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EXECUTIVE SU1M'ARY
 

Introduction
 

At the time of our rc;view, there were nine loans and one grant signed 
that obligate $1.54 bi.l1ion for the Commodity Import Program (CIP) in 
Egypt. A significant part of total U.S. economic assistance t-o Egypt the 

CIP was initlated during 1975 to address the short-term needs of Egypt. 
To assist 1Eypt in mceting hard currency costs of imported co.moditlies 
and commodity-related services as needed, the program is designed to (a) 
relieve the serious foreign e-:change shortage, (b) achJive develcpment:
 
objectives, (c) improve the standard of liv:ing, and, (d) maintain political 
stability. 

Of the $1.5." billion obligated, about 95.5% (over $1.4 billion) has teen
allocated -o Egypt's public sectur. The remnrnin. halance, about $68.5 

million, has beun allocated to Hgypt's prIvate scctor, and is the :subjc(.ct 
of AAG/E Audit. Report No. 80-1.0 dated August 1.0, 1980. fhis report cev--rn
the Internal operating procedures uscd by the USAID/E and the COE In 

financing the importation of about $1.0 billion of du:-able and iion-dutabie 
comod lWes undcur the C1P. This is the fourth report: In a sries of sev:ti 
to be itcued covering the results of the comprehensive review of the C)I'. 
T'e seventh report in the series will cover issues appichable to the overall 
CIP', both public and private sectors, anid present owerar.il prot,'r;,m concJun~i-) ;. 
for"better ecrspe(t\a, the reader may wish to "l... .s it.,:C s 0;CIP report (see page 2 of this report) 

re anOrt).!. 
P0lrpose and .ud.t dr.sid ­

'We rev.iowed the |.rocedres used t.o import .0 billi"on of dtirblc and now­
durable coitmodities under the lIP from irtception, February. 1.973 through( Jniy 
3.., 1980 with eTpha', on procedures in effect at the r.ouil c.1.ret., i.'ine. 
In problem cases, studies 1-.rc made of all available material on the subjc-ct 
Primary audit !urpor,.. for this specific. review were, to. (a) dot:erii2.c and 
evaluate p,.ocedu..e- followed 'In advertising, biddin , and cnt.ctig; () 
e;(am;:!i types of comniodities imported and determire y st accountingl,:.ciq 

roc,.'ucs,ev:'luate .ffee.i\,,T)CSS ditstribut:i.o, aro .h;'s d.t'(,rT.ineCc) of l1actual .ucat:ions u uses of 'vwpoat; (d) cvauce .,. USAID/E ..anaen'., 

ionitoriil,; (e) determine 

:egitions ard F.oreign Af' c as To 


ji:oedres, nneiud..-g and comr.-Lance: xith Ag'ci:cy 
t:i',P Assirt:ance (FAA) e aacmp).ish 

these objective, %.we etavid.ncd proccdurns a:,1 sys tems in -placeanJ 1inaned, 
ieports, activity fIc's, trainsactoii sutport data, c:alics , cox .... r.h.t.. 
advertisements, pianni.In, and ill;i.el:ent~ng document:; contr:nct., "tt:.:r .f 
credit, and referred to pe;,"i.w'(!.-, roig.ations,, handbooks, laws, and ilh. 
crIteria. We also ,..xarr.ined l:id' :Md W-0dd..iug procedurc,", ixncluding rt:mdae 
at a bid open.ng. We ,oord:inatd wA.th the Area Auditnr. G,.L/:.... 
(AAG/W) to obtasi in.trmate:. i,,aura:i . in .D/Wal,.n.ton and in the U:'ii ,c.' 'tuo 

http:pianni.In
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Conclusjions 

Our roview covered $193.6 million in durable ccoinodities (b,,ises,
 
trailers, jeeps, power equipment, el.ect:rical equipment, dredgers, etc.)
 
and $816.9 million in non-durable comodlties (tallow, corn, frozen poi:Ats:y,
 
fishmeal, soybean, etc.). We found no si.gnificant problems related to the
 
importation of $44.1 inJ.lion in durable comwodities and $291.6 mii]ion iu
 
nonl-duraileionmdij, 

For the remiaining durable and non-durable commodit:ieas, our review of "]',ed 
transactions disclosed a reas where management attention should be focused 
and corrective actions shou7ld be taken. A sumnry discussion follo,,s with 
more details included in the body of the report.
 

An noted above, our review surfaced different types of problems with the 
importation of durable commodities which have a value of about $, ..5 wi.llion. 
Th. -nat' re of the problemns indicates - need to reissess the manag;oJi] u.­
and management concepts used when these cypes of corioditis:; a-O ivriorCc 
USAID/E has been managing high visibility durable ce:,mimiit :navc.,d through 
the CI as routine commoditv imports. ConsequenLLy, r.r Ica st.qv of ".11c 
procure,. ent, delivery , and/or use process were not: given te m:lwgeli:} C . 
that the importation required. As a result, the specifict,,.io, for1, 1,60-C 
and 2,400 traetcTiwere not compatible with the actual. needs of the co1,1t 
or nd-user; performance guarinty docwIIeNnts did not conform to Contraciutl 
r-qu:entivnU; the accounting, system of one GOE orf nization did not ue:t the 
criteria established by regulation and the comodities were ne. proper[y 
acounLed for; and, vchicles and tractors have been. sold or transferred 1.o 

rnl itios for t;rs by t:he c-Se of butes, fo ,.>amtp.e.u prohibited FAAI]n the tv 
the im:portat .m, pv.,e::c the a...:istano: .,,,-hmxv resuill.cd In pub]icity to 
pro\'rL6ed by the A ;ency, the qu ty ci.;.A*. . product:s and the. ztb lity (f 
suIppliru to glaraltfe their products. Some deta'ils of our ,-;..,Vatior i;: t)r 
dur..j. co::odi tie follow: 

- -The )gyptim:n Eilectric Authority (ESA) if, aout 

$77.6 million of eq-oipi.xent f.inauccd through the CIP, Lt.
 
accountming systevm, d-ces not me..'et:
however, the critcr..o 
establis;bcd by AID Regulat:ion 1. I'rocureux,-nr o:ipoljie:itc:: .e
 
geflera.:Jy affet-ive, But, pribi.'i;s tart: ar t tic :me co,-. 
:xoditioer arrive ii--countlry and continue as they Care t-ar­
fer d by .MAto ILs divjm;.on;.3 and distrihbutLon crmpai:ves. 
EEA ,,nn ,not able t.o :identify t1-)location nid ise e,1,8 1r. dh? 
of the e,,uipment. Our rvi.w.ide.r.di.fi.d-rchased 16 vc: 
(va lue'. n. whic b(:en t;ibuted arid ..116,40) h:.:d t. 'cr' . 
uscd by the flaticIna.t. Police; t i:hs e:.-pressly prohibired by 
tle F.A,. We ar. imnid :, four eou~mnu.'Jtos on this;; sublcct 
mattn. .n:endd to (a) effect a re fund from the (O1.o t'r:" 

to the dl..erte.d co",.mdifi.s; (b) W.tVtivate F, to 1n,;ti tii~eneeded clrnges ill its accou Li,1ng sy"Ct'm; / ob:aih,, 

from the COTE accountinf for 0he. .. ad
"idities eandura 
end-u( e rU .ewa by USA.P/ Qage 5 ) 

http:resuill.cd
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-The Ninstry of Industry (M01) imported 2,400 Massey 
Feruson (I.IF.-265)"1 tra.tors and spare pactsS at cost o 

$17.2 illion. The tractors were to be used to increase 

aricultural production. The specifications were not the 
farms. The tractorsbest suitable for use on Egyptian 


were also priced beyond the reach of the average farmers
 
. . . .........
- _and-not co m.petitive.- wit...-....h.....

were.countries. As a result, demand was law and sales 
they were not sold within the one-yearslow, In effect, 


period stipulated in the regulatlons and a nur.fber were
 

still in stock at the time of our audit (nearl.' 2 1/2
 

years since their Importation). Sales records for one
 

year (1978) were in no condition to enable r.,ccurate
 

accounting. Nevertheless, available record.] showed
 

that: a large number of tractors were not sold to
 

Egyptian farmers, but either sold or distributed to
 
we thatvarious GOE organizations. Additionally, found 


the tractors wore
forty-nine (volued at $312,816) of 


sold to the GOP Police Authority; such a transfcz is
 
.

alSo expressly prohibited by th FAA. We are 	mak:ing
 
a refund
three recommendationc intended to (a) obtain 


from the GOE for the diverted commodities; and, (b)
 

effect a final accounting and end-use review (or
 

imported tractors (page 9 ).
 

of $79.8 million,--- h GOE imported 1,600 buses at a cost 


As in the cose of the tractors, these highly -visible
 

items were ].andled as a routine :Corrmodity under the CI!'.
 

In retrospcct, a cifforent manitigerial role and managemeni.
 

concept on Lie part of the USAID/E might have avoided 
that: exist with this comodity.tlhe compl.cx problems now 


The t echniJcal specifications of the buses wer*! not
 
the necds of the country or the deirmndscompatible with 
the equipment. performonre guarantcch,lat:er" placed on 	 The 

submitted by the U.S. Suppl:ler, we*e' not in accordance 

''ith the terms of thet contract and, in effect, were riot: 

collect. ble by the COE:, Worknai'ship by the supplier wl!; 
probl.ens developednot of ihe. hi,,hest quality and socn 

after arrival of the equipment: in Egypt. Thc. way the 

equipment was operate]d and maiw:,tained compli, atcd ,attel". 
the USAID/]E conmmnts,After we had submitted our TAF 1-u for 

the U.S. Supplier declared bankruptcy. Fur this re.asoa, Mt. 

required to cdelete a :cco-mnrdation that had inti.allywere 
This report: includes two recom­been included in the RAF. 

initiate veassiess­mendations which are intended to (a) a 

mrrt oC the management concepts used in conncction with 
commoodities, andimportation of high visibility durable 

(b) compile a lis.t of all costs by the Ihrec 	 f gyptiav 
rebi.ild the buei w: appropintecompanies t:o refurbish' and 

(page 13). 

- ii.J. ­
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Our review of the non-durable commodities :Lmported through the CIP 
showed the potential for statutory vioj.ations in supplying, about $,.. 
million J.n t:allow; a separate, internal rc:view addressed thin aspect. 
Our review of the remaining commoditle%, on a sarple basin, showed the 
following areas where management needs to focus some attent'ion: 

-- A total of $1L.5 million of Cf P funds have been ue:d 
to import tobacco and acetate tow paper. Actual prntic:'es 

of imprt~agtobccoexlusiveily through the CIP rather 
then primarily through the P.L. 480 progr;m, ,,eems contrary 
to policy. Since 1976, tobajcco has been impo-rted into l.gypt, 
through CIP financing. But, AID Handbook 1.5 regu ;iou: 
stipulate that: P.L. 480 funding Will be the r.rvtrred I;:etbod 
of supply, except that AID will consider tmti-king ;dditona. 
quantities available when P.L. 480 amounts are deemtied 
inadequate and there are no reasons for excluding the corn­
modity front the AID loan or grant. Since 1978,lthere has 
been no PL. 480 funding for tobacco imports by Ef-ypt. 

-- Blends of tobacco, imported by Egypt from the U.S. nid 
other countries, are being re-exported. All) RegulatJn. 
lo. 1 prohibits the r.-exporr of AID-financed commodities 
in the same or substantially the same form from the 
cooperat ing country. Two recomiinendations are included in 
this report intended to (a) re-eval.uate the cmphnsis ieing 
given to the importation of tobacco and paper th-.'ough the 
CIP; and (b) elicit the opinion and guidance of th_ 
Agency Ceneral Counsel regnrd:Ing re-exportation of ,lends 
of tobacco (page 23). 

-- The GOF, requirer.ents fcr corn, tallow, and frozen poultry 
are 11tre4ecyThese reqaireinen:s, ueemgigh. high volume 
to be having a series ofI adverse re'nctions. First" U.h 
Agency is i.ncurr:tng high udnnstrative and adve i5;en:ent 
cost-, to disseminate the IVB information and stimulate 
wide competit:ion* yet, the high volume requirepir-nrs aro. 
discouraging wide competition. In fact, responsezn frol 
prospective suppliers have been minimal -n the past. ., 
bonds are extremely high I-cause they are based on a 
pe:cem.t'ge of the totaL pos.ib!e contract , whlluh, ..n I.ur 
is based on von:,. e of procurcr,,nt; . a resillL, man,.y 
supJ:e arc not submi. .ti,:; bid ,daon2.are tcrcaft... 
d :;,.u.:.l.: .'.Id from contrni :,'awads. ]'eri-inen- also, the 
Agonr:y has a commi t:':ent, under Section 602 of the FA., 
to vmtirmLt.c part-icipatIon of small bus:tnesses. The t1S'AID/E 
and Lh. Algcncy are veting this comnUi;-c,nt by iprv:1,'11, g 
ilfoumati.n to 1, S. supp!ihJr; and prospertive buyLrs; in 
lin %:J.t) provisions of Chaplter 23, of All) lhnd!book 1, 
M1t1: tle high volture is anilling these efforts: sv.,0]. 
bu..ine sros arc being effectively cluded fror, partici­
patiing cc ev.l at:te nipting :o part iciJpatu in provdig 
ftm.nyible comiodit::.es to gypt--they simply cannot meet 
the mi.gll de:n,. or vrovide the bid bond, In our opintion) 
then, there are tirins hichJi adicate that a condition 

- iv ­
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eit'het already exists or is fast devUloping to a point 
where the Egyptian market for non.-durahle commoditir-s 
wll i, mociopolized by a relatively few large U.S. 
companies. Moreover the high volume of requirement'.! is 
also affecting compliance with the s;hipping recquire­
ments of the FAA and resulting in high demurrage costs. 
During the audit, through a Record of Aud t Finding ................... ...(RA!'))-, Ww --C o en ed, ,,at -thee<USA-ID/E-:forma,n commit t ee.....
 

to find an appropriate resolution to the problems that 
are being created as a result of i;he huge volume require­
ments for these types of cominodities of the COE. In its 
response to the MF, the USAID/E stated that the problem 
was not as severe as the RAF made it appcar and r equested 
that we omit or modify the reconimendation. in view of 
the USAID/E position, and considerinig all known factors, 
we can make no other useful. recommendation in vlew of 
norma.l procedures involved in transactions for these 
types of commodities (page 25). 

