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DELAYS IN COMPLETING
THE SUEZ CEMENT PLANT PROJECT 263-0012

AND
. THE QUATTAMIA CEMENT PLANT PROJECT 263-0052

HAVE CAUSED A D~~IN OF EGYPT'S
FOREIGN EXCHANGE

Audit Report No. 6-263-84-2
June 13, 1984

The Suez Cement Company is the only private sector cement firm in
Egypt~ AID has contr ibut.ed $195 million for the company I s two
production units1 $100 million for the Suez Cement Plant, and $95
million for the Quattamia Cement Plant.

The Suez/Cement Plant initi~ted with an AID grant in 1976 had not
heen c~mmissioned and cement was not being sold. Targeted
completion of the Quattamia Cement p·lant continued to slip. The
plant may not he . completed until 19,85 • The Suez Cement Company
incurs interest charges and start-up costs of $3 million a month.
These costs have yet to be offset by production, and now total
over $71 million.

Full pl~oduction from the Suez and Quattamia Cement Plants would
save Egypt $41.8 million a year of foreign exchange for imports
of cement at the current, depressed price of $36 per ton.
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EXECUTIVE SUMMARY

Background

The Suez Cement Company (SCC) was established-in 1977 as a joint
stock company under the provisions of the GOEInvestment Law No.
43 of 1974. SCC is the only private sector cement company in
Egypt, and is the implementing entity for· two cement plant
projects. AID has contr ibuted $195 million in support. of two
plants. The total cost of the two projects is estimated at $450
million. International banks, a consortium of Egyptian Banks, the
GOE, and sales of stock are to provide the remaining $255 million.

AID granted $100 million to the Government of Egypt (-GOE) for tl:le
Suez Cement Plant. Under a subloan agreement, sec is required to
repay to the GOE the local currency (LE) equivalent of $64.9
million. Of the remaining $35.1 million, the GOE distributed
$29.3 million to SCC for training, equipment:, escalation costs,
and foreign exchange needs. The GOE also subgranted $5.8 million
to the Egyptian Electric Authority for high tension cable
construction and power.

AID loaned $95 million to the GOE for the Quattamia Cement Plant.
Of this amount, the GOE reloaned $58.5 million to sec repayable
in local currency. The GOE subgranted the remaining $36.5 million
to SCC.

SCC has borrowed $30 million from the "International Finance
Corporation (IFC) and SFr 32.1 million ($19.6 million) . from the
Union Bank of Switzerland (UB5). SCC has also borrowed LE 106
million ($127.7 million) from a consortium of Egyptian banks.
Coupled with the $123.4 million borrowed from the GOE, the dollar
value of SCC's loans totals $300.7 million.

Objectives, Scope and Methodology

We audited the AID-financed Suez Cement P1ant and Quattamia
Cement Plant projects to determine whether or not financial,
program and management responsibilities were implemented
efficj.ently, effectively and economically. Our audit covered
activities of the projects from September 1, 1978 through

'0 September 30, 1983. This audit r'eport does not cover cement
pricing, divestiture of stock or· the viabi1ity of SCC. These
components are currently under review. The audit was made in
accordance with the Comptroller General's Standards for Audit of
Governmental Organizations, Programs, Activities and Functions~
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Audit Findings~Conclusionsand Recommendations

The Suez Cement Plant was scheduled to begin operations in 1980~

but production of cement had not yet started. Mator causes of
delay were equipmen"t failures resulting in less than guaranteed
levels of performance. For the Suez plant SCC incurs interest
charges and start-up costs" of $1 million eaCh month. These costs
now exceed $42 million. We recommend that USAID/Egypt arrange for
correction of deficiencies so that cement can be produced and
sold. Also USAID/E needs to ensure that environmental protection
equipment is activated. (See page 10.)

The Qu~ttamia Cement Plant construction was also behind schedule.
Slippage was caused by delays in awarding production equipment
and construction contracts, peor contractor performance, a~d

equipment damage from fire and rats. SCC has incurred $29 million
of· interest and start-up costs on the Quattamia project.
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BACKGROUND

On July 31, 1976, AID granted the GOE $90 million (Grant No.
263-0012) to finance the design and erection of a Portland Cement
Plant capable of producing one million tons of cement annually.
On September 28, 1980,AID'aaded $10 million to the grant raising
AID's contribution to $100 million. The plant site is located in
the desert, about 80 miles south-east of Cairo near the city of
Suez on the' Red Sea. Total cost of the Suez Cement Plant is
estimated at $254 million. .

