOh.
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The USAID/E response to the draft seport stated;

"Since it was not pnssible to cstimate vehicle requ:rements for
the contractors prior tv negotiating the level of effort, the
vehicles could not be procured in advance of contract signings,
Local procurement was required in order to have the vehicles
available by the time the four contractors were mobilized, All
six Chevrolet Citacions in question were purchased in connection
with contract documents which specified the exact number of
cars to be provided, Some of the Ch-vrolets were to be directly
assigned to the ccntractors and some were to replace existing
project vehicles, such as the microbus, where pioper management!
indicated the contractor's need for a large vehicle was greater
than the central project's.

The IFB which went to local suppliers asked for bids for a fleet
of six five to six passenger vehicles, Options such as radios
and power brakes and power steering were never requested,

There are few or no standarcC models on the local market, USAID
agrees that the inclusion of such options is not desirable, but
is faced with the p-nblem that the local dealers impori cars
for the market here, which desires such options, and not for
USAID. We are discussing approaches to encouraging the local
vendors to import sufficient stripped down models for AID's
needs, and we will advise RIG/A/C of our consultatione. We are
also reviewing Mission policy with regard to local vehicle
procurement and will similarly advise RIG/A/C of ou1i. fiadings."

The VSAID/E response indicates that project vehicle requirements were based
on level of effort of the contraciors and these six luxury-equipped Chevrolet
Citations were procured locally to moet contractor needs and contractor
mobilization dares. However, we note that all of these luxury-equipped
Chevrolet Citat:iups wers purchased in September, 1980--well after contractors
were mobilized and one of the four contractors (DMIM-Kidde) did not receive
dny of these Chevrolet Citations, In fact, only three of these Clcz'iions

vere assigned to contractors; the remaining three were assigned ‘to' tho MOH.
As discussed in the previous section, two top MOH officiale were each assigned
these new luxury-equipped Chewrolet Citations in addition to project-financed
Chevrolet Novas for a total of two project vehicles for each, The urgency of
loc.1 procurement of € luyury-equipped Chevrolet (Citations is questionable
trom another standpoint: Two cof these new Chevrolet Citations were exchanged
for foreign vehicles (Peugeots) and these Peugeots have been assigned for

us¢ in place of these two new U.Z2. vehicles in project implementation. In
view of USAID/E cormments above and the previous section, the actual need for
local procurement of six luxury-equipped Citations is not zlear.
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The toliow're table shows that vehicles w e not immediately required
for project implementation or for contrac.or vehicle requirements:

Date Contract/ Date Vehicles
Assipned to Project Signed Procured
Ministe:r of Health 11/78 9/80
Undersecretary of Health 11/78 9/80
Project Manorer MOH 11/78 9/80
Wes'inghouse 1/80 9/80
ECTOR 2/80 9/80
ALFMATA 4/80 9/80

As shown in this table and preceding discussion, procurement of vehicles
could have becn scheduled in a different manner. Vehicles were net required
on an emergency basis. Also, the files do not show whether the USAID/E or
the MOH made an attempt to procure vehicles without luxury accessories.,
Regulatious govern.ng the procurement of luxury items are clear and in this
instance the additional cost might have been avoided,

The USAID/E response points out that local vehicle procurement policy is
under review. We plan to schedule a review of USAID/E procedurss and
practices for local procurement. For this reason, we are not making a
recommendation in this section.

3. Local Procurement of Commodities snd Non-Lxvendablec Property

The MOH has financed, with project funds, the procurement of atout LE 55,000
of difZerent types of non-expendable property and other expencable commoditics
(wat.. jugs, paper, soap, wire, napkins, trays, etc.). The non-expendable
propecty boupht with project funds can be categorized as (a) vehicles (cars,
vang, etc.) and (b) furniture and equipmeni {desks, chairs, scfas, reirigera-
tors, typuwriters, file cabinetsg, tables, etc.). Our review showed that custowm
duties ar. being »aid to the GOL in procurements of furniture and equipment.
Moreover, our re:v ew showed that the MOH is not recording any of the non~
expendable proprrty inte its inventories.

We revieved procursment totaling about LE 42,612 (US $50,700) and founi that
higa prices w-ro ' - ing paid for this furniture because the cost included
Customs duty ,2%¢ to the GOE. Payment of taxes to the GOE is contrary {o
Section B-4 of the Grant Agreement. Documentation approving the procurenent
of this equipment hy USAID/E was on file, but the files did not show whether
the USAID/E had deiermined if all equipment was needed or the vreascnableness
of cost.



We visited one of the suppliers of office equipment from which the MOH
had prccured about LE 13,000 worth of equipment. Prices quoted us were
the sare as paid by the MOH for the same type of equipment. However,

we were informed that this EPritish made equiprment was the most expensive
cquipment in Cairc. VWe were 27sc informed that prices included Custom
duties and taxes. For example, the MOH bought an 18-foot Westingliouse
refrigerator with preject funds for LE 1,435 (US $2,050 at official rate
of LE.7 to 1). The price at that time was approximately LE 1,000 for the
refrigerator and approximately LE 500 for duty tax.