Recommendation s
 

This report contains 11 rucomiendations llsted :.n Aprenidi: YI.
 



INTRODUCTI ON
 

1. 	 Descripton of the CI Program 

Sineresuming diplomatic relations with Egypt,_in .1973, the U.S. Governl­
ment has been providing assistance programs which are directed towards 
promoting economic and political stability of the country. From a develop­
ment point-of-view, AID has followed, according to stated policy documents, 
an economic strategy which encompasses dual objecti,es: 

(a) 	 to maintain a large net inflow of U.S. and other foreign
 
resources in the short-run; and,
 

(b) 	 to achieve a lower need for foreign reources inflows over
 
the medium and long-run t'hrough expansion of Egypt's
 
productive capacity.
 

Two of AID's programs, the Commodity Import: Programs and the P.L. 480 Programs, 
are designed to address the short-term needs of Egypt. The medium and long 
run requirements are being addressed through numerous bilateral projects and 
programs. 

This report limits its coverage to the Commodity Import Program (CIP) and 
more restrictively to the internal operating procedure:; and controis imi, e;:eoted 
in the differeCnt phase.s and systems involved in imports of durable ardi non­
dt'i:.bJ.e com;;odities through the C]P. Background informatior, on the CfP is 
treated in grcater detal' in Appendix 1. 

in brief, there have been nine CIP loans and one prant signed since 1975 -ien 
ecenomic assistance wz t initiated, Through the time of the audit., these Lf.r.-. 
r.ents obli'',t:ed $1.54 billion for the CII?. The funds are appro,':iated throu.h 
the Economic Support Fund (ESF) as authorized under Section 532 of th,,c ..... , 
Ass-istance Act (FAA). 

Of the rotal $3.54 billion obligated funds, about $1.472 billion ws 
to Public Sector orgrint,ntions (Ministries and Ageucie,) of te C11'. A -rnoJ 
percent ($68.5 rA]lon) was allocated to the Private Sector to ancoira;, irv,, 

"enterprie and private participation as part of AID's continuing crn -e~,, 
to comply with the intent of Sect:lon 601 of the FAA. PevIcI.s h.AVC been w.ade 
covering the procedures used in managing the funds proce:sed by both tht 
Public and Privntoe Sectors. Thc results of thin coirprebansive Ci' LJu'it cover, 
are bciny. reported in series. For better perspective, the reader ;my ,,.b ti. 
obtain this enr:ie. series of seven reports, Identified below: 



Audit. RePort No. Dare 	 Tile 

6-263-.80-10 August 10, 1.980 	 The P'rivate Sector Alloca­
tions of the Commodity 
Import Programs of Egypt. 

6-263-81-1 November 30, 1980 	 The Financial Procedures and 
Controls of the Commodity 
Tport-Programs-of.-Egypt, 

6-263-81-2 December 21, 1980 	 Internal Operating Procedures.
 
Applicable to Project-Like
 
A tivities of the Commodity
 
Import Programs of Egypt.
 

6-263-81-3 	 January 29, 1983. Internal Operating Procedures. 
Applicable to Non-Durable and
Durable Commodities of the Com­
modity Inport F-rograms of Egypt. 

6-263-81-5 	 December 30, 1980 	 Internal Operating Procedurs for 
Arrival Accounting and End-Use at, 
related to the Commodity Import 
Programs of 	Egypt. 

6-263-81-6 o/a J'an. 31., 1981 	 Financing of Agents' Co:,miissions 
under the Comiiodity Import Programs 
of Egypt. 

6-263-81-7 1981 Overview te ' T 
Frogrr'S of Egypt. 

o/a April 15, 	 An of Co'U....Li p.t 

The Overview report i the CIP vias initially scheduled for publication .in Jnnuary
1981, as the final ,'iap.-up report based on ear'.i ar reports in the ..- riec; ,overiii
the comprehensive audit of the CTP. Since a number of complex and diflicuil: issue.: 
were raised in earlier reports, agreement was reached to dofer -issuance of thi 
Overview report to enabh, taking into account USAID/L responses to -ill. final 
r,,ports issued earlier; consideration of all USAID/E final responses should 
rusulL in a 	 more useful Overview repor;:. 

Exhibits A and B show the brealdown of the CI Program loans and grant, W6it11 
allocations, as approved by the GOE, '11e financial informat'.on coiL;lin.,d 1.1 thr. 
exhibits is not exact, as stated in the foc t-nott oi Eyhibit: A. Thie Lgures ill 
Wxibit A, arnd in other ExhJbits appeded, f.'houi d not be considcred a mi.asure of 
actual CIP expenditures. To 1i.lustrate, unrder Agency accounting definitions, dis­
bursemnents include ; advanc:.s notadvance, but, arc actual. expenditures, Audilt 
Report No. 81-1 covers advances and progress paymentr and adds p01mpect:iw. on. 
this. The accounting and .inforn,-ti.on system section of Audit Yeport 81-1 also 
addresses difficulties encountered during tihe audit in att, tmi:lng to determinc. 
the actual disbursement and expenditure wtatbu of tharet, C1.11 ob .igations. Vor 
this reason, tihe figures should not be conside:ed as a true measure of impac:; 
on the Egyptian economy. 

http:informat'.on


2..Scoe.of nd Puro: 

Our revicw coverod imports through th1e CIP by seven MinistriEs of the GOE, 
million com-We also examined selected imports 	of about $193.6 of durable 

of non-durable comodities. Exhibit B3modit-.es ind about $817.0 million 
presents a complete listing of commodities included in our review, showing 

and, Agencies , dollar amounts, and types of coimoditiesJ.COE-Ministries 

of the CI', series of- sevenThis is the fourth audit report by the AAIG/E 	 The 
towards attaining comprehensivereviews contribute, individually or collectively 

rcview, our audit objectivesaudit objectives listed in Appendix I. or this 
.°.
 

determine and evaluate advertising, i-hins, and contracting pro
were to: (a) 

(b) examine types of commodities imported
cedures for cozrtiodities under review; 

and determine adequacy of accounting procedures; (c) evaluate effectiveness or 

distribution procedures and determine actual locations or uses of imports; 

d) evaluate GOE and and USAID/E management procedures, including Pon.to ng, 

and (c) determine compliance with Agency regulations and the Foreign Assistance 

Act (FAA), as amended. 

ATD/W,
Our examination covered the procedure,, followed by the U.SAID/E, and 

covered in this audit was from prog.,ram 
some of the GOV -ministTics. 'Th-e period 

inception February, 1975, to July 31, 1980 for financial data. CIPi maiagrmeiti
 

were reviewed up close to report issuance. Although our

policles and practices 

in effect at the most current timc,emphat;is ,-c...duresexamination placed on 
eCr.,nJucd gain perspective to analyv,

historical transactions were to 	 and 
vas conducted in accc,rdance wi:;" generally

origins of problems. Tle review 

acceptable auditing principles. and standards. Accordingly, we examined, to
 

tt..d~e::

the extent deu.,ed necessary, histor.ical files, transaction support d, 

" 

bids, contract.s, arrival accouilting i .. ,

correspondence, advertie:ac ntn, 

file.', and pcrti.nent stahtites, regulaticns and other crite:l.a. 'e


related 
publ.ic sector firms, agents of irm'portcrs, a.liM'

visl.ted vac'ous GOE Ministries, 
Wo aho.o held mneeti,ngs an inteo:.­

of. ,upplUl:.5, and involvcd UA'T.D/I, offices. 
aid with cc,)ni:-aL 

, rious officials and emnployepe of 	 COE entitiesVivs vith 
top ISAII)/J: .anaI,,,-nt.USAID/E personnel, inrctidingmarngers Gnd involved 

the Area Auditor General.. Washington (AAG/W) to obtain 
Va coordinal.ed with 

in ai.d the United Stat es,information gnerated AID/W 

3, USAID/E. Co-wamnts 

;:1 dit, Record of Audit Finding (RAF) procedures were fol-lowed.
During tlhe 

to allow USADIE written responwu and 
RAFs wexe prepared and submitted 

of the tetal. draft i:epoctdcc:ired, before sub-nibsionfurther dis-cussion, if 
the 	 issued. The USt.ID!E

for written coimments to be consider'd in final report 
of tiie vo,; agreue t-othis rt and Ln extension was furnished the draft of rep 

by the AA/E. We were advised that the report raised fundamental [Pucs wlich 

resolve within the extended t:ime frame. During
the USAID/12 found difficult to 

the report, received a draft reaponitv from 
processing and assembly of final we 

iiJii these.the report.
the IJShID/B, and conside-.vd these coint.'s iii final 

draft USAID/L comrmants are considere-ld hcruin, they arc general; more dctailed 
during the audit.. The draft 

were those rsponscs received to RATscomments 
nature indicnte the USAID/i: ir. .ompJ.tin, fmrtii;

USAID/E conmnts of general 
ill rcr;ilt in riore comproricfnsivel
iterrial. study on several issues whih 

rany i .tu, involved in thcA int,.rnnm!
comments l'o the fInal report. The 

http:conside-.vd
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op)rMltillig Procedures L;epincnt of hCj),ItI' it wInpe~ncdraft 11 sillg~rocporr; for- tj;bo best pr~ctn.otjqsc huac. ~p~cdIthiree shorter fli3al aud.t£[OC ocn umn&o ~ deninprto~
procedures, is*dnt-i'fJ.cd on pagc- 2 of t-.hiu rep)ort:. 
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AUDIT FINDINGS, CONCLUSIONS AND REC01-MENDATfONS 

1. Durable Commifodities 

Con-i.mmIo.d ities -in,-p orted -under -t I - CIP c-an be gIro -ujcd~inttree d is, tiI c ­

categories: project-like; durable; and non-durable. In Audit Report No, 
6-263-81-2 we highlighted the problems resultant from managing project­
like activities as routine commodity imports financed through the CIP. 
This management concept was the major cause for Inadequate planning of 
activities and problems such as inaccurate cost estimates, uncontrolled 
cost escalations, overcontrol by contract suppliers, and insufficient
 
monitoring--all of which contributed to inefficient and untimely 	program 
implementation. In short, although the imports were projectized in character,
 

project requirements for management controls and monitoring were 	not applied
 

because the source of funds--the non-project assistance CI Program--was the 
determining factor for management needs rather than the actual project
 
nature of the activities.
 

The USAID/E also manages durable commodities financed through the CIP as 
routine commodity imports; and again, this management concept hns been the 
major cause for inadequate planning and insufficient monitoring. The nature 
of durable co'mmodities--high visibility products such as buses, jeeps, trucks 
and trailers--requires the application of management and monitoring concepts 
that ensure that these imports are (a) quality products, (b) suitable for 
in-country use, and (c) properly used for program purposes.
 

Of $193.6 million in durable commodities included in our sample review, we 

found no significant problems related to about $44.1 million. For the 
remainder, our review of a sampling of GOE importing agencies and of coM­
modities surfaced areas where management attention should be focused aud 
corrective measures are needed. Succeeding sections highlight the most
 

* .significant 	 cases. 

* .A. 	 The GOE Ministry of Electricity 

The Ministry of Electricity imported about $77.6 million through the CIP 

(See Exhibits A and B) which has been managed by the Egyptian Electric 
Authority (EEA). The accounting system of the EFA does not meet the criteria 
established by AID Regulation 1 and some commodities sampled during our audit 

had been diverted to uses prohibited by the FAA. Our examination 	 of procedures 
procurementrelative to about $46.5 million of these imports showed that EEA 

policies generally are effective. But, problems start at the time the coin­

modities arrive in-country and continue as they are transferred by EEA to its 

divisions and/or distribution companies. EEA does not have adequate controls
 

at its main office to identify distribution and location of imported equip­

ment. This same situation extends to division levels, to electric companie,, 

and to the involved governorates. To illustrate, during our sample review we 
found 16 vehicles, valued at $116,408, imported by EEA under the 	CIP an" 

to the National Police; police use of these vehicles is prohibiteddistributed 
. .by AID regulations and the FAA. In another example, we were unable to determine 
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the use of about $1.2 million of str(,et lght'tng equLpmut; i.e.,, FEA
 
officials wee not able to show the location of this equipment or its
 
actual. use--therc were no records or controls.
 

Our evaluation of USAID/F ,anagement Involvement and monitorng showed that 
Cl o th USAIDI G1 Of fice were .In d:,array; also end-use reviews by the 

USAID/E Office of the Controller had covered some corrnoditi e.s of EEA, but 
had not covered these two types of comnloditins, Dcrails are pr-ented in 
following pz ragraphs. 

EEA centra! office records do not reconcile with divisional office ieco rds
for vehicles. Our review of $10.0 million wort-h of vehicles showed that the 
EEA central office did not mintain location nor maintenance records for the 
vehicles it has procured. In effect, EEA nmagurs did no:w aiow how thise equip­
sent was being uced after it was distributed to Its r ~i'lior. Their only 
recordo, are those used when the vehicles are transferwcvd to the dlvisoms. 
We requested UEA officials to furnish us from their records, the actuial 
locations and usage of this equiprient. The only informinti.on e were ablJ. t:o 
obtain from EEA was a list showing dintribution of this equipnic.n to the 
divisions, No records were available to indicate thi; present location of 
the aquip.ent and how it was being used. 

Our revicw of the E.EA divisional offices, In turn, discloscd operating and 
record control procedures al Ot identical to those ol: t1,cci:tri). orrico.
 
Our review of four EIA divisions showed, t'wo divirsions hvci recel' ::.1
 
vehici-s that %:oresupposedly transferred to them; of fcls of two di.Aon:;
 
said that they had not received all the vehicle!; suplopO,ecIly to!:1uv"Ierd 

them. Officials of one diviiion stated that only five bot'o,-z zId.o:c, c
 
instead of six; the other division did not receive ono jee, and cr,".cl, up
 
truck supposedly transferied to them. Vle could not de~ur .ine from avail nb.e
 
records or through intervicws the locatIon of the missing, vchi cic:6.
 