On September 28, 1978, AID loaned the GOE $95 million (Loan
263-K-05l/Project 263-0052) to finance the design and erection of
another Portland Cement Plant capable of producing 1. 4 milli<;m
tons of cement per year. This plant site is located in Quattamia,
a desert area being reclaimed by industry, about 25 miles
south-east of Cairo. Total cost of "the Quattamia plant is
estimated at $196 million.

The stated purpose of the AID projects is to provide Egypt with
new cement plants to .supply a portion of its projected cement
requirements. By increas ing the productive capacity of the cement
industry, Egypt should save valuable foreign exchange used to
import cement.

The two projects are being implemented by the Suez Cement Company
at an estimated' cost of $450 million. International banks, a
consortium of Egyptian banks, the GOE, and sales of stock are to
provide $255 million. The AID contribution covers the remaining
$195 million as follows:

Re-loan{s) to SCC
Subgrant{s) to see
Subgrant to EEA 1/

Total AID Contribution

SUEZ
(MILLIONS)

$ 64.9
29.3
5.8

$100.0
----------

QUATTAMIA
(MILLIONS)

$58.5
36.5

$95.0

1/ T~' GOE-owned Egyptian Electric Author.ity received
million to construct a transmission line ,. substation
peripherals necessary to electrify the Suez plant.
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In addition to AID financing, sec has obtained foreign exchange
loans from the Internat.ional Finance Corporation ($30 million)
and the Union Bank of Switzerland (SFr 32.1 million or $19.6
million). SCC has also borrowed local currency ofLEl06 million
($128 million) from a consortium of local banks (Bank of
Alexandria l Egyptian National Bank, Bank Misr and Banque d~
Caire) •

The $100 million AID contribution to the GOE for the Suez Cement
Plant project is a gr ant. Under the terms of the $95 million
Quattamia Cement Plant loan, the GOE is to repay to AID interest

. at a' rate of two percent a year dur ing the first 10 years. For
the next 30 years the GOE will repay principal and interest at a
rate of three percent in 61 equal semiannual installments. ,
According to the re-loan agreements, sce will repay the GOE $-64.9
million and $58.5 million in local currency. For the· $64.9
million Suez Cement Plant re-loan l SCC will repay the GOE

.principal and interest in 30 semi-annual installments beginning
April 23, 1986. SCC will make .21 semi-annual installments' of
principal and interest to the GOE for the $58.5 million Quattamia
Cement Plant re-loan. The first payment is due on December 15,
1986. Exhibit A contains the SCC loan repayment schedules.

The status of AID funding as of September 30, 1983 was:
"

Project Obligated Committed Expended Batanc£ 1/
(ODDs) (OOOs) (OOOs) (OOOs)

Suez Cement Plant $lOOlOOO $ 99,580 $ 98,922 $ 658
Quattamia Cement

Plant $ 95,000 $ 93,391 $ 70,822 . $22,569
$195,000 $192,971 $169,744 $23,227

======= ------- -_._---- ------------- ------- ------

1/ Difference between committed and expended.

The Suez Cement Company (SeC) was established in 1977 as a joint
stock company. It is the only private sector' cement company in

. Egypt, and is the implementing entity for both Suez and Quattamia
pl,ant /p'rojects.The company is chartered under the GOE Investment
Law No. 43 of 1974 called "Concerning the Investment of Arab and

-Foreign Funds and the Free Zones." Law 43 provides incentives for
foreign investment in the establishment of certain types of
private enterprise c6mpanies in Egypt. The English translation of
Article Nine of 'Law 43 states that "Companies enjoying the
provisions of this law shall be deemed to belong to the private
sector of the economy, irrespective of the legal nature of the
indigenous capital participating therein. Legislation,
regulation, and statutes applicable to the pUblic sector of the
economy shall not apply to said companies."
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This is the third audit of the Suez Cement Company. Two previous
Regional Inspector General for Audit/Cairo (RIG/A/Cairo) audit
reports covered implementation of the Suez Cement Plant under AID
Project No. 263-0014. These reports are: .