Section B-4 of the Grant Apreement states "This Agreemecnt and the Grant
will be free from any taxation or fees imposed under laws in effect in
the terricory of the Grantee.

"To the extent that (1) any contractor, including any
consulting firw, any personnel of such contractor
financed under the Crant, and any property or transac-
tion relating to such contracts and (2) any commo.ity
procurerent transaction finznced under the Grant, are
not exempt from identifiable taxes, rariffs, duties
or other levies impcosed under laws in effect in the
territory of the Crantee, the Grancee will, as and
to the extent provided in and pursuant to Project
Implementation Letters, pay or reimburse the same
with funds other than those provided under the Grant."

Based on this scction of the Grant Agreement, any dutics and taxes must be
paid by the MOH. Therefore, the amount pald for dutles on the procurement

of office equipment must be refunded to AID.

Reconmendation No. 7

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

In response to ouvr draft report the USAID/L stated:

"Unlike the refrigcrator cited, the maiority of items
purchaced cost less than LE 500. For such items, the
duty 1s not identifiable cr separable, even where 1t
is identifiable, the administrative burden of separating
out the dut; and geing through customs to procure it is
greater tnan the henefit obtaiined. The Mission is sup-
ported by the ccuprehensive CC cpinion on local taxation
fssues (Stevenson/Gardiner dotzad April 10, 1973), citing
the DOD standard which yiclde the soame result as AID
policy. The cpinion notes at pg. 72 that tax relief need
not be sought; if the economic burden of a non-readily
identifiable tax is small cuncugh to be considered de
miniais, or if the administrative burden is 'out of
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proportion' to obtainable relief. It s likely that most
prior included taxes would meet either or both of these
tests and that therefore in most cases relief from prior
Included taxes would not be sought, The Mission will 7ssue
an Order incorporating the Stevenson opinion and estab-
lishing approyriate standards. Upon issnance, the Mission
will requost thut the recotmendation be closed,”

The refrigerator mentiened in our discussion 1s just one example of procure-
ment in which dutivs were paid. Qur workpapers show that at least LE 22,C00
represcents items which cost over LE 500. It is understandable that it may

be difficult to identify custem duties on low-cost items. lowever, in the

case of high-cost items, the identification of customs duties is not difficult.

As noted 1in the opening paragraph of this section, non-expendable property

is not being recorded iIn the inventories of the project. At the present

time, the project is petting underway--purchases have been small and transac-
tions can be vrcconstructed. However, this will become more difficult as the
project progresses and time passes with accumulated expenditures and equipment
purchases. Consequently, we feel that the establishment of a system to account
for non-expendable property is essential for eflfective control over preject
assets and resources.

Recommendation No. 8

USAID/E require the MOH to establish
an inventory system to account for
ncn-expendable property procured and
financed under the project.

The USAID/E agreed to take »ction on this recommendation.

4., Paymrents to consultants are not clear or adequately supported

A clear determination regarding the need for and work to be performed by
censultants is needed, The services of 14 different independent consultants
are used or retained under this project at a monthly total cost of about
$5,100. -The M0 hasz 5 consultants and their monthly pay is LE 1,200; ECIOR
has 9 consultants and pays them LE 2,362, The sorvices rendered

by the consultants in return for these automatic monthly disbursemeute are
not clear since nin: are not adequately supported by signed coantracts,
approved by USAID/E or by monthly progress reports. To illustrate:

The services of the five consultants retained by the MOH
have bcen approved by USAID/E. Hovever, the USAID/E has
uot approved the ninec consultauts retained by ECTOR. ‘In
turn, ECTOR has not signed a formal coniract with these
consultants and consequencly the scope of work for these
technicilans has not been defined.


http:rec.c.nmendhti.on

- The agreement between the MOH and the five consultants
requires them to submit a monthly report of theiyr
activities as well ss the time spent on the project.
To date, however, none of the 9 consultants to ECTOR
has submitted a monthly report stating the number of
hours spent on the project or their accomplishments
during the month,

The basils and justification for disbursing monthly payments to the ECTOR
consultants need to be documented. These nine censultants do not have a
formal contract and have not submitted required monthly reports. Neither
the MOH ror ECTOR has a record on the level of effort of these consultants,
We were told that these consultants assist the project by being available
in case they are needed, but the neced for and propriety of the «onsultants'
costs are not readilly decterminable.