In sum, the records and internal, controls at both ]evels--the IEA ccni:r:z!
 
office and the divisional offices-are not adequate to control ve|lic.6es thit
 
have been purclhsed thtough the CI?.
 

Vehicles were transferred to the National Police in violat. on of the :5;0,.1j',
 
Assistance Act (FAA) and All) regulations, EA distrilbuted 16 vliilcqes valu'.d
 
at $11.6,408 to the ]kLtional Police wthout approval from USAID/' (See ]T:1hblt 1)),
 
These. vehicles arc not assgned to any division within ELA, but are asi:gfledt 1::,
 
the Hinistry of Interior. This is in violation of Section 660 of the FAA 'hich
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sttes, in part, 111'lone of the funds iwade aval.).1ab.le to carry out this a(t.. 
hall] eused to provide training cr ndvice, or providQ ony. ffnncal 

support, for police, prisons, or other law enforcemont .eu:iul%,.' EF A 
officials Informed us that these vohicles were assi,ned to the police for 
the purpose of protecting EEIA installations, TI'ose vehicles have regular 
police tags and are driven and maint-ained by the National Police. In on( . 
instance, we were able to determine that one of the. vevlee; was be.ing 
presently-vused tforundercover- work.-- ------ ..... 

Our review also showed that some jeeps have priv.te- 31cenvc, plates. We \were 
informed by EA that each division determines wat type. of license plates 
should be used. However, if private tags are u these tngs shou.d-'.d, have 
the government insignia as well as the code 'o. 64 vinicli denignates an EEA 
vehicle. Our r:vlew of 12 vehicles either locatvd at the Motor Pool, or in 
front of the ETA Office showed that all had private license plates and that 
two of these jeeps did not have the 8/4 code or the government insipnia. 
It is difficult to control the use of vehicles .th private license plaies 
and assure proper, official use. 

Control over street: 31ghting equipment '.s similar to to,;e of vehiclc-s. 
'EA vecordi, :;hov that the lighting e ~qutpn.ent was distributed to six-.lcctric 
distribut ion companies. Vierse public comnp'ic. recliatrbutud rhc .]ightiiig 
equipment aiwrong eight Egyptian gvc .rrttes. We vi ni.tw. the Governorate. of 
Cairo to determine if tlwy had received about 1.0 million worth of lifjh:iri 
equipment supposedly di-triuted to -hem by the Cairo Electrieal Distribution 
Company. We .:ere informed by a hlgli official. of the Cairo Covernoratc that 
they had rejected the fi.-, qsit tm. of the list which t|otoald about $475,UOt,
and had vr:de a paymert on the rem--ln- ng i,. items totali ng iout :$525, ,.'. 

July 30, fufored 
of the distribution cowpany tlt the Iturw; rejented by the Cairo Gn".;,:r-t. 
1ad b)een rcdi5trlbuted to other eloctricai. dlstribut.c'n companSi.is and that 
the itemc, accepted by the Cairo G(kvernorate had 1.e.n rhipptd co. th.!ra. P.c,.s 
at: the Cairo Governorate and at the distribution company are nm. ' ad.quate 
to determine how the. 1 Ighlg equipment was distrlbuted, 

itcns had not been received ta of 1980. We were n.olc",c by1 i 

USAD/ prOect files in the CI Office wrere in disarrby. The SIAJID/E lroect 
files maintaincd by tie CI Office on cor'rod4tics inported for ETA a, wail ns 
for other rninistries vere in such a state of ,isftsrrity that reconstructing the 
history of transact ions a arduous Fi.ing of ithe wan t:ros task, iocur ;, vaIR 
often not in any chronological order and docutrents had bc.eo baphatftrdiy piticed 
in the files. ln many c !-,ss sanmpJcd, the Procurement .Ic.tlaon was srArtod und(:r 
one 1FB or as part of a group of equiprent, onily to be later sepdrtd,6rd nnd a 
new 1F3 issued; there ,as no mero or note in the file.- to provide _ont:iufity 
of the actJonns Uict. %,:retaken. l4:ny fil.es did not conta:in a copy of the 
contract for the elutpr ont. 

O ollnervationsWe. acquainted officials of th. CI ffice w:i.th our on the flles,
We were told that the project [l.os ire not Ihe off:iAcia f. les-.tha" tl, 

official fli s are. m-,Hntoaird in All)/W. On thf. o:hir hand, our AAC/W s"af 
posed the smie question at ER/CO4 and were j,,h'er, a djjffernr ansznr; i.e., 
the official files are Inint'iln'd at the UA1D/E, 
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kBefore the complrtion of this report:, we were informed that: a great deal 
ofwork had been done by the C1 Office to straighten out i':hc USAID/E 
files. For this reason, no recommendation Is made in this report. 
End-Use reviews by USAID/E have not covered vehicles and street lighting 

equipment. USATD/)" made three end-use reviews of comiinod ti e_. iimporterd

under CIP during the perlod January 1, 1979 thru JulJy 30, 1980. Reviews
-were-.mad,.of.i.4truek nounted .crane.s- $10.0.7 millimn -of-:ablesand-.transformers-,----i 
and 2 truck-tractors with trailers and spare parts, These USAID/E reviews did
 
not disclose any adverse conditions. No rev!iews had been made for vehicles
 
and strect lighting equipment.
 

Conclusi1.ons and Recommendations 

The sixteen vehicles are being used for purposes explicity prohibited by
 
Section 660 of the FAA and applicable sec tions-of AID Regulation 1. These
 
vehicles were transferred close to one year ago and they would be in no
 
condition to revei: back to EEA, Accordingly, the following specific
 
recommendatien is app. cable.
 

Recommendation No. 1 

USAID/E obtain from the GOE, in nccordance 
with Section 201.8. of ]Regulation No. 1, 
a refund of $1J.6,408 which represents the 
cost of 16 vehicles transferred by EEA to 
the Nlational Police. 

We believe rhat the controls and records of EFA are not adcuto to 
the requirements of Section 201.41 of Regulation No. 1. They cannol- give
 
assurance that coiumodities ara being used only on 6xthorized purpoms,

Consequently, we are of the Opinlon that thc USMI)D/E should Y.o longer f: ,u c
 
commnodity imports for EEA until adequate controls and records have been
 
established and are being maintaine!d. 

Rlecommendation No. 2 

USAID/A inform the ERA that All) ,ill not 
finance additional equipwent procurinment 
through the CIT unt1 ar effective equip­
mant centrol. system Is cstablish'-.d by ErA 
to assure compi.ince w:ith reqt, 1.cnt:s oR 
AID Regulation No. I and the FAA. Thin 
system shoiild include control mechanisms 
-t all levels of the MIA organiz.ational 
structure. 

In counection with all $77, 6 million imprteed by EA through the C P, our 
satiple of vehicle- and street glihtinf; equIpment: showed gnps in Che :Jlmfori: ation 
that is available, A complett' accounti.,g of the arrival. and disposition of all 
equipment: must be iade. 



Recomm-endation No. 3 

USAID/T require EA to render a report to 
the USA!D/E on location and utilization 
of equipment financed under the CIP programi. 

Regarding end-use verification reviews, we believe that a31 comoities
 
whichi are subject to abusc, such as vc1. ud'essnac
 
reviewed :o determine if these commodities are properly controlied, A'so,.
 
specific reviews should be rade when problems bave.surf aced in the control
 
of these commodities; e.g.,the case of tho $1 million of street lighting
 
equipment. Although CI Office personnel were aware of property control
 
problems with the street lighting equipment, they diid not request an end-use
 
review to determine the extent of the problem. Although Audit Report, No
 
81-5 (See page 2) covers end-use reviews in a broader context, we believe
 
the following specific recommcudation is warranted here.
 

Recommendation No. 4 

USATD/E schedule and make a complete 
end-use review covering al:L equipMent 
imported by EEA under CI1. 

B, Tractor s 

The O]E Ministry of Industry (,OI)h hr h the 1E.-.NLas Autonm"ohil Comilany•(NASCO), itportcd 2,400 Massey Ferguson (I)?-265) tractors and .:'nre ',n 'ts 

through the CIP at a cost of about S17.2 viillion. These tra orS Wre 
imported to addrc..;s one of the overa.., objlectives of the CIP; i.e., to 
increase agricu.tural productfon. In chiorL, the iritcnded u.. f.or the Ci­
financed tractors were for farming. Our examination .howed that the ,speci'­
cations for these tractors were not: the best suitable for use on Egypt fariii 
terrain, They were also priced beyond the reach of the average Egypt. ai' 
farmers and not copetitive with tracturs imported from other cotrattes 
Consequcntly, ft,-rer demand For these tractors was low and sales were "ecry 
slow; they i.yere not sold within the one-year per:iod stipulated in the 7reula-. 
tions. Salks records weve in no condition to enable an accurate accout.ng; 
,i complete recoicil intion of all tractors in-country with the L-ta lnuilet:Or 
imported could not be rade, But, available sa-les data showed t:zi a la.. 
number of the:se tractors we*-e not so0 to Egyptian farivers; rather, they ... 
distr butced to various GOE a,.,encl.es and companics ranging frot' oil. compIies 
to metal furniture companies, contrating cofnnpanics, 1)ricl, compnwaies, air-­
conditioning compani es, the Nuclear Enerygy Authority, a Goverorntbe City Council, 
a Governorate lealt:h Unit, C aro Water Authority, and various (overno-.s 
Additionally, vc found that forty-nine of these tractors were sold to the GO],E 
Police Authority although f:hir is prohilit-ed by the Foreign Assistauce Act 
(FAA) and AID regulations. 

Tractor sales were slow. Two USAID/ "Cutrolur and-use reportf, lndi cd 
that the tract:ors were too costly compnrcd t.o couipc.1tivelinpo'ts and Iot: 
compatible with the farm terrain, Speifications of the tr;!ctors were not 
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the best for farmer needs in Egypt--the wheels were too smI.ll for the 
terrain. The enu--us, report of the Controller cited the following cost­
compar.sons 

~Pri ce 

Make Ori.in (LE) 

MF-265 	 U.S.A. (AID) 5,750
 
I4R 	 Yugoslavia 4,200 & 4,950 a/
 
Univers 	 Rumania 3,873 & 5,100 b/

fallors 	 Ui1O00 

Zeitor 	 Czechoslovakia 2,800 & 3,267 a/ 

Nctes: 	 a/ First price for COOPS; second price fo indiviluala . 
b/ First price cash; second price credit. 

'Thius, the MF-265 was virtually priced out of the market; i.e., farmers, 
for whom the tractors were intended, could no t: afford them. Competitivc 
tractors were not ornly substancially cheaper, but designd with large wheels. 
Sales of HF-265 were slow. According to the end-tise -opoi.I-s, on August 31, 
1979, one year after the arrival of the final shipment of tractors, onJ:.y 
1,089 (45"Z) had been sold. 

All) Regulations require tht commodities imported under tbe CIP be used 
within one year unle:.s a J.on,er period can be justified to the satisfaction 
of AID. Accordingly, by a ic-tter dated January 2, 1.980, the. ITSAID/E wa.-, 
informed that the tract'ors had not been sold because: 

- strong r.mpeotitinn eisted from importation of E:astern jioc. 
tractors tht.were cheaper; and, 

- buyer3l preferred tractors with larger wheels than that of 
the I@'-2 65,
 

'ille letter also contained statemenl:s t:hat: measures bad 1).e) taken t," 

U,S. t11ace 7Corecornpet.itivet only 700 tractors were on-L;aad as ,of DHceif.mnr 
31, 1979; and, s-.-es of the reraining tractors expecte, to t:k,:were il.au-, 
within four r.,ontih, aseO on these 1us tications , USAP):'Lc '.d the coa­
modity use date from August: 1979 to June 1980, llowcver, a-,v;nil61.e r-ei'dis, 
for 748 of thc;c rractors sold during 1980 indicate that man' ... erce 

to users otbc " Lthan ;,rs-. Importerma records siow, for v:-';p]_e s to: 
Cairo Water Authority: Fayoun Governolrate ltHealt:h 11n.4t; Cairo Goverrora:e 
le Sewage .ne, Drainage Authority; Tsmiailia Govei:norate City Councl; Nuclar 

Energy AuthioriLy ; Mini ;try of Educ;,l:t:.on ; Red Sea flovernoratv ; and D,.k,,1.1.1a 
Governorat.e. Records shio\, others io.d to ,'O.agencies and copain:ues r-F g:irng,
for exanple, from oil companies, to ivetal furniture comp-anies. cont(:i.,cti.g 

companics, brick coripanics, air-conditioning co:ipain:Les. 
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Some tractors weore sold to the Police Authrty(see ht) According to the 
impoiter's sales records, 19 of the MF-265 tractors were sold to the 
Central Security Division of the Ministry of ]interior duLring calenar 
year 1.979 and "0 more during 2.980. In addition, on two occasions duria!'t 
this audit, we observed MF-265 tractors being used by the police. Th 
cost (less freight) of a tractor unit: follows: 

Batteory 55 
Tires 286 

US $ 6,384 

A total of 49 tractors valued at $312,81.6 have been transferred for police 
work. Sections 607 and 660 of the Foreign Assistance Act and AID HaaTdbooc 
No. I specifically prohibit AID from financing cort-ioditicis for the traitdg, 
support, administration, or operation of any police, or otfher law enforceMient 
forces or for any program of internal. intelligence or aurvri..anec,. Crctive, 
actiou needed is addressed in Recommendation io. 5 in th:s section. 

Records of the GOi importer do not adequately identify the sales of th.se 
2400 tractors revJeved. AID Loan agreements with the GOE req,,ire that re:-cords 
bc maintained in accordance with sound accounting principles and practic.. 
In the case of tractors, one clement of such princtiples and practices woi',2d 
be a system that adequately identifies sales. HIowever, t.he .imp:ter', retards 
of sales; of M'.-265 tractors for orc calendar year (1978) were com,,inglel ,ith 
sales of the 'T-].65 tracto:--a non-ATD, Briti., export. As a reSlt 

- purchases of 4P-265 tractors I.y one major distributor ,ere 
understatod; 

' - the total numbe:. of tractor ,a]. exceeds the number imported
 
and a "reconciliation cannot be made;
 

USAID/E Controller end-use reports contain a dise.reipacy .n
 
the change in inventory for 256 tractors.
 