No. 6-263-82-2, An Audit of the Suez Cement Company
Project No. 263-0012, dated November 29, 1981.

No. 6~263-82-9, Addendum to Audit Report 6-263-82-~
dated November 29, 1981, "An Audit of the Suez Cement.
Company" Project No. 263-00'12, dated August 30, 1982.

All audit recommendations contained in Report No. 6-263-82~2 were
closed. There were no recommendations in Audit Report No.
6-263-82-9. This audit is our first ~eview of the Quattamia
Cement Plant Project No. 263-0052 (Loan No. 263-K-05l).
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OBJECTIVES, SCOPE AND METHODOLOGY

Our audit was made during the period September 1983 through
January 1984 to determine if' the projects were implemented
eft iciently, effectively and economically. Specific audit work
covered: the construction - of t.he two cement plants; the USAID
monitoring of project activities; follow-up on implementation of
prior IG audit recommendations; and an analysis of
project-disbursements to determine compliance with applicable
laws and regulat ions. The audit covered the activities of the
Suez Cement Plant project from April 1, 1981 (prior audit
cut-off) through September 30, 1983. We also covered the
activities of the Quattamia Cement Plant project from inception
on September 1, 1978 thiough September 30, 1983.

This report. does not cover SCC corporate management, financial
status and company viability; or GOE policy on cement pricing and
actions to dispose of stock owned by the public sector. These
aspects of the projects are currently ~nder review.

Discussions were held with: USAID/E project,- policy and legal
offices; SCC's Chairman, Legal Officer, and Financial Officer;
the Resident and Commercial Managers of Polysius Services
Limited; a Manager of the Egyptian Cement Office; the Director
General for American Economic Cooperation of the Ministry of
Investment and International Cooperation; and plant management
staff and consultants.

Construction and equipment supply contracts with major vendors
were fixed price. Also, financial records for the A&E
cost-reimbursed dollar contracts were maintained in the u.S.
Accordingly, the audit did not cover a review of their vouchers
and internal control systems. However, we reviewed the internal
controls of SCC. Our audit was made in accordance with the
Comptroller General's Standards for Audit of Governmental
Organizations, programs, Activities, and Functions.
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AUDIT FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

CONSTRUCTION OF CEMENT PLANTS BEHIND SCHEDULE

The Suez Cement plant was originally scheduled for completion by
March 1980, but SCC rescheduled the completion date to September
1983. The Quat;:.tamia plant was scheduled for completion by May
1982, but SCC revised the completion date to December 1984. Major
causes for delays in completing the plants are problems with
civil and erection works, equipment failures and output
performance. For the two plants, SCC incurs interest charges and
start-up costs of three million dollars each month. These costs
for the Suez cement plant at September 30, 1983 were $42 million.
Additional costs for the Quattamia cement plant were $29 million.
To date, the company has capitalized some $71 million which will
have to be recovered as a cost of production when the plants
begin to operate.

Construction delays have defeated the purpose of. the projects.
The stated purpose of the two projects is to provide Egypt with
new cement plants to supply· a portion of its proj'cctedcement
requirements. By increasing the production capacity of the cement
industry, Egypt could save valuable foreign exchange used to
import cement. During the 1981/82 fiscal year, Egypt imported 4.3
million tons of cement to satisfy a total requirement of 7.9
million tons. Had the Suez and Quattamiaplants been onstream a~

originally scheduled, Egypt's import requirement could have been
reduced by over 1.1 million tons. Even at the current, depressed
price of $36 per ton, Egypt would have realized foreign exchange
savings of about $19 million. {$39. 6 million less $20.6 million
fuel and other foreign exchange costs of production.) At full·
production over a year, the 2.4 million tons of cement produced
by the two plants would save Egypt $41.8 million of foreign
exchange.

Suez Cement Plant Start-Up Delayed

Construction and commissioning of the Suez Cement plant for
commercial production requires continuous close monitoring by
USAID/E. The plant was originally scheduled for completion in
March /i980. Egypt's President l'1ubarak inaugurated the Suez Cement

_Plant and fired the' kiln on April 20, 1983. However, major
equipment failures and operational problems after plant
inauguration continued' to delaycomrnercial production. These
problems need to be resolved before production can start.
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Civil works

In November 1977, SCC contracted with· the Nasr General Con
tracting Company for site preparation, construction of access
roads, .field offices, and site protection (Phase I Civ i1 .Works) •
The work was originally scheduled for completion by July 1978. In
July 1979, the contractor 'walked-off the job leaving about five
percent of the TNork incompletE~. The contractor did not supply
adequate personnel and equipment to complete his \'lork.