In our draft audit report, we included the following recommendations:

"Prior to any further disbursements, USAID/E (a) make
a thorough study of need and work to be performed by
the nine consultants, (b) approve the services of
those consultantg that are clearly needed for the
project; (¢) require formal contracts to be signed
between the approved consultants, and the MOH 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 report:, the USAID/E generally concurred with

the recommendation as applied to ECTOR consultants but offered an alterna-
tive to specific formal contracts. The USAID/E response stated that
",..ECIOR 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 iIn the future.
Since these are short-term consultants brought in for specific tasks in the
survey work and represent a very small percertage of the overall effort,
USAID/E feels this should be sufficient documentation and that specific
consultant contracts with monthly reports are not required."

Based on the USAID/E response, we are not including a formal recommendation
in this report. However, since at least some payments .(about $1,000) were
made to individuals 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 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 (Westinghouse), 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 forelgn carrler was submiited by
Westinghouse,

- Payments for baggage handling totaling $30 was
reimbursed to the contractor. This type of expenditure
1s covered by the per diem received by the traveler.

Recommendation No. 9

USAID/E recover reimbursements made

for the unallowable airfare and baggaga
handling costs totalling $1,160 identified
during this survey.

Response by the USAID/E

The USAID/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 accumulation of salary costs 1is 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 receipt 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 reciplent of the amounts was not possible.
Also, the condition 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 for reimbursement. We were told that some recelpts 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
expenditurcs being properly supported or assurances that the recipients
worked on the project,

In our draft survey report we had recommended that, prior to any further
disburscrments to the MOH, the USAID/E require ECTOR to establish and
mafntain adeouate proceduvres and controls to support the accumulation of
labor costs. USAID/E in response to the draft survey report stated that
ECTOR has apreed to print each individual's name below his signature and

to add a sentence indicating the number of hours of worked io the recipients
for payrment. They will also maintain the receipts on a monthly basis which
lies exactly with the personnel payment lists which are already filed as
part ci their vouclier back up data.

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

7. Contract review and approval practices

Egyptian firms do not malutuiu cost accounting data and records to support
overhead costs, This area is not limited to this project but is of interest
Mission-wide from a functional standpoint. Our limited survey indicates a
need for scheduling an in-depth functional audit of proccdures and practices
followed in negotiating, reviewing, and approving host country contracts.

In the ECTOR contract, a fee 1s beilng paid to a non-profit GOE entity.
This fee was actually intended to cover overhead costs. The files do not
explain the basis for this fee which is equivalent 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, 1s 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 documented, the contract file, the use
of an additive multiplier is a widely accepted practice 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 Alemara contract tctal 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 zmount
is not documented in the files.
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Regarding this contingency factor,'the USAID/E response stated:

"Payment provisions relating to possible misestimates of
level of cffort and time were negotiated and set at
fixed amounts to avoid a "ccntingency" type situation.”

The negotiation of a fee to cover overliead costs and the use of an additive
multiplicr in lieu of indirect cost rates supported by accounts and records
are arcas which apply to local contracts in other projects Mission-wide

and cannot be adequately reviewed within the limited scope of a single
project survey., The lack of complete explanatory documentation 1iun files
revicwed for this project indicates the usefulness of scheduling a functional
audit of this area.
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APPENDIX 1

LIST OF RECOMMENDATIONS Page 1 of 2
Recormmendation No., 1 Page

USAID/E (a) determine actual usage of all these vehicles,

and (b) 1if vehicles are not fully utilized for project

purposes, USAID/E (1) require their return to the project,

(11) take steps to assurc project control and use of these
vehicles, and (ii1) obtain a refund for the value of any
non-project usage. 6

Recommendation No. 2

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

Recormendation No. 3

USAID/E assess vehicle controls and, 1f needed, require
the MOH to establish adequate vehicle controls. 6

Recommendation No. 4

USAID/E assure that the MOH replaces private license plates
with Govermnant of Egypt plates on all AI"-firanced project
vehicles with licensed MOH drivers. 6

Recommendation No. 5

The AID General Counsel render a legal determination on these

two interrelated, yet different points: (a) whether vehicles
procured with prcject 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

Recommendation No. 6

Based on the legal determination resulting from Recommendation
No. 5, the USAID/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/F rcquire the MOH to estublish an inventory system
to account for non-expendable property procured and fin-
anced under the project.

Recommendation No., 9

USAID/E recover reimbursements made for the unallowable
airfare and baggage handling costs totaling $1,160 iden-
tified during this survey.

APPENDIX T

Page 2 of 2

Page

11
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APPENDIX II

LIST OF REPORT RECIPIENTS

USAID/EGYPT

Director } 5
Regional Inspector Genercl for Investigations & Inspections (RIG/II/C) 1
ATD/VASHTNGTON

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 Liaiscn Officer) 1
Burcau for Program and Management Services (AA/SER/SA) 6
Assistant Administrator/Burecau 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 Management (FM) 1l
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 Management Staff (IG/EMS) 12
Office of Investigations and Inspections (IG/IL/W) 1
Office of the Regional Inspector General for Audit/Washington (RIG/A/W) 1

Regional Inspectors General for Audit

RIG/A/Karachi 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