The importer',; s les records showed that 194 tractors had been sold to ae 
private firm that is the in-country agent for al1 (A430 anv non-AID) Nis,-y­
Fe;guson (MV) imports and also the major dist:'ributor of NIF tractors. Based 
on our interview with -:he responsib:Le representa:tive of the firm, therc were 
purchases of 484 141F-265 tractors fromi the imiporter at n price of LE 5, ;o00 .-.-300 
of which were sold directly to companies ad i.ndiv:dual.s at LE 5,750; and 1.84 
of which were sold to clients (also at LE 5,750) through the representstve s 
name. 

In another analy.sis, we reviewed o-rLpaper,- of the USAIJi. Controller to 
obtain sales for cau.endac year 1977; alyzed comir1.ng.tid sales records of 
the. iwporter for calendor year 1978: and obtained sales records f r calnnd-r 
yearrs 1979 and 1980. The records for the Iat':cr two year appropriately 
segregated A]I)-f lnanced MF-265 tractor -ales from those of other models. 

-- 1! -. 



sales' yrar recordsreo wee deemedi",For the conmlngledinco cluiIe (1978), the. . ilmporter's - d we dec.. 
inconclusiVe, Some MU-265 sales could be identified from invoice description 
and engine/chassis numbers. But. the cumuliuve amount of NF-265 tractor 
sa.es (taking into account our qua.lification as it: pertains to the commingled 
sales year) exceeds the tota. amount imported by 23 tractors as follows: 

No. of Sales
 
Calendar Year Transactions
 

9*
 
1977*.; 225
 
1978.., 5 4
 
1979 916
 
1980 (as of 8/80)*** 748
 

Amount 2,423 

Amount Imported 2,400 

Differencc + 23 

• pur , SATD/E Controller workpapers. 
** per Audit analysis of commingled records.
 

... verified according to records.
 

In addition, the importer informed us that some 10 to ]5 tractors had not 
1)cn sold as at August .980, because some parts were either m~i.sinj or 
btokcn . Thu,:, the discrepancy coul d be in .cess of 35 tractors (a value 
of over $227,395), 

F.InalHy, the two LUSATI)/E Controller cnd--ue reports contain I d' 
ini the cblan;c in inventory of unas;ePrtil]cd and afse,'Ie(1 Ligu roe for 296 

,tractors, In ou: discussions with appropriate Con Lrolle c pr:3on' 1, it;'a 
dctermbned tha,. the first end-use revtiew included an ncitu&I, iivtn :o.y ,f 
tractors on--hand in various states of asembly hii': the secotid ed-ue 
review was limited t:o use of the imIporte:' :8, ales rVcod;. AS 1oPin: ed o-1t: 
earlircn:, som0 of the.inporter' sales records wercr not i.ciabie aemd t:iw the 
potenti:[l. for error becomes greater. 

The USATD/E to colle-tii-on the 1.+;0! wro dneeds pursue for troc ',' t.ranster. 
for police work i,i viciatiot) of the F. avid Ageney . m,,,e. atim 
need vo be taken 'o ";rprove accotnt.abiJ.:t' fo;" the F.-?(i5 :ract, s w'd fur her 
ensure t:hu integrity of sales. The iol.owiilg Lhrec recomne 1datins aderes, 
these areas. 

R-ecommendaticn No. 5 

The US ID/E obtain from) the GOeF, in acccrdauce
with Sect ion 202..1 of Re!,vlat I.,o No, 1, a

•~b ) ' 'I''l"€ 

refund of $31.2,8136 rep.ros.n t:ing the cos:t of 
49 ATD)-jfitnccd HF--2G5 tr.tors soId 'o t1e 
Hin:tstLy of Tnterior and b.'.ing ,,sed by t~he po.i. 

S"2 .
 



Recommendatio n No. 6 

The USAID/E require that the .1OI. and the importer 
(NASCO) segregate sales of AID'financed MP-265 
tractors from those of non AID-financed MF-265
 

tractors for calendar year 1978.
 

Recommendation No. 7
 

The-USAID/E Controller-(a) implement a fina!-end..use
 
review that corrects discrepancies and that accounts
 
for total sales of AID-financed I.[F-265 tractors, (b)
 
determine that tractors sold to non-farmer organiza­
tions are being used for purposes authorized by the 
FAA, and (c) take any additional action deemed
 
necessary.
 

C. Ward Buses 

This import through the CIP had highly visible results which reflect 
unfavorably on U.S. competence in manufacturing a quality product and U.S. 
supplier sincerety in honoring the product guarantee. The type of problems 
encountered, from initial specifications to operating breakdowns and related 
problems and through eventual bankruptcy of the U.S. supplier, illustrate 
the need to address the issues of (a) the proper extent of USAID and AID 
involvement in assisting the host government in CIP procurements and 
contracting, and (b) the management concepts applicable to CIP imports of 
highly visible products which publicize U.S. products and AID assistance. 

The procurement of 1,600 buses for Egypt at a cost of $79.8 million (including
 
spare parts) was handled as a routine commodity under the CIP. But, these buses 
involved detailed technical specifications for use under operating conditions 
in Egypt (much different than in the U.S.), participant and in-country training, 
and are highly visible imports, publicizing for quality of U.S. products and 
effectiveness of AID assistance. Routine CIP managerial controls employed were 
not the most effective; i.e., problems were encountered from the initial 
planning stages and continued after delivery in Egypt; but, there was no 
evidence that involved program managers used all the various in-house expertise, 
e.g., technical experts and engineers, available. The development of specifica­
tions was left, in the main, to a group of Egyptian representatives and U.S. 
suppliers visited by them. None of the bidders,including the successful bidder,
 
met the initial specifications in the IFBs. There was no evidence that the GOE
 
effectively benefitted from information developed by the USAID/E; for example,
 
cognizant COE Ministry officials were not .informed of irregularities in the
 
performance guarantee pr6vided by the U.S. supplier although the USAID/E was
 
aware of the situation. Other areas of concern involved the effectiveness of
 

training and realistic bus specifications to meet actual in-country operating
 
conditions--much more difficult and demanding than for use in the U.S.
 

Tht Ministry of Transportation and Communications (MOT) purchased 1,600 buses 
from the Ward Industries Inc. at a cost of about $79.8 million (including spare 

parts). Two types of buses were procured: 1,000 inter-city (smaller, with 

front engine) and 600 city buses (larger with rear engines). The buses were 
purchased in 1976 and early 1977 through the CI Program.
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w o significant purposes of these high visibility buses were: (a) to
 
alleviate the ,-,rious transportation problems faced by the vast poor
 
populati~o, throughout Egypt, particularly .inthe urban areas ; and (1)
 
to provide positive publicity of U.S. friendship toward Egypt: and of the
 
economic assistance being provided by the United States.
 

Soon after delivery of the 1,600 buses, therc were ,:eports of breakdowns.,
 
such as brolen springs, noisy mufflers, split whcelrims, faulty electricat
 
wiring that allegedly caused fires, and other serious charges that were
 

.directly-attri butable to less-hn satisfnctory-constrution-ofthe--bus.s. 

For example, an end-use review by the USAID/Cont:oller during Decemaber 1.977, 
confirmed that over one-third of the inter-city htses test-checked had 
suffered broken springs and steering bracket failure.s. Another end-use rc1port 
confirmed that poor workmaship occurred in installing the electrical w.iring. 
Even U.S. personnel in Alexandria made formal conwplaints to the U.S. Emnbassy 
concerning the noise level of the Ward city buses operating there, A a reisult, 
the inil:ial optimistic publicity soured. Subsequently, adverse publicJ.ty 
became a source of embarrasslent to the U.S, Goveriu:l" as criticisns wore 
vetted from the highest levels of the GOE. 

Contributing to this situation, but largely deeimphaized, were the gelne..a
 
day-to-day conditions under w,hich t]ieve buse s were forced to ooerate. The
 
buses were loaded 3 to 4 times, or more, over capacity; bus drivers We-.2
 
erratJc and reckless, often IgnorIng the harsh terrain and other traff:lc;
 
and preventive maintenance on the buses was often not carried out according
 
to a system.tic plan.
 

lime comi:bination oif less than satisfactory workman:ThllJp ws the re ul: fj 
(a) selection of a supplier that had no proven traci( record in coipr.tv.
 
bus cons;tructieu, (h) an easing of speclfi.cation,; t-hat: enabli the sele,:te,.d
 
supplier to better meet the specifications but that wehencWd hQS ces.-.:
 
and strength, nd (c) less than full cooricnation bet7een t1he0U.S. snppLi. "
 
and the (r. transit authorities responsible for bu; operat: on :ud r'I:;,
 
To i:.llustrate:
 

during February 'j.-4
 
etentsively to obtain specificat.lonr that could be, wet by U,. , .,,p.iLr.
 
Duriiim, June .976, AlD/W, onl belhalf of the MOT, isc,-mied 'IP. No, 3 wich
 
represented the second mr,endn -'ntto the original IXIPl Later tI.&t tWTIh1en
 

1Te. original 1Tl1 submi.tted to the USA.D 1976, was irodif 

1 


of the competin;g, U.S. suppl,;rs, Ward 1ndttries (Ward) , wrote to the MOT
 
requcsting certain furtlm]ir mIodifications to specifi.at ions cr.:aixied )"t:,o
 
IFJ3. Although it appears that further adjustmnents cere madt; ' ioem to a:.:'d
 
there Is evidence thai: competing suppli.cr2 roceie.'. ;,.tfficniiol to r:.,': 

adjustments of their bid submissionc also. llowevu;i' ot: least ore knw1710%,,1 
refuticd to bid on the Promise that: f;pecifications w.re. tnra:astie and ,ou".' 
result in unreasonobly high costs to the GOE. 

Ile could not locate any evidence that specifIcatlons ware. sulit,re1fted fc,z review 
by AID/W Office of Engineering or tl)ai the. demandcing conditJons; of in.coui,try 
operation of the buses was considercd .n specificot'ions rev'ircd. 

- 1/i -. 
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Eventua.Lly during August 1976, bids on the. 1,600 buses we.re opned; but 
five of the six ids furnished by a total of four U.S. suppliers were 

oy addressed for the inter-city bu:e., Ward Industries .i'uhitted the 
only bid for city buses. Bids received follow: 

FAS Unit Bid 

_Biddcr ST. $ 

General. Motors Inter--Cfty 20, 472 
U.S. Truck Export " 20.500 
1nitc-Viti&fciJ7Thlhrvcstor ------

(Bil A.) 22,900 
International Harvestor 

(Bid A) " 21,736 
Ward lidustries " 24,904 
Ward Industries City 41,826 

On October 9, 1976, the MOT furnished a tett:er to the [,,.SI'D thL. reqtuested 
clarification as to whether or not sone lild doviati-,rn .ere deemed minor 
or wat:erial in nature. At insue was the ,1001,'i,,t ti.nt. tU( 2ntire bit! 
selection be caucelled. Sox.e of the. devinions: 

(a) Concerned the Inter.-City buses, as fo.low" 

- offers of "dry type" airfilters when FB specificaticns c]..lUed 
for "oilbath" airfltors; 

- lack of information n sippller bids about t1 type" of wheeIs 
and nuir.bcrs of holes in each; and typcs of tires .indi.) hr 
manufacturer; and 

lack of details about: tain m g ror.: * -g nctudlch whini.it 
es1ima 	,;L of traiino costs wora includel i' the init price 
of the 	buses. 

(b) 	 Co ncerned the City buses, as fol.towsn 

".,A sinlpe offer wa recei rou Ieuwrs Ward for the 

supply of 600 city bhi;en. 5 re c.pec.fication; of the offered 
buses .erously doexiJpt e fromi th-. I .!Nc!s c S 

... The axl(? load on tle rear axle, . .exceeds the permni .ble 
load accordi ng to the Egyptiait Traffi: Act. 

. .. The offer specifi es i:hat the ix.ttlraun .. wi that the sus­
pension can starnd i 2 0. 114 ml. .. he grosr vehiic le wc:, ght 

is 22.181 'T 

,.. futvl c:'sumpti mson.*.cons!,!., red extrmwo'ly high." 

- is-. 



The NOT concluded: 

"..,To dec.1do on such offer, neotJat.ons are needed which
 
will lead to a mAterial modification of the IB,.,"
 
(Underscoring supplied.)
 

AID/W's response to the USAID recommernded that t:he award should be made to 
Ward Industries because, based on infomatJoTn made available to AID/W, Ward 
was the only responsive bidder. AID/W furt:her suggested that: 

1 .1hGOE explore With Ward such alternatives and endenvour 
to determ'ne whether such modMifications can be i~mde within 
Ward's offered price."
 

Upon notificatil.on of their non-responsiveneom, cvmIpeting U.S. suppliers 
offered protests and arguments that were not supportcd by either AID 
or the MOT. One point of the competing U.-. sulp.pliers was that Ward 
Industries had no experience in manufacltuLing buses--it only wannufacturcd 
bodies. Thus Ward would have to subcontract for vost other, parts and 
services, and coordinate installation and asemblty of the final pro6uct. 

Irrespec tive of the valid concerns voiced by competing U.S. "up1"_i.-.r 
the XOT, ba:;ed on AID advice quoted eariier, awarded a c ifr.,.:r to ',ard 
Indust:ries on November 29, .1976, for the procuret:eit of 1,000 intc±.-city 
bumes although Ward Industries had submitted the highest bid; the MOT 
also awarded subset:qruent contracts to Ward Industries for the total rqvi.re.­
ment of 600 city hus.:.s for which Ward was the only bidder. 