In April 1978, SCC contracted with Arab Contractors for plant
civil construction (Phase II) • Civil· work was originally
scheduled for completion by March 1980, but was not completed
until 1983. This delay occurred because the contractor did not
staff the project vlithskil.led labor, there ,vas no incentive to
meet work schedules, and the contract set no penalties for
non-performance. Work on a major plant structure was stopped on
bolO occasions because construction 'faiJ-ed to meet design
specifications. Work was further delayed because the limestone·
storage buildi.ng collapsed, and five fires were reported at the
construction site.

Erection works

Despi te the U. S. A&E consultant I s recommendation that the
contractor be disqualified, SCC awarded a plant erection contract
to Erection and Industrial Services (ERISCOM) in December 1978.,
As pointed out in our prior audit report (No. 6-263-82-9) the
contractor I s ability to perform was so limited that other firms
on the job had to read plant and equipment drawings for ERISCOM
personnel. By mid-1981 SCC was forc;::ed to mobilize about 300
personnel and rent equipment costing about I.E 7,000 daily to
complete plant erection work because ERISCOM could not do the job.

~o~tractor disEutes

On October 11, 1977, SCC and the u.s. Fuller Company entered into
a contract for the design and supply of machinery and equipment
for the Suez Cement Plant. The Fuller Company also supplied
erection supervision services. Because of the plant's remote
location and lacl~ of adequate facilities r Fuller personnel did
not 'live at the plant site, preferring to commute daily from
Cairo. They T,'1Orked straight hours vlithoutlunch and sec
complained that Fuller personnel would not work a requested t.hree
hours overtime daily. As a result Fuller personnel were not
always on site to supervise erection of equipment.

In April 1983 sec issued a letter to Fuller Company stating that
plant equipment erection was complete for the major cement
production components • According to the contract,' Fuller had a
first test period of three months from the date of erection
completion to attain guaranteed levels of: plant performance. If.
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guaranteed levels \vere not .reached i.n that time, Fuller had a
grace period of another two months; and, if foreign replacement
parts were needed, an additional four~month period was granted to
reach guaranteed plant performance levels. With the combined
nine-month leewaYf t:he plant should have been in full production
by Ja.nuary 1984.

While SCC' worked on the erection of storage and packing areas,
Fuller commissioning staff attempted to reach specified
performance levels· and commission the plant. Plant commissioning
occurs when the supplier transfer.s the plant to the buyer in
accordance with the terms, specifications and guarantees included
in the contract. At commissioning, penalt:ies called liquidated
damages, are assessed in the event the plant does not perform in
accordance with agreed upon specifications and guarantees.

Fuller disputed that plant equipment erection had been completed
in April as claimed by SCC. Fuller also complained about poorly
qualified sec personnel at the site which, in Fullerls opinion,
contributed to further delays of adjusting and modifying the
plant equipment. Fuller issued more than 45 complaint letters. to
SCC during April and May. On June 6, 1983 top officials of SCC
and Fuller met to resolve contract disputes. They agreed that the
lack of confidence by both parties was not acceptable and that
communications· needed to be improved. As a result, SCC and Fuller
shift leaders were required to meet daily and to maintain a
general log book to document and coordinate work. Fuller and sec
agreed on August 30 f 1983 that September 1, 1983 rather than
April 1983 would be considered the completion date for all
erection works. A 90-day commissioning period following September
1, 1983 was· agreed upon through a contract amendment. Both
parties agreed that if more than 90 days were needed, Fuller
would bear the cost of equipment and labor for ensuing plant
modifications. Liquidated damages would be negotiated when the
plant was commissioned. Irrespective of disagreements over who
was responsible and debate over the date of completion 'of
construction, at the time of our audit, the Suez Cement Plant had
not reached the guaranteed level of production due to a.
succession of equipment failures.