Upo. r(:cei't: of b1id nwards .. S. supplier. generally ,re requi:ed 1:o furni:0, 
a performance guaranty protecting the hot gaveramcna (buyer) whn c,.[I ," 

are used. Normally, the amount of required collateral is ten po'cenOo': te. 
price C,,Fthe product or serviceo; i.e. , the required collateral m'.'.-3' 
reaonable incotiruve fo- the supp.icr not. to deviate from thc :gr,.ed -e:. 
Th(e tYpub of collateral that are comrmonly used as performance gunrTcec:, .1C 
0) corl:ified chocks; (b) cashier's c(heclkS; an1d, (c) irrvabi::: X'ttr. of 
cledit. Terms set: jn the agrcmemunts betueen 4,'rd "r,forth contractual ..... 
and the CFOE st:ipulated: 

0"(a) Tie co'tractor shall furnish ro the correpwnudi__b;
 
i..Jivpt" wichin 15 day: after con firnmation of award, a
 
Guar--3ty fully protucting the Mnistry of 'Tram:;por. against
 
any lose "hcirrcd by it: as a r.sult of any fd.urc of thc.
 
Contructr to perforn vny of its obl igationo; under this
 
agreennt. 

"(b) Said perfrrmanicc go';ranty shal.l be satisfactory to the
 
lHini,3try of Transport and shall be in the form of a certi­
fied .'heck, cashier', check or Irrevocable letter of credi;
 
in an zm:oui t equivalcn(:- to 1OZ of the total airount of the
 
contracted -Vm.ue drn.w :ha favor of the Ministry of Trns'ort,
 
Arab Vepuiblio of Egypt. and .ol ncI.b.t . , "n
 
hold t1f, b nk of the !:i str:e' written c frttfi.cation of
 
Contractor's dfau:1.t Iiereunder. ." (Undor:scori.ng added. )
 

i
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Ward Industries-'. provided a performance guaranty it,the form of Lhrer­

irrev cable letters of credit appli.icable to buses allocated to the 

three transit ,tuthorities as follows: 

One irrevocable letter of credit in the amount of
 
$2,490,400 applicable to the 1,000 inter-city buses;
 

- An irrevocable letter of credit in the amount of
 
$1,831,840 applicable to 400 city buses to be used
 

- An irrevocable letter of credit in the amaonnt of
 
$915,920 applicable to che 200 city buses to be used
 
in Alexandria.
 

Our review of the precedip, transact ions d isclosed questi.onalle procedures 

tha.t, in our opinion, rendered the perfor:marnce gu,:ranty prat:[c..ily useless 

and unco]]evtiLle bcausc. the irrevocable lette., of credit ev', "advistd" 

but not "confirmed" for payment through. the correspond-in; bn" -in Egypt 

As a result:. the correspondin , bnk in Epypt could not 1w h.r. -espowShJr. 
for tli, payment: to the GOE in the event of siuppli.er defauLt. To il1.ustrat.-, 
the liLlonal Bank of Egypt on Decemcber 18, 1976 and January' 23, 1977, inforwded 

(advised) the NOT of the irreovocabie ].utto:s .f c-edit but w. ,1v,.ut: any .n;w<[:­

meat or rcsponsib ility (unconfirned) on ifts part. This, the MOT otil.d not, be 

able to collect from the ho)diOg blak in case of supplier dFlnuit. Apparelt yt 

this was not an acceptabl.e arrangement because on lay 27, 1.977, ,ard ok.ta: rf.rd 

ir~evcab].e letters of credit from the B:mik of (Credit and Coi, cc-r n t:,.i.t . 

S.A., London, that replaced, bu: identical tl-1, mcolntained; te rms .t 

Irrevocable letters of credit.. Agaiin, or, June 2, 1.,,7, the ....,, ' :' 

Egypt inform:ed the OT of the IrrevocaJle J],tt1rs of cr-:dit buil w.,,i't ;a': 

commitment or re'polisi.ility on its paz:. in shorr, allthough Vardi i<'Thk 

bank harh changed, the concdlHionn were the same; .,. ,, the 14c ' ,...-hi not luwvo 
bak in I'he evenr of ,, ;vl.ZLbeen jblo 	 to co]lJoct froa the .oldlixi 

Rcl.aLted to this sltuation, ,:he U.S. supplicr, without AID Ci'.(,,; ., ,,'.: 
-its i.t.ihung baidk to desinat:o the Agency a., a cutignat, t:, m, &L.1li2; 

made 1y the GOE ;igainst the perforriaitc. puar'nty . 'fh oni'l:t:u:s .... 
;'.
two effcts: (a) it further reduced Lhe GOE"s control over pi " 


by making it more el.ffi.cult to colle .c rpainst th p,.rrform-lce gu.r,.n,:... avJ
 

(b) it JovvlveJ A.) in the contrcts abthugh ,/0-. yp agrccntEJ a.e htte,'.' 

the ;OE and U.S. supplier and AID iv not a party. i,i:orher potentia.!: the GcI, 

could have as,;'wd that ally paymenlL for claims du.uc to ,i;.,ICr ;1cf(:u3] 

would be wore fully ensured with an till) rlnt1i'i-. ture, I1,wev.ar , .t, ia 

October 2, 1978 niomorandum Ul'fATD/LEG u:p r.-ed the oplnlon t*nat. alt.hougi thcw 
AID woti.d 	not (Iepal ly) becount:ersipnatire requi.rercnt waa undesira'bJ.e, 

involved 'li thn vtuh:otance of a claim, Thoiw opinion .!;o contal.'ne] infoiem;'tJ.ot: 
thai: 

e of 	 the, comitcrsignature was ;vina|m. alnd 
La:i in ha'vo 

- the practi.cal oEfc::: 
thai" there probabl/y litt'lo rolrt se!i.ug to it. 

remnoved Iron, the 8'Urmll-tecs (i.,e., the thrue .trrevoc.'bL; 
lettero of credit); 
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if [or some reason it was considered desirable to remove 
the requirement:, it would be useful to know if thy 1Iirisrry
formally approved the performance guarantees when they were 

submitted;
 

- if not, the Ministry would be in a position to tell the 
U.S. supplier that the guarantees were not in compliance 
with the contract and should be amended; and 

if the Ministry had formallypproved-L tateit 
was in a much weaker position; but could sti. attempt 
to obtain an amendment to the guartnitcs rera.iing that 
the guarantees did not conform to the coa-rract and thnt 
the U.S. supplier might conform to such o request in view 
of future relations. 

We found no evidence in either CI or MOT records indicating that USA.TD/, 
informed thp MOT of the above conditions and alternativc-.t.; rather, it 
appears that: the USAID did not ensure that thN4OT w:us . that the T'. S. 
supplier had citcumvent-ed contract terms. Coupled w'ii-h ti,,- iOT's a]pp.Wflt 
false assumprtion that it might be more fully protected, '-c irrevocable 
letters of credit remained unchanged until their dates of expirati[or, 

Yet another clement covtributed to the le!,s than satifacit:ory maiimgement 
and coordination of this procurem.nt, Rather than neg.otiating with tho 
MOT, the U.S. supplier had to deal with three separate transit aut.hor.ities 
of the MOT. "Each authority presented different conplaints and, vt ono time. 
obtained i.,.ependeut .-!,rcvincnts with the ,.S. suppli.'r to' correct rporl.ted 
defic.cnclv:. For t Ward Indusr.ries complied %it:h certain of.'het etanv.4a I::n, 
but, the coriplexity and expansion oC probI eitms over a year and a ha 'f p rix ,o 
coupled with poor maintenance procedures, brought about ambiguit-{es in t0e 
Oe'tent of supplier warranty and hiyer respon ibility. As a re.ui :, corrcv:tiv. 
vreasures agreed ,:o beLwc.en the U. . supplier anl the trau.sit .utho:itie5 we.e 
not fully iinple"ented; the U.S. supplier w:ithdrew its field ren'e:.rat~ e 
from Egypt; comiunications between buyer ond supplier dcteriorated tio (.hre 
it is now virtually none:,:istent; the pcrformance guaranty expird and the 
supplier refusd to reinstate the. guaranty as reques-i:ed; lit.Lgr hy tha 
COE1 against the supplier weans in tiated: and. Jie U.S. supplier r':portedly 
has claimed bankruptcy, 

Tha: current state of Ward buses cperating it E-ypt :nerl I y appears to be 
I.oes than 'aisfactory. The btse: continue to be ovml',:o.:ded, poor1.y miALsai ned 
and overused. For ex:ample, ac:ording to one. t:ransiL aurhoritiy in order to 
break-evea the buses are operated on 16--hour daily shifts, 1low,,eve.r, there Is
evidence that the (;OE intends to as many ofIavagethe buses as 1,:5ThJ.. 

through a rehabtlitat ion program. 

'e visited t he Chairlhen having rsponsibit .cy For ovcr 400 (of 600) city
buses and 328 (of 1,000) :lttert'Ry b'set. In addition, we "I t.;I ted gara.-s 
located ir Shubra and Gi n, Egypt: and obtained informauion on one gar'ge.
located ix 14elwan, Eg"y;It. The NTl requireti ench garage to aintLn a daily 

status report on the coridi t:ton of all busr.. 
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Exhibjt C ilJustrates the status of. Ward buses on the dai:ei; of our visits­
to the garages during Julio 1980. 

MOT officials, transit authoritiec and representatives that we visited 
expressed a high degree of criti.-Ism, bordering. on animosity, towards 
Ward Industries for a product that, in their opinion, was not of normal 
U.S. quality; and, for the apparent: failure of Ward Industries to follow 
up some of its promises made to the various transit authorities, The 
individuals also were of the general opinion that It would not: be ill the 
best. inat1ests-o f -partiesif -Ward returied--to--Egyp1:-.: to- acti+vely-woc-.. 
on the bus problem; and that It w.ould be doubtful, if Ward and/or any 
other U.S. bus builder could ever obtain future contracts from Egypt or 
in Arab-speaking nations. 

At: the various garages, we observed activities related to improving the 
condition of Ward buses that: also included the complete rebuilding of some. 
of them. Some of the activities included installations or modiftc.at;Jons of:ht,+vJ-er 
"heelrims, springs and irodified suspension; strengthenod chassis and engine 
framework; reconstructed flooring and body ports, barrir ivstl:.ltions to 
rear window, and to drivers areas; rewired electrical t modified and 
strengthened motor mount-s; rebuilt engines; and other improverionts such as 
refurbished interiors and newly painted bcdie.s. le viewed asrioiher modii[:J.'a­
tion developcd by NOT englineers t:hat has reportedly, improved engine 
performance and reduced the need for oil changes from once per wet.u to once 
per month. The modification was accomplished by extiending the air intalke 
hose to outlets located at the rear side windows of tbe Ward buses. The 
effect is inereased airflow to the encine for cooler tI-perature + and ip'o~ved 
fuel-to-vir mixture . A. result, about 50 percent ond ;iout" 70 p-rcent of 
the Ward city and inter-cit~y buI-C.s respectively, that: we revivwed were .in 
miin4ium operating conditi on; i.e., they were being used. Many of th+ spa.. 
parts had been procured locally. Training o€, mechanics ind gilrate .. 
l.argely has been done on-.the-job. Some as-i:stance hav- been offered by !J.S. 
firms that were subcoatrictors unde7 the 1Ta'rd contract. The U. . ""are 
offering their services, at no char:ge to ibe IIOT ad are Cont ribti ill Ptoward 

reducing the adverse view of U.S;. Industry by NOT officials. 

NOT officials, representing the various trari3it aul'hioritiets, 0in-nislied 
varying e-timates o: from $4 to $3.0 million -Is the co ;t OF rt:cnd i.t.:i'ottng 
all 11ard buses. In our opinion, the of estlmates Ls not CaCrane 0eli 
th- pre-ent tir:ie because each Aut:horit-y i concerned on-v with t"e buses 

m1nder its iinutlediate purviw. Somo 010,rt ct.ate, .nelnded dOf Cost 
estimates for :he identical qpare pal:, .fin z-ddi.on, th: ceparate t'a'ui.t 
authoritiec.; have individually approached tIi i USAID with i ijr sti8 '1CI 
proposed source of funding (i.e. , oan, grant, local curieey) ", 
that the 1,.OT should ausumv, a greater role in consolidaLing these v,.irious 

est:imates and rcquest: prier i:o release of :ITL.orn1atiOrs to p ,ospe,...vedcroz 
In short tle TlOT should be the focal poInt and u)time.te decision-mmskel, Cor 
any ftu:ue transactiorns inrolving financing for the refurbi:fhing. of Nid buses 
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Audit Conclusions and Recommendat ions 

The manner in which specifications were fina.ly di.veloped led tO a 
submission of bids by only one supplier for city buscs. The same supplier, 
although submitting the highest: bid on the inter-city buses, was declared
the most responsive; and, based on the rocomm.eudati.on of AID/W.. the GeEawarded the total requirement of buses tO "hnustrie. Inc.C,600Oa 

The supplier appears to have met minimum speeifJcations, even though the 
of the-work nndma teri 1-usedwa :less -thallIsatis factory .-But. 

the agreed-to specifications were iuferior for the. kind of possenger 
traffic under which the buses would be used. Additional eeoiplications 
resulted from the manner In which the buses were driven and nmaintained, 

The buses developed problems very early aft:er delivery, indicat-ing that 
corners may have been cut wherever possible. For -instance, unsatisfactory 
mufflers, wheelrims, and battery housingn were ouipplied. lictins of the
U.S. suvple r beginning during late 1979 and to the presenr t'me raise 

question:; about the supplier's sincerity towards.,_ , ,na.'i settle, -t. 
of the vwtter. By i;noring both AID and COE attempt-s to e:bl..h a diaJogue 
the U.S. supplier has further antagonized the G0E at hitgh lxee{s. Also at 
issue is whether the U.S. suppli er provi.dd a product: aud ser'v!.c ic, acc1onen 
with contract ternms and whether the product was represcntative in quality of 
U. S techln.cal ingenuity and the ability t1o stand behind it, 

The supplier did not comply w.th the ter. of the greement in re.l:.tiorn to 

the peformance guarant:y. We belleve th,; ho: country !;uv,:'nt never " dc 
complet:e contro). over t'he three gntaran c , nor were they colectib'ile al .1!, 
time, 

The entire costs to correct operational problems related to the hi;:, , 
not c| ear, pr1',a;'J3y 1>)cause thiere are thi:ee differrl Tra-sit ,Lhc.. ;J:t'­
who a . experiencing differmt probiems ,,th the two L,/pes of 'Lue'i (2,tv ainc 

Inter-City), The X:OT needs to conso.i date the problems an o the cooLLs. 