Equ{pment failures

"'During the June 6, 1983 meeting, Ftlller personnel confirmed that
Fuller-supplied piping created a liquistat. (moisture) problem in

. the raw mill. The raw mill is a major plant component. It
receives limestone and clay from the plant storage facility,
crushes the mixture powder-fine, and delivers this raw "meal~ to
storage silos for subsequent injection into the kiln complex.
Fuller agreed to replace pipe fittings to eliminate the problem.
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There was another problem with the Fuller designed raw mill.
Pumps were to move raw meal at a rate of 300 tons an hour. They
did not. As a result, the plant \<las producing at less than the
guaranteed rate.

At the June 6, 1983 meeting f Fuller proposed another type pump of
its own design~ but sec rejected the proposed replacement because
the pumps \<lere nevv, untested and still in the' experimental stage.
Fuller then agreed to continue adjustments on the original pumps
in place until the specified rate was reached.

At each test of plant performance, overheating blocked the flow
of raw meal into the kiln and the flO\'1 of clinJ{er out of the
kiln. Each shut down required several days for the kiln to cool.
Cooling caused sections of the refractory in the kiln and
pre-heater to· crack and deteriorate. After each shut~ dO\\fn, an
additional four or five days were required to replace sections of
the refractory.

During our November 14, 1983 visit to the Suez Cement plant, we
noted that the plant site was clean, orderly and secure--a vast
improvement in cond i t ions observed dur ing pr ior audits '. \'Je saw
about 17 Fuller commissioning personnel at the pla11t, the kiln
\vas fired, and the plant was producing clinker. Clinker is the
result of fusing limestone and clay under extremely high

. temperature • When clinker is mixed with gypsum and crush(~d, t.he
finished product is cement. Plant officials told us:

- The kiln had been shut down 10 tim~s since it
was first fired in April 1983.

- The raw mill pumps had not performed up to
the 300 tons an hour specification.
Subsequent to the audit, SCC and Fuller
agreed to install the experimental Fuller
pumps rated to move raw material at 350 tons
an hour.

- Two belt conveyors, about four miles long r

were used to transport limestone and clay
// from quarries to the production area. Many of

the thousands of cylinders (idlers) that
support the belts had cr~cked and needed
replacement.
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- A bucket conveyor for transfer of clinker
from the kiln to storage silos had jammed
result.ing in exte"nsive damage to the system.·
Plant "officials told us that this hao.
occurred several times shutting down the
entire transfer system. They believed the
cause was faulty design. On the day of our
site visit trucks from the quarries were
being used to move clinker to open storage.

- Particulates at a rate of 300 tons daily were
being discharged from the .plant smo!(c stack
because electrostatic precipitators (emission
~ontrol devices) were not yet activated. The
precipitators not only control pollution but
also recyle particulates into production.
Subsequent to our· audit, the consultant A&E
reported that the insulators for the
electrosta~ic precipitators had been
replaced, but the electr ical transformer was
off-site for repair.

On January 18i' 1984 the USAID/E project officer report.ed that the
water supply was still a concern because installation of· awat:er
pipeline from Suez City to the plant was behind schedule and may
not be completed until mid-1985.,l/

Pending completion of the pipeline, sec installed a desalination
unit to treat undergl:ound bLackish \'later found near the plant.
site.

Management Comments

USAID!E responded to our draft audit 'report on Apr il 30, 1984 ~
USIUD/E pointed out that specific technical problems cited in our
report had been, or were being, resolved. They said that about
70,000 tons of. cement had been produced since President Mubarak
inaugurated the plant in April 19830 (This equat.es to about. 21
days production of design capacity of 1 million tons per year.)

1/ This pipeline· is being financed by 1I.ID under Canal Cities
Water and SeweJ:age project No. 263-0048. An audit of Project No.
263-0048 is underway ~ This audit \'1ill include an assessment of
the water pipeline const;:uction. Therefore, \ve have not made a
recommendation on the water pipeline in this report.
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H.R. Ferguson, the u.s. A&E consultant for the project, reported
that some of the technical problems were under invest.igation,
some needed repairs \>lere underway, and an issue of spare parts
replacement. for the conveyor cylinders/idlers was being
negotiated.

Conclusions and Recommendations__-< K ••_. ...:-.... ,._

At the close of our audit, the Suez Cement Plant had not operated
as unit and performance had failed to meet specifieations~

Equipment failures had delayed commissioning of the planto
USAID/E needs to monitor correction of plant deficiencies and the
activation of emission control devices. SCC and Fuller
commissioning. personnel must make a concert:ed effort to get this
plant in operation.