AID, "Inour opinion, was involved in dc:cij.!ons that- ]cd t6o, the seJ.c;:{on of 
this supplier. It was awa're t:hat:the 7irrevocable %eft: rr of .rtxdit rorrrset inc. 

prrforwance gua::;intecs were not in acccrd:nec with contractL tc', ,:.-A7T' , 
continued renitral ;;tance has only complicaiIted the ssues and prolo,.ed the
problem of adverse publicity b..Eng suffo.e, by the Gover t and omA.S.,r 

more renponsibJ., U.. supplier,; . It ;is 4pp:irent t1a1: the Io.t" c:' ntr'.' d],-,not 
want Ward back "Cnqh Settcmc:t' £ ::the.Tndustriers |.i--country; hiow,'ver, a ..
supplier 's previously proi,!:,ed, would probab.y ease the sit'uatiom. Tn our 
opinion, the Agency rh£lid :-., actively and expeditiously mov( d in this: d:t:.:,.', 
Leverage sboul d I' appl.J.cd t , ':.rd to rc ol jn nmwl cobla "Cash tttL..t: ,,.n 
the Goverme-nt: of 11gypt, ThIt settileict should tzikc, luto Acco0,t al thr 
col]eci;tve freva:nces of three Authorities. Accordi niy v.,et:hc Tranit fel. 
that AID s hould ititiamte fori'ri3. 'fund !cic:tion ag. . 1he suppli("t., under C:J., 

2 (b) of All) Form 282 "Invo1"c-and-Cot*tr.w: /t., .t ract:s' st.ned by the supplier. 
designed to achillve a final c:tsh sett .em";:t_* for a1l1 g-rivanccs. 
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The cash settlement of the supplier can then he combied wi... 11y 
additional local currency grant the Agency ,1:1y wiaih to make u C-rder 
to counteract the- adverse publicity, 

Pecon-endation No. 8 

USAlD/E requosr and assist Ohw bMinist-ry 
of Transportation (MOT) to acumulate 
lists of all problem3 of the buw;e:-. held 
by the three Transit Authorities, which 
call 1e attributedI to the suppler, alld 
the approximate cost to correct tll such 
problems, individually col.het: vely.and . 

Tha ard Buses are high visibility imports which h:vwc hd wide adverse 
publicity for the U.S. and a negative -jmage on U.". quality atd the 

effectivenev, of AID amilsLance. ThiJs experlence highli.ght the need for 
to review the extent of ISAID and All./W involvoment in -isti.qHgmanagomenE 

the ho3t governnent in such CIP procuirmemts. Iu the c-it:o of. hese Ward 
buses, for e:ampJe, the extent of II.AID and/or All) invo;. at va 

st;apes of the1procurement: had a bearihg on the resIuta,1f: !."..... 
to i llustvate: 

-- final spceification' of the buscs procured wcr. not ;uff.ci cra. 

to meet: the actual opcratliig ,conditlonw; in Egypt. .e ra in nu 

ovidence of revie,: by the AJI Office of Engdnceri.ng or of 
USA]D or AID invoI.vcn:cnL to :hifluncc ore str:Ingent np1ci.P­
cat ions. 

-- the bus contract w'ns :.rded to t- supplier with no prinm.
 
erxperIre;cc In mralufacturing n comp.ctv In3 "it ;,pe-avn
 
that th: sc.ect'jon of Ward at; the on]y repor :-re b tddur
 
was ii.,fl.cced AID'rc::ndati.ons
 

-- the pcrformatice guarnt:ecs 11;d not conforn, te the co :,:iI.ac
 

and did vot protect the (101 but. were nevei: amnded. 'fIhre is
 

no evidence that the USAID/L informed the COE of this situ.t:I.t,
 
:3lthotarh actIoJO:'ay have prccluded the unfavorable lV'"" i.. y
 

fro pvqoCr quai.:,ty )us1,!. 

-- the U couutersl piaturc -tlquirement, unIl.atcra'.l1y gIvena the
 

issuing bank by *aid, w; noe in the 1'ast i:iterest of t'..O
 
hmve tli :is idea ,hv.t
and tu; ml, iIed h .1'er. r O evi euce -t 


situation vas ez:plaj.ied to 01e GOB'.
 

o :lintBiccd ion the expoi ictca 0 th t 'u.et. v.c bclmcve th n.2r, 
2

concepts appllca!,le iu the cass of Iig.h v:tirllh] ' imo.. p-rtiar y '.,;c.rc 

So mialny torts volved ',:Ie exNI: iS It i1,11 "h In .efc are. i a.in . t.n . DWI! t.r 

of possible ])ro, Iem!-,'-- lums t be A':c1s1rily thia f't ntrn~n] r'Oit2ae,li 1'trent or 
C] I import,'.,t:ioii:4. The gu,-,e]Ine," u~:ca for hi gh3y v.sI bl imlort, ,ihox ld be 

ocrutinlzled t:o misure thiit mamII;vJ l.'xcdrcs ro cr~c~bed to, cov" 

the 1,.n1y pras, sl o H" r t, ou , P t: . r 05 t'hou 1 be 

mtch crucial r,]lInes ri the wL.tiflj ;!ndi rviol ,f of spt:cJ f.tt;iou, toniwtl 
t;er. ,3 , gtai''qltt2,O ,q izlJ~ ) u$ tflt '*iOn. C hd t .. , dle[.iJv ,.:y , u:i.A IIt;e.nantIc ., u .'e , et i 

..2.) .
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1Recowmendation No. 9 

USATD/E, in conjunction with AA/SERJ and 
AA/NE, (a) review procedures currently 
followed in .nariagin. and arsisting the 
GOE with C):P procurements and, (b) as 
determined necessary, revine and/or 
establish procedural guideline; for 
procurement astance whi. i w aspure 
the import of high quality, guaiante-d 
products that meet in-country needs and 
conditions.
 

USAID/E Coments 

The USAID/E response indicated that the submission lkst March of detailtldliquidated ., h~C1byesr~fctvl effectivelystatements of ate da'-,lsbcliws by thc? COF. buyers 

" answi'red the second draft report recomliendation. Ilopgarding n rcomraendatil.o 
to either obtain a refund or seek an ir~modiarc c- ,,e(LhO3i.ent, the USAII/E 
felt it was not implementable, ,I.ve. the bank'up; of t.' U.") 
Supplier. 

Resjors e to USAID/E Coment s 

The request for rofund should have been filed much carlier, iile we a:e 
not certain that, the mere net of fi.iAnp a Chapter I1 reorIin7zati on pet:iti;.cn 
renders the draft recomarendation not inplewentabeu, we have de)et.d it ,-,l-,c 
the ruling of the (Court :rly talke sever. l years. i,:h;ave-, imow:v,-r, .eta. ied 
the i:irst d1',tt rccm~ny, ndaf:[nn (lRecom,:r,.natj.on No. S), Te Mats ob-bta:-jud 

in 'hrclh 1980, ,oie froi I:wo (OE bus cc;:-p;,uies o).y, ;,nd not from- tbe mrjcr 
one that tlhe (1000--.intcrcity) ~ r.~i:-; bctwoe.his most buses° Tihc ep 
parts cost est.hr,'aLCs discusted earlier, combined wit.h t:he lack of firm 
knowledge on repn iv costs, and actu_l operational buses u:ld -:ri.,colr III! '-,.,A, 
for full and accurate infermation to support valid cHIJ.., 
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2. Nor-)ur;:ble Comlodl.ti " 

We reviewed $816.9 million of non-,durable commodities imvpo.teld through the
 
C111. In tie case of t;Jllow imports ($238.1 million), ourl review showed
 
potential, for' statutory violations in rhe U.S. and a separate, internal

review focused on tbis aspect. Wve found no subsLanLive problems in the
 
processing of about $291.6 million of these selected coimodiies--tin.­

~plr tecLcilg~a id pt 0 6bmCaoiO?'l
iImi ensoyba
Our review of the remaining comodities, on a sample basis, showed
 
several areas involving substautial commodity ir.:ports ",.:'lch n0eed ian-agement

attention, :in varying degrees, to assure A;,elwy policy is carried 'N
ou Two
 
of these areas involve the import of tobac.c ti:ver the CIP.
 

-- Actual practices of importing tobacco e:1clusively through
 
the CIP rathec then primari]y through the P.L. 480 piogram
 
seems contrary to policy. Sirice 19;6, toba..I:co his been
 
imported into Egypt through Cu2 fiP ncJir tl- , AI ell­. 
book 15 regulations stipu.al;e that P .,. 480 tf'.711r. wil.
 
be tie prefor-cd rathod of sapply, e,:ec.pt that A J'I 1
 

.rq; ::.~vailab l-.cons idcr mmia nd.cmlq~t~ whem 
P.L. 4.0 amiounts are deecd in'iceq a1t'r and there are no
 
reaons for ex:cluding the ccwtmodity fro-m the AID Icon or
 

ryant . Since 1978, there has bcion no P.L. 480 fundiug
 
for tobacco imports by Egypt.
 

-- Blends of Lob)cco, imlported by "gYpt from the U.S. and
 
oth: countries. are bceing rc--expo:ced. .AID Rc-gulatioil
 
Po, I prohtibits tho re-.epm,: of AID-financed cotn'odI tics
 
ill vh!satm.0 or muI.it'nti'J .ly tie amire fur fomlft thr
 
cooprra1t.ng country. An opinion 
by tho A',encys Cz*ener:,].
 
Con,,el shuul.d be oblt'.i .ncd 
 r'gm.d' u.,'!ct r or no.:t:-ob
 
products (cl .arettes) eP:lPort;cd cons-it '.,to C Lcq
codi in 
., ... :ntillv the samte form as impoitid--tobacco nd iCetML 
tow (cigarel:Le lpc:r). 

Our review surfaced tvo other area, wc'.rh thle ISAID/E -,-d Al,'/gv 
iLdould rcLrtioL awa.re o" and iionitor to assurne tha" Aenct, policy "J.t earr:ed out-. 
In brief. Oi:cse ar-iis intolve (a) t.he cffect: of hir,h volume re-,uJ. relit' On 

arlLti.cip'2t:ion by snmal liti:,nstrcs and (b) incdiCationS that th,1 Typti.,al 
ma rket. for i.pih volure noo-dur;ibl, coirrod ies way b Ioiool-i:,cd iv a r..: '.'e,,
fe-w la)e U,.S. coiiipa!..,n becausc, of lim,ited competition, :tnc3.tiiii :oil:.l:irn 

by smlall fii.. ". 

A. TobaIcco nno % teld P"roducts 

Ower $85.4 id lion of C1P fund. b::v been comi., LtLed fo .'t inocrtaL:.i.on of tol.ar'ee
and(] another" $26,1. 3. ;i ion 5:01: oif e plolpor in mai)ir:bilOrt a'elrIti-ep tow u[e- the 

of,.. Ou . r i;h,: Lhoi.;e fJo1h 1r.]),Ow -o showexd t." [ [; ,.toino"i' ihe 
economy in, a ,lict pc,iod. CobptiAwl ic e:;L , U.S. ,uiers i nintise. On 
I-iiio" prcb .,t::; have epev'l.ed "-1e1in i ', p1v t. Ii .. , th" re aw two arc 
101ich twarroaLt wanagu-er.l't attenl-Irn, .he fifrsL "er.cles to rhe hi lil.h iov.ily 
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riven to these importations through the CT. Program; the: second relates
 
to the reexportation of tobarco to other countries as a finished product.
 

The priority given to the importation of tobacco through the CT Program

should be re-evaluated. In late 1976, the USAID/E was faced with the
 
alternative of financing tobacco imports through the CIP, The USAID/E made
 
the decision, which was approved by AID/W, 
 to finance tl,is type of commodity
through-.the-.CIP.-- But ., since-1978. , ther.lhnave :-been1 tnobacco .
 
Egypt under the P.L. 680 Program--only CIP funds have been used.
 

AID llandbook 15 regulations stipulate that: P.L. 480 "...wI.Ul be the preferred 
means of supply, except that All) will consider making additional quanti:Les

of the commodity available when the P.L. 4"0 1,,." deemed 
 inadequate and
 
there are no other reasons for excluding the conmmodity from the AID loan or
 
gran t.'
 

Actual. practices of im~porting tobacco exclusively through the CI? rather than
 
priumari.y through the P.L. 480 Program see.: contrary to pol'cy.
 

11111 coMIod:ity is U f.9st moving product. Orders can lbn -ic :d zaridly and '-hp

quick disbiirsAePie: t features of the CI Program irnpfement,:d. '.Jowevc,, 
 the priority
($1.1 .5 m.Lllion) bcing given to tobOc co in'portation uncle: LhQ CTV' does not 
appear. to tei sound. V'ir:;t, according to li 15, CI finane.:W should be sed 
primarily to make ".., adcit ionsl qunnt tics of commodity availab e, ." .- not 
as the only source of financing. Second, the role thai: this cormmdity plays,

if any, in t:he eventual development of a country It not: all:ogetter clear. Ii­

penirs to ui, t:cvn, th:,l: AlD could de-rmphasize ;Iiport:at:ions of this cir.mcx;ity

'gypr
to 'n through the GCi' and apply uzch unuding resources to hrigher priority
 

C)P importa!-Ions,
 

Recommendation No.10 

The USAI)/t', in coordination w:.th ,-EAH/ CIN, 
(a) re.-cvaluate the heavy e;Iphasis being 
given I:o thn importation of tobacco and 
acetate tow (cit,,grette paper) under the 
CIP, nid (b) forviulate ULSAIID/ policies
and ))ro.-edures. ns necessary, to assure 
complial;ce wi[th 111315 reqlui.rcmenl-,; for 
'Inant:n r; most tobacco .[npol:ation. throtgh 
the '.L. 480 prog1ra 1-d only additional 
qiantities througl, ih, Cl' ":h.',7 ,L. 480 
amounts are deemed inadequate. 