Recommendation No. 1
USAID7E arral1ge for" the Suez Cement
Company and the Fuller Corporation
to correct the deficiencies blocking
the commissioning of the Suez Cement
Plant, and ensure an adequate
inventory of spare parts.

Recommendation No~ 2
USAfD/E arrange---for AID-financed
emission control devices
(electrostatic precipators) to be
repaired, installed and activated at·
the Suez Cement Plant •

.Q~attami(i Cement Plant: COInF..1etion Schedule Needs Revision

'I'he QlJattamia Cement plant "\'10.8 not completed in May 1982 as
originally scheduled. The scheduled completion date has been s~t

back two times; first to April 1984, and then to Decembet 1984.
Hajor causes for slippage were a two-year delay in awarding
contracts for the procurement of production equipment and for

·civil construction and erection works, poor performance by civil
. and .cr.eetion works contractors,· a fire at the plant site; <"nd

damage' to equipment already installed. Because of these con
_tinuing problems, both the U.S. A&E consultant and the u.s.
supplier have now concluded that the plant will not be completed
by December 1984.

Until 1983, work progressed on schedule t and the targeted
completion date of April 1984 seemed a real possibility. But, by
LTuly 1, 198 J the project \'las 106 days behind schedule. rrhe U. S.
A&E consultant reported in P"ugust 1983· that the completion date
of Apr il 1984 \vas lost. VJork cant inued to· slip, and by Oct.ober
1983 the project was 213 days behind schedule.
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At the time of audit, the u.s.
1985 completion date, ,,,,hile· the
completion date was probable.

consultant predicted a Februa:ry
u.s. supplier said that a 1986

The contractors involved in the project are:··
A Consortium for civil constru6tion and
erection works headed by Arab Contractors
with Polysius Services Corporation as
consultants to Arab Contractors, and Tarmac.

- Polysius Services Corporation for the supply
of cement production line equipment and
plant commissioning.

- H.K. Ferguson~

manager ial ano
to SCC •

International (HKFI) for
technical advisory services

.,. NaSI Gener al Cant]: acting Company (NGCC) for
services regarding SCC field offices.

~ Arab Swiss Engineering Consultants (ASEC)
Eor engineering erection works, and
mechanical and electrical instrument
services.

- Arab Consulting Engineers (ACE) for civil
design and supervision of civil works.

pel~ys in signing contra~~s

The USAID/EDirector signed the AID project paper on September 1,
1978. At that time, the scheduled completion date for the plant
vlBS May .1982 •. But the contracts with Polysius for the supply of
productionequiprnent and with the Consortium for civil construc
tion and erection works were both signed almost bm and a half
years later on February 4 f 1981. More than half of the planr:,ed
four year implementation per iod ·elapsed before major contracts
were signed. The period of performance·contained in the polysius
contract was 42 months from the date of contract si9nature~ sec
set t:h~, revised completicn date for April 1984.

/

Consortium ~rformance ~n civi~~d er~Etio~ works

Statistics provided by the u.s. consultant (HKF'I) showed that the
avera.ge progress (perc:entage-of-compl'2tion) by the Consortium on
erection vlOrks\vas 2.48 percent a month from September 1982 to
September 1983 or less than half the ·expected rate of progress.
In October 1983 civil works were 86.7 percent complete and
erection v-!arks ",Jere 36.6 percent complete.
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On November 7 v 1983 the u.s. suppliet (polysius) charged that the
Consortimn J s slow performance on erection works was due t.O
shortages of gualif ied ",'orkers and hand tools, idle time due to
the lacl~ of o"rganization, and lack of cooperation betwet~n the
erection force and supplier erection lT1anagernent~ Also,. t.he
Consorti.um overstated the daily workforce. TheConsortiurn
reported an average daily workforce of 1,418 workers during
Oct.ober 1983. But the u.s .. consultant confirmed only 569; only
forty percent of the number claimed. Nonetheless, progress on
erection works during October 1983 \'ras 4.4 percent, 2 points
abovp the monthly average of 2.48 perc~nt.