Tobacco product., ave being re-exported by Fgypt and a determinatioti by the 
Agency's ,eneral. Couutil should be obtained. DinJ.n. our vi.ttr, to the. 7101. e 
wer-e in formccl that tobacco products (e.g. , cigarettos) were being C:;ported6 i 
swall quantities to ot her Arab-sponkl np cotntries . The Lobacco proluct., both 
domestically consumcd and expor ted, are blends of tobaccos imported by E'gyl:
froim the U.S. , Turkey, Greece, China, and othier ccuntri .;,*Tlhu:;, aC,outal:i.1ilty
for U.S.-.financed tobacco become-s lost al: 1the point of blvnditg. 
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Section 201.62 of Regulation No. :I prohibi.ts the re-export of"AII)-fiuanc:ecd 
comnodit.es in the same or substnntiall,, in the same forn from the
 
cooperating country. Whether the regulation app.irs to tobz'co products
 
is difficult to determine especially with the added condition that. U.S.
 
tobaccos are conmningled with those from other countries. On the other hand,
 
over $26 million of Clip funds involve the import into Egypt of acetate
 
tow (cigarette paper); the use of CIP-financed ci.garette paper in re­
exported cigarette produc:s does seem to be covered by Section 201.42
 
.rosr-iptions;. .e.., .the. c:Sgvrote-pape-ems-t- -11 the-definiLtion- of 
a re-cyportecl commodity in the same or substanti :illy the same form. W 
believe the following r ecomn:endation addresses clarification needed Jn CI. 
administriat:rt .on 

Recommi'endation No,1]. 

The USAID/E (a) obtain a dttiyution 
from the Agency Cenera Counal rc,yw: ding
whether or not re-Q.pore .C tob,,cco 
products constitute commditios :61 the 
same or sub:.tantian].ly the :::awe ,a':,' :ind 
(b) based on such legal dtrintuii . 
formulate policiCs and practices fox 
assuying complianca with AIl , gulation 
1 requirem" 'nts. 

B. 	 aqr,::n .n.dCanoitio 

As sihot-n F:.:hibit B, :Iipo..'rs non-.dt', .e 	 through the CTP,in of -d covrr(l.oefties 
such as tallow, corn f lOultry, total.edl rmi. icI:nrd poun have about 13.6 
the.se 'Irrering r equlre r.',n ts of t'uh, 1: oou otrv and wuil b.2 incrcar .i::,. 
in the ful:ure. Tie principli' imporler for theise :,,, co1Ivoditic-s :;. ". ' 
Hini, try ol: Supply (CASC). 

We fo-ond no Substantiva proiblcnms in i -:heprocessIn, of .. !. d com.­
r.odtlies except for tallow wh:tch ha,s bc'.n the subject of a s':a.t,, :[,.,crni. 
exa,.'w t:[on, 1.10 howevCe 1w0 areas V'hlch I-he USA'.D/: and A111)/...I',WO note, 
should rcma:l n avare of and rovitor to -nureAgeicy pol icy c dr:cc ,js at. 

In brief, tISe areas invole.k (a) the crxfeet o1 hiiph vo..re requirerm,': on 
lprt:tci.p,tion by swall bj.ir.s;et , : d (1)) j.xdjic,:t.ions that 'l, E'yp :Ian 
Irarket for hlih v:c,Lum,: n('n-,durab.oI [ "-e v-a)'b1!o, b"' d 

ti 	 t rcc,.;,-, 'c.ti n in-.ti 
re~lazt .. ,, few I arga, U, S. co;:nnics bccau-.,e of liited ce o 

, ' 
o in,'.']d~rin 

cOc'petil:!on by s,all businowr firnm. 

.....	 Tallow is a der:lvttvw of animnil f:tt norv.L:I.y used hi the
 
proluctioC o s()op. , total of 374n,900 ,,/" of tallov, were
 
firunced through t!.e 

,-
sup i /boc C.I' hctwenr 1975 av-J k-.-.ch 1Ao. 80.
 
supplir.-/ brokcrs rce:ived over 87' of the -A:ard.s
 

-.- Requireu.irnts for cOrn by the COE;,. i- ounted to 601.J(100 ),,/t
 
in 1979 anol will a)iount to 930,000 m/t :in 1VSO, Of the
 
amount tin)ced t:1rnugh the C*1.', two sufolirs receivcd
58.8% of s.i... awa.~rd:-;, 

• 	 I5­
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-- Importation of frozen poultry firsi: took place in 1977,
 
and is now a recurring itfema; 40,000 mit: have been
 
financed under the C11. As in the case of tallow, thoere
 
is not much competition in providing poultry. In effect,
 
only four suppliers have received the awards. 'Ao of tie
 
suppliers account for $32.1 (of $38.5) million.
 

The review showed an unusual situation related to the bidding and awar.ds for 
frozen poultry, For-ilstance ULifeiehd~i i separate,: 11FB'E issued and 
the documents eitber issued or picked up by ovoi: 290 companies, Ye.t, the 
number of bidders submit.ing bids ranged between 3 to a raximum of 11, a 
very poor response. Moreover, there was an unusuaily higgh incidence of 
suppl.iers who did not submit bid bonds and were consequently disqualjfiud: 
in one bid, 11 suppliers submitted quotations, but 10 were disqualifid
because they d:ld not sumbit bid bonds. Afteg noting the very low r..pnsn,
 
USAID/E had submitted a suggestion to AID/W on the possibilIiy of charging
 
$50 per IFB to discourage truly unintercsted bidders and thus reduce
 
adninistrative and advertising costs of the Agency.
 

Because of these situations, we requested the Office of the Ara Auitor 
Gencral in ashington (AAC(/W) to contact SE*R/COM aiid bidders who did not 
rece ve an award and to make an asses%.Pwent of the potential problem. 

The AAG/W trlid to contact 19 different compau-Is who received IFB documerots 
under three separate bids. They could not locate nine companies; these .ee 
probably smal. companies or companies that are n1 longer in operation. Of 
the ones that were contacted, two (id not submrit bds becnise th bid bonds 
(set. on basiv of require.ments) fere too high; four did not r,ceiv. the 1*1 
doc:i,u.ent...lihev lenrned of GOE requirerrents from I.riends--rind did not kvw 
a 1,id bond ,as required; one company could TiOt wecL the tup)ply qu:[r.,t.. 

lin sum, indi,:.:ions are that lack of capacity to supply the large rc.qtreti,. 
of fro;en pou. try accounted for most failuref, to subtr:it hi bonds. As .onlg .:i 
thl-frozen poiltry requirerents are larga (about. 5,000 m/t ar r.! sV4ii.l.(r 
fiirs will not- submit bid bonds; sonme said that thia bid bond prc iturs (hased 
on r;quii.remcnts) arc., too high and they would not subm;it a bond '.ini r's ilhcy
received the awards. other SER/COi" ,On the hand, officiTa ca d naJ r 'Lm. 
SUbvl~it bids wiv:hNt bid bonds in the hope that: t:hoir prixe is so 1ow M):, 
will somcho\: waive the enuiroirents, However ,ebe.ievve thi.; lin' hih volume 
of rcquirewc'ntF--tallow (374,900 m/t), corn (930,000 m/i') -nd frozoe puo.ltry
(40,000 in/t)-- is the priliwrv eason for tho concentration of co1itract vviards 
among only a few supp]i.crs. 

C,0(hISions 

Tie Aponcy is Jncurrin)g h:i[;h ndministra:iwvc an! advertt;ement cstc,; to 
d;[ssenilnatp thr 11"1.iforluwticon aml stim'Jlate wide cor."putiLorn, yet;, 
high o].ime requirc,nc't are di.;cour:I ging wide competIt."in. In fia.t, 
respons-, frout pos'leti 'ev: 8uppli,"rs lhove been linimal in the p.'vwt. JId 1mad: 
are extre-mely hJh buc:aul.C! tILe', 1:e kihaOd O1. a per cen tne of the tuta . po'ssiII' 
C(lnt.rc t, which, in tulrn is basud on v'oLu.me o f pr':oruero!!ont; as , [Ily, r'i.tr3t. 
fupplievs are not subu.t tJ.ng bild binds and are the:reafte d:i.qra].Ifi.cd :rn 
contract avards. Pert:ncnt also, the Agency hn:: a connnit-lnent , undr: ctlkon 
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602 of the FAA, to st;imulate patticipation of small bs ineMes, 1e USA D/,
and the Agency are :iieting th:i.s commit-ment by providing infl.mi.n to U. , 
suppliers, and prospective buyers in line with provisions rf Capter 23, of 
AID Handbook 1. But thle high volumc J:equirement Js annulating tiose tffovs; ;rialbusinesses are being effectively excluded from par:icipati , or eve attkpt:ing
 
to participate in providing fungiible commodtfes to Egypt .--.- Lcv simply cannot
 
meet the high demand or provide the bid bond, In our oO.j:io1, then, :htre
si[,ns...wh ich ..- are.... ind iea e..t eondc tion-elthcer-w .-- d: 'or-i.,--farstLhaLt-a :e:lv -'.in ................. 

developing to a point: where the Egyp!:ian market. for .bit como:itiCs 
will be monopolized by a relatively few large U.S. liic'..,'oreo.or the
 
high volure of requirements is aloo affecting cop.lince wit the. shipping
 
requirements of the FAA and resulting in high derao ce:-;t: ,
 

During the audix, a of ) wethrough Records Audit Fiv'di;:g (,A! recommended
 
that the 11SAJ.D/E form a committee to find an appropri-itc retolut.o L, the
 
problems that arc being created :. a result of the huge 
 %,o]ume rcpi 'T,;:nt'
 
for these types of commodities of the COE.
 

In its response to the RAF, the U.AID/B s:atcd that tl.' oi::...', wa'r unt
 
as 
 scevere a,- the I1., ,ade i t appear and requested that ',€. ii:.": .)rc:':f­
thie recom, cindalt!on, In view of the USAID/E position, anc:l ' "i a.L
 
kno;,m factors, we can imakc no ol:her useful recoymendnt:J.o.,in -view of noma.
 
procedures :involvbed in transactions for these types of commnodi ties.
 

flowpver, documents reviewed show that high ad(mIMmistrative exper es ai:c'
 
involved in the bidding process with few valid res'onse:.;; e.g. 290 IFfs
 
moiled out withi only 11 reponse,:, of w'hich 1.0 vor- dis"ualificd becue
 
h:id bonds were not submittd. At lcn:-t one case i. docu:.ent'ed of a
 
1)u:1iicss fir. coj::pln ining that it; could natf :pLe tepa a,IL: "cartel s '
 
with an aillgation that t:he U.S. Covernuent a !'cncies aue iavorl ng lthr. 1cr!ne
 
cartels.
 

Con:ide ring . lift woyrk in the U. S. and Egypt, and thc e:..tcnce of t. 
doeu-i.cnt r.-:ferred to above, we believe the USAID/E and ATID/W ofI "e­
i uvolvcd sho..uld closely monitor these areas oni a contin,. lng bai;dii.. t,'
 
asrelZiV Agc,)acy policy :is cari.ed out withl 
 respect to 'olr'etitiu:. ari3 ta:,,.
 
busiress p.cttcipation,
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STATUS OF WARD BUmS 
AS OF JUNE, 1980 
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EXHIBITr D 

AUDIIT OF 'JAHE I1rWT!)U P.I. crNru "UJM;i1*At TH 

il ',,,* % 1flOf .L . , Ii J I J I, 1 Al( :A L01,l 
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EXIBIT
 

Audit Of ITie Internal Operating Procedureos Of The CIP
 
Lit Of Tractorn Sold To The Ministry Of Inter:ior 

(Pol01Ce)
 
A'! of ]uly 1980 

Sales Year 

1979 - Invoice No. 967 dated Nov. 25: 79 for 9 tractors 

- Invoice No.1333 dated Dec. 31, 79 forlO tractors 

Sub--total 19 

1980 Chausir Engine#
 

1 3.691 14047 
2 1659 13594 
3 .71.5 13788 
4 1695 13380 
5 1.652 1.267 
6 1648 13739 
7 .726 11424 
8 1722 11634 
9 1723 .1675 

10 1646 13474 
1I 1714 14143. 
12 ].733 34037 
1.3 1700 A37.'39 
14 1728 13463 
1.5 1730 11,323 
16 1711 .10283 
17 36.08 1.1584 
38 2095 17009 
19 1.39 11082 
20 1641 1-34'9 
21 2330 14093 
22 2333 1501,5 
23 2344 10257 
24 2349 3.4.28 
25 2353 3.3749 
26 2355 15037 
27 2358 13748 
28 2370 18511 
29 314 13,527 
30 364 13502 :ub-*totail. 30 

(rand total 49
 



.... APPENDIX I
 

Pagc. 1 of 2 

ADDITIONAL BACKGROUND INFORPATION ON 
'111r C01M!ODTY UIPORT PR0ClAlI,OVuS/D/ GYr'T 

Si~nce 1975, Mihen the. economic assi,;taruce was iniciated, toorn have beeni 
nine loans and one grint signed which obligate $1.5 b.illion for the CIP. 
'.Lhee funds-;re td-aCroua hCi-ECO110iilic :S IjO rt Fuia4ippropri.at iLis....ed 
under Sectioi 532, of the Foroe.s'n Assistance Act (FAA). The followin' tablc 
shoos the amounL of the ob.igatod funds ard their status, by louns or Vrnnt, 
as of July 31, 1980:
 

Amounts J.r US $ ,.U.1ions
 
Loan/Grant No. CI]? Ob1lglT.:d lanc
 

026 1 $ 80.0 $ 79.9 $ 0.1
 
027 I1 70.0 69.9 0.1
 
029 III 100.0 99.2 0.8
 
030 IV 150.0 135.5 34.5
 
036 V 65.0 56.Y 8,3
 
03r)0 V 440.0 372.7 67.3
 
045A VII 226.0 1.87.2 38.8
 
065B VIII 74.0 58.0 1.6.0
 
052 IX 250.0 15/.2 95.8
 

Loan; Suh-'f¢,tal .,/455.0 1,213.3 241.7
 
Grant 0119 85.0 4.5 80.5 

TOTAL $ 1,540.0 $ 1,2.7,8 32212 

The Prograr: Ass-Isq;an.e Appl.UVd. oc (PAA) v-,hih ist~d;,,pld 1,y i: , AUt.IiL , 
Adnini-s:rator, pieslnts l ca le te : i. ; i V n sui form:, 1.1i)( ! C of the pr, 
,CuI), tuntl.ilyeorp rated into the J.,an or o.ant ;'riernt;. 

"'Thc prooiscd loan w.:i]. Jiyf: wi'"ith ba.'ieo
 

:,ym the con ,nyear, The J.oan lro''vds
s hIc'jt durinr o 
ilf.~~r,-'0 i-,:p)ort:,, o;f a$,ricultvra] nned n.,,trIa]. 

moi chliori , iq pnwit:, ,;pa IT rpai t.- and other e:- s,.n, :La2
 
co,,Twt/J(it' -;a.nd :tcei ccr; . i,..]...... U C~
:t.. rc ,LI ,:! 5h,, ]oar
C i(114. l:l r cl,'t Ito . iiht-i lun.OdIrct. ! t:,ila.mity 

;derpr.:'tot 1ilt~ra : , pr',vide ari-. 
IL t:in] "tit'Iei.;:::cuilt l Ji~.ltl; i to ( c.i. f.:u ri. ),ro­

duc LIon.. 

The albr:vc st rmt{z,rntshave -iot. changorcl for te inc loa,; 
grunlt., i,-cept tzi l ' d ( a( ig w; (a) " -. Ind for fiuv 

tu I;r e: ;on . , (b) C1 f ood. . . 

the l.oan or wc:.wuotTh,. purpose of grrat r.r b:, .-J].y thc ,v.'a;e for 0-1;,
(026, 7H lr.;,t lo've..],' 02"I n, 030, 0 :.6) 
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".'.,notto exced.. .iillion Dollars (the Loan) for thei.oiJ:.gn exchange 
costs of colmroditins and commodity related services, as such serviccs are 
defined by Aill, Regulation 1, needed to assist the Borrower to increase its 
i ndustrial and agricultural production..." 

'Me purpose of the loan or grant amounts changed somewhat foi the next four
 
agreements (038, 045A, 052 and 263-0119):
 

...not to exceed.. .Nillion ])ollars for the foreign exchange costs of co'm­
moditics and cozime,dity related services, as- such services, are defined by 
AID Regulation 1, needed to assist the Borrower in moating o serious forign 
exchan;e shortage. achievng development obj"t.1.es, improvi.ng the standard 
of livirg and maintaining political :tability..." 

In sum, the ob:jectives of the loans and grant are to finance types of com­
modities whlch will ,ssist the GOE to diminish continued crLis in their 

Balance of Payments through maxiizn, production of e'.:,.iVng or new In­
dust:rial enterpriSes and jireasilng al;ricu.tural pro,,-wxt:;.cor. Importation 
of :S.on food is also authorized so that political ity ,an.:-b.icont.tnua. 

About 95.51 of the obligaztcd funds ($1.5 billion) are litanagd and clrnn,-rl.cd 
thrC)Uh the Public Sector of Egypt. The remaining balance, about $68.5 
mill.lion, was al.ij,,ated to the Private Sector. 

This is the fourth audit report of the. CII. The series of sever, revic.,:' 
contcibuta, inidividually or collectivly, tol.ard the fol.lowing audit cbJe,-
L v,2.:
 

'Jo (a) evaluate: the adepqacy of USAIIJ/Fgypt monnii:oring; (b) ,:vahu;It .oordi[n.l­
t:!;'n within ,SAIi)/E for t~he purpo.;e of determining how C:L.' proj ects ar7( 
cc:mdered :.,regvard to t'he overal.l .SA(i p Cc) CV,uI.-t.o tIe r 
of i:ho C11 pro;ram toard ;.pecifJc obeoctives fin itu. Axy, ipr.l:ir, and 
the Private Sctor of tlz: economy; (d) aval.1,to the actual ':pt o, the 
CJ]' provram on ,gypt 's fo.rcin exlcaiticneeds; (c) 'valtiat:a the ,:x:{n1. (f, 
GOE.nolvT;:ent in thr dete"n:inatlOn of ::cims to bc procuiri unde'r I. * C 
prot,'inm and :h thier tci ..tems procured aro n ]ricn wil't[ th. GO. oc" nomJ . 

goa .i; (f) evahula. the c:,.nc of cror iln:ti on betvween the ("E ,.11.11trl'u-s 
.
r. fa.l,.ai u and u.o o, the ccowa, i.tie mtpor'ted; (g) dcte,_n:1nf , t1" 

ade(1a1C',, of both GO"": and 1JSAID/L:' %rri.v l accoun Lug sy-c;ms; 01) eva]hu,:ive 
whV% theo f'd colr. -vs. -,. i he -i(!-qvwte for tlhc propsr c ,n';r',,1 
oi the C1 ;;: ,r.s ; (I) Wcvle'uva.i.a tQ contros oCer counI..pirtaad 
gw.t'tratilons; ' (j) dcteri:JU the of acien :ahei .)rioi: rrco'nerx.Oftltg on 
(tiu!;. 

http:clrnn,-rl.cd
http:improvi.ng
http:obj"t.1.es
http:i.oiJ:.gn
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LIST OF kFPCl RLCO?',IENIM,IONS 

USAID/E obtain from the .O', in accordance 

with Section 201.81 of Regulation No. 1,
 
a refund of $116,/08 which represents the
 
cost of 16 vehicles transforred by EEA to
 
the Nat:ional Police.
 

Recommeidation !Iu. 2 

USAII)/E inform the ETA that AID will not 

finance addiLional equilpment procure-mcnt
 
through the CIP until an effective equip­
iCnt control, sysLQU. is estabi ished by YEEA
 
to r,;i;ro cor,:pllance with requtireiicnts ofATIh }"ep'i].at. ion .o . and the BAA. This 

,..l..Iy ";hauld loelde control m2chanii:ms
 
iL ail .cv, of- the
cs E'.A organizational. 

Peco;m rond:iiton N, 

tSAID/].l jeo~ u.tIo:1 1A to render r report I:o
 
the iJcAID!i ci locaition ind uI-L' a tiur
 
of eqltwinent fin'nced under the CIP progru;m.
 

lc cr7 /"c il~-

USAI.Y};edi] :ni m.akc a complote 
end..u-c c;",':O', ing C.1. orinilli t 
*inipori:J by Ei. und,,.r CIP. 

I.£ "c<:''dt.ic.ji!7{2,,5 

: A~i.I~il; o :a i[ J'rO tho C0171, ',i c::icwi.,, :OCctiO~n 20.. .or ofR.l...Lon~r No. ]:. a 

1:9 AID-.fhianced 1.)'-265 trac :ors sco:Cti t.o le 
Mlr" t-ry cf Intc-,Imr and b3 I'g u Il by the poliae., 

i;,:c t~]t:e t', n No, 6 

The U.ATD/E U; k Oath,. th¢. 1401 :tld t.h 

f .,VCiCt:,ar fl'0'o1 (if lion2All)-.f.lmniu~wed 'Ii-26:,r't c.,: for c ]..,fa, 

8 

8 

Q;co;12 

.. ­

http:All)-.f.lm
http:c<:''dt.ic.ji
http:ep'i].at
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Pa
Recomxnendation No. 7 e
 

13
The USAID/E Controller (a) implement a final end-use 


review that corrects discrepancies and that accounts
 

. f6r to1 'l -bsl2- o&f- AID'-fiWif-c-&I MNF-"265 ;' '-ct(b). 

determine that tractors so.td to non-farmer orgnniza­

tions are being used for purposes authorized by the 

FAA, and (c) take any additional action deemed 

necessary.
 

Recomnendatiort No. 8 

USAID/E request and assist the Ministry 21
 

of Transportation (MOT) to accumulate
 

lits of all problems of the buses held
 

by the three Transit Authorities, which 

can be attributed to the supplier, and
 

the approximate cost to correct all such
 

problems, individually and collectively.
 

Recommendaticn No. 9
 

USAID/E, in conjunction with AASER and 22
 

AA/NE, (a) review procedures currently
 
followed in managing and assisting the
 

GOE with CIP procurements and, (b) as
 

determined necessary, revise and/or
 

establish procedural guidelines for
 

procurement assistance which will assure
 

the import of high quality, guaranteed
 
products that meet in-country needs and
 

conditions.
 

Recomnendation No. 10
 

The USAID/E, in coordination with SER/COM, 24 

(a) re-evaluate the heavy emphasis being
 

given to the importation of tobacco and
 

acetate tow (cigarette paper) under the
 

CIP, and (b) formulate USAID/E policies
 

and procedures, as necessary, to assure
 

compliance with IIB 15 requirements for
 

financing most tobacco importations through 

the P.L. 480 program and only additional
 

quantities through the CIP when P.L. 480 

amounts are deemed inadequate.
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~Rcomcicnation-No. 11. 

The USAID/E (a) obtain a determination 
from the Agency Gelnera1 Counsel regarding 
whether or not re-exported tobacco 
products constitute commoditics in the 
same or substantially the samc form, and
(b) bascd on such leg;Jl deteruvination, 

formulate policies and practices for 
assuring compliance. with AID Regulation 
I requirements. 

25 
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THE INTERNAl, OP).ERATING PROCEDURES 
OF THE Page 1 of 2 

COt4FODTM IIPORT PROGRAMS OF EGYPT 

A C R 0 N Y i S
 
AND
 

(:oNONLY USED, TERMS
 

AA/NB (AID's) Assistant Adiministrator/Bureau for Near East
 
AA/SER (AID's) Assistant Admnistrator/Bureau for Program and
 

Man:aigement Services 

* AAG/E Area Auditor General/Egypt 

* AAG/NE Area Auditor General/Near East 

* AAG/W Area. Auditor General/Washington 

Industrial Infrastructur 


AEG American ):xport Group
 

AID Agency for 'nternational DeveI pent
 

AID/W Agency for international ])eveiop:cnt!/asin, ton
 

. A(/PPP Auditor GCncral/Office of Policy, ].ac,. and Progrmsl-l;s 

A.]P Activity Jllst~ifiC iiolj J'apel 

IIPS and Development ard ?!"rr .uppcrt: 

... 

A.R.E. Arab Republic of Egypt 

-epuL)ic E.ypt 

Ba3nk T/Com ,,nk Lett:er of Comri't,:rct 

B/G Btirro,e/Granitc' (Con c'i . l. ,tt.;rn 1!o- t ( v r 'u ;r':! !3,app,!,5.i:r) 

ARL]YO Arab of )" eJ.)conmuuc.c.io, Orggrni::Dtion 

POP )1alanne of 1'iyrictrjrs
 

CIP Comiu.Ij ty Import Pro. ..
 

Dirct L/Com, Direct Lx.ot Ler of Cowmn:it onf:
 

EEA Egyptian El ctric Au thor i'y
 

ES Egypt ian R.a .ways ,y e
 
ESC ]Er!yptiaii Sg~ Go,-p- , 

ESF Economic Suppo:t Fund 

*Effer.1-,. ]./6/Pi, Area Au,:ft.ors Gct~ceY;,]. (AA,;) ' , lsg te q!cin l 

http:Comiu.Ij
http:eJ.)conmuuc.c.io


FAA Foreign Assistnce Act 

Page 2 of 2 

GASC (hgypt's) General Authority for 
(Ministry of Supply) 

Supply Commodities 

G.PCO General Engineering and Refrigeration Company 

COE Government of Egypt 

GOFi (eneral Org-.nization for Tndustalization 

1iB The AID Handbook 

IFB Invitation for Bid 

L/C Letter of Credit: 

liF 

I'Umssion 

Massey Ferguson (CI-Financed 

See, USAID/E belo 

Tractors) 

110 Mission Order 

Ministry of i'conomy 

Ministry of Industry 

EOT Min:stry of Tianisportatj.ou mnd (.omwunrijcitJ',T 

N/T Metrlc 'Foi 

NAS(C.O 1l-Nvsr Automotive Company (A PubJ ic Soc:tor 
Egypt: 's F107 ) 

"i r:, itler 

PAAD) Program Aosistance App'oval Docummit 

PL 1180 Pul.i.c Law "o.1480 

11AF Rlocord of Aud:.t Findino 

RTC 'ay.Traff:Ic Contro1 (.ystm) 

C'A Suez Canal Autliority 

SEP/COM 

SAID/E 

Thle 

U.S, 

Office, of Commod i Ly 

Agency for Intirn:il 

emngent In AID/1' 

oru:l Dwelopmnt/Egypt 

IISATD/L!x liJ on' s Lg,a I, Advisor 

VPF Vety Uigh Frequeclncy 
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LIST OF REPORT RECIPIENTS 

USAID/EGYPT 
Director 5 

Regional Inspector General for Investigations & Inspections (RIG/II/C) 1. 

.T. . . .. .. .. . .. . 

AID Deputy Administrator 1 

Assistn.cn Administrator/Bureau for Near East (AA/NE) 5 

Office of Egypt/Israel Affairs (Egypt Desk N./ET.) 1 

Bureau for Ncar East (Audit Liaison Officer) . 

Bureau for Ptogram and Management Services (AA/SEJ,/SA) 6 

Assistant Administrator/Bureau for Development Support 1 

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

Off'ice of Legi!lative Affairs (LEG) 1 

Office of the Gcnicral Counsel (GC) 1 

Offilc of Fi nnnc.al Managncen t (1i-) 3 

]Bu'xuau for Program and Policy Coordination/Office of Evaluation (PC/]F) 1 

LegIslative and Public Affairs Office of IDCA 1 

Office of the Inspector General (IC) ) 

Office of loljcy, Plans and Programs (IG/PPP) . 

Office of Exre-utive HMnagcment Staff (IC/E-S) 12 

Office of Iiivc.,LigatJons and Inspections (IC/II/) 1 

Office of tHie 1,egional Imspector General for Audit:/Washington (PIG/A/W) 1. 

JZe2~L):!~~_ pVCto1s (General for Aiglit 

RIG/Al.rachiVRIG P JI'!' I 1 , Pehi1 

RI(;/A /}!nnli 1 

RI,/A/Na iVol)J. I 

EIC,/A/ParPma 1 

RXCO/A/Piiu1itaI...Ia 1'az I 