On November 7, 1983, HKl"I used a straight average method, based
on October 1983 performance, to demonstrate to sec and the
Consortium that erection vlOrk \vould not be completed until
February 1985. (HKFI' s straight average calculation was based on
4.4. percentage of completion rate achieved in October 1983, They
did not use t.he 2.48 mot1thly percentage'-of-completion rate that
\<7as achieved for the 12 month per iod ended September 1983. Using
the more realistic trend of 2.48 percent, it would take twice as
long to complete the plant~ i.e., sometime in 1986.)

The U.S. supplier (Polysius) said th&t based on past performance;
construction V.lQuld be completed by the end of 1986. Our 'vis it to
the plant site in November 1983 confirmed this pessimistic view.
The control room building was a skeleton structure. The Polysius
manager told us that if the control room building "vere to. be
completed by March 1984, it would then take Polysius anoth~r year
t.o install the 18,000 cables an!} connect.ions needed to install
the computerized control room equipment. The control room is the
nerve center of the plant: wit.hout \vhich, the plant can not
function.

Fire at construction site

On August 9, 1983 a fire was discovered in the wooden form
mater ial used for construct~ion of the third "level of the raw
mill, a major component of the plant. The fire burned for several
hours, destroying all of the concrete form material and damaging
rebar. On August 25, 1983 the Consortium reported that three
month?/were required to repair the damage. The raw mill is on the
critical path for plant construction, thus the entire project.
completion would also be delayed three months. (HKFI e'stimated
t.ha t 1. 8 months rather than 3 months \\'ould be requiredto.preJ;?air
the damage.) -
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Equipment da~~

Rats had chewed through the insulation on heavy electrical cables
at the limestone . ~nd clay storage facilities (Se~figure 1).
Polys ius officials also showed us a'chcuit breaker damag,~d hy
the rat.s; the exposed copper vlir ing rendered the unit useless.
The full extent· of damage had not been assessed. Polysius
officials said that SCC was seeking high frequency sound devices
to rid the site or rats.

Construction schedules

"The Consortium refused to sign contract addenda that would
re~uire it to complete tasks within a specified timeframe. As is
common yd. th most local contracting F targets and benchmarks are
not inc luded in contr acts or in construction schedules, local
contractors therefore better avoid blame and penalty for.
nonperformance.

In the draft report, we recommended that USAID/E arrange for sec
a.nd the va.rious construct.ion and erection trades to est.ablish ('[
ne'd, realistic schedule for plant completion' th3.t inclll0.pd
cons·truction and erection pr ior i ties and "that clearly delegated
plant management and construction responsibilities. US1HD/E \'7as
reluctant to act on the recommendation. They said that the
Consortium updates its construction schedule on a regular monthly
basis. "

Our revievl of the schedule shows that there are several target
dates for plant completion. The schedule slides, that is, if
construction slips a month, the Consortium merely ext.ends the
project completion date by a month.

Man~e~ent Comments

USAID/E did not agree with the opinions of experts cited in this
report concerning the projected finish date.' However, USAID/E
agreed that an early start-up date will require detailed plannirig
and adequate manning of the job by the Consortium, and rigorous
follow-up by the consultant, SCC and AID.

/
/
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FIGURE 1

RAT DAMAGE TO INSULATION OF ELECTRICAL CABLES

Rats have chewed through heavily insulated electrical cables such as the
segment shown below. The exposed wiring will short-circuit the system
used to transfer limestone and clay from storage to conveyors. The infil
tration of rats occurred subsequent to erection completion. At the time
of audit, the cost of damages had not been assessed.

Source: Polys ius Services Corporation

Date November 27, 1983
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Conclusions..__.~_ ..-------
The Quat.tamia plant v.-a5 'or ig inal1y scheduled for completion in
May 1982. The ·target \\'as not met. The revised completion dat.e of
Apr i1 1984 also was not met f and experts predict. that t.he thi.rd
revised completion date of December 1984 will not be met.
Participants in the project are reluctant to establish a.. firm,
realist.i.e target date for plant completion. They are content to
use a sliding schedule that merely extends project completion by
the amount of construction and erection slippage. We have,
therefore, deleted our recommendation in this regard. We believe
that the plant will not be producing cement before the thi.rd
quarter of 1985.

The st.ated purpose of t.he Suez and Quat.tamia projects has not
been achieved. sec has yet to contribute toward reducing Egypt1s
cement imports. Egypt continues to spend. millions in valuable
foreign exchange used to import cement. Moreover t sec has t.o date
capitalized some . $71 million of interest and start-up
ex-pendit.ures that will increa.se see~:; production cost vlhen the
plants go into operation. The impact of these deferred costs may
price sec out of the cement market; and prevent. the company from
becoming a viable, private-sectol concern.

- 15 ~.



COMPLIl-iNCE AND INTERNAL CONTROlJ

GOE complictnce vii t.b. rand USAID/E enforcement of f conditions
precedent and covenants on cement pricing and on disposal of sec
s·tock ovmed by the public sector are currently under revie\'l. We
found nothing in our tests in other areas of GOE, see and USAID/E
operations to indicate non-compliance with applicable laws and
regulations. .

Internal Control

SCC internal controls, in general, were appropriate and were
operating effectively. However, as discussed on page 13. of t.his {
report, impl~oved see management cont.rols were needed over J

construction and erection work of the Consortium. ControlsovGr
the wode of the Consortium can be improved by establi:::~hing c.
construction schedule that includes targets, benchmarks, a' firm
date for project completion, and that clearly delegates plE1.l1t
management and construction responsibilities.

Internal controls of vendors ,vere not tested because contracts
were fixed-price, or vendor records were not located in Egypt.

- 16 -
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THE SUEZ CEMENT COM?ANY
LOAN REPAYMENT SCHEDuLES

EXPRESSED IN LOCAL CURRENCY (LE)
(OOO's)

EXHIBIT A

Page 1 of 2

Payments due
within"(Mo/Yr) Int. Prin.

(2) (3)
Int. Prin.

(4) -

Int. Prin.
(5)

Int. Prin.
(6)

Int. Prin.
(7)

Int. Prin.
TOTAL

1- 6, 1983
7 - 12, 1983
1 - 6, 1984
7 - 12, 1984
1 - 6, 1985
7 - 12, 1985
1 - 6, 1536
7 - 12, 1986
1 -, 6, 1987
7 - 12, 1987
1 - 6, 198U
7 - 12, 198G
1 - 6, J.989
7 - 12, 1989
1 - 6, 1990
7 - 12, 1990
1 - 6, 1991
i - 12, 1991
1 - 6, 1992
7 '7" 12,' 1992
1 - 6, 1993
7 - 12, 1993
1 - 6, 1994
i - 12, 1994
1 - 6, 1995
7 - 12, 1995
1 - 6, 1996
7 - 12, 1996

. 1 - 6, 1997
7 - 12, 1997
1 - 6, 1998
7 '7" 12, 1998
1'- 6, 1999
7 - 12, 1999
1 - 6, 2000
7 - 12, 2000

2,400
2,190
1,980
1,800
1,1)20
1,440
1,260
1,080

900
720
540
360
180

2,800
2,800
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400

750
690
630
570
510
450
390
330
270
210
158
105

52

800
800
800
800
800
800
800
8aO
800
700
700
700
700

557
521
486
451
417
382
347
312
278
243
208
174

_139
104

69
35

1,064
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029
1,029

1,575
1,477
1,378
1,280
1,181
1,083

984
886
787
589

, 591
492
394
295
197

96

1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575
1,575

4,352
4,352
3,998
3,645
3,291
2;938
2,611
2,285
1,958
1,632
1,306

979
653
327

5,200
5,200
5,200
5,200
It,800
4,800
4,800
4,800
4,800
4,800
4,800
4,800,
4,800

165
165
164
164
164
188
188

, 187
187
187
612
612
612
612
612

1,200
1,200
1,200
1,200
1,200
2,071
2,071
2,071
2,071
2,071
3,403
3,403
3,403

,3,~f03
3.402

135
185
186
186
186
212
212
2JJ
213
213
688
688
683
688
688

1,350
1,350
1,350
1,350
1,350
2,329
2,329
2,329
2,329
2,329
3,826
3,826
3,826
3,826,

, 3,829

2,394
2,280
2,166

'2,052
1,938
1,824
1,710
1,596
1,/t 82
1,368
1,254
1,140
1,026

912
798
684
570
456
3l;2
228
114

2,282
2,280 '
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280
2,280

, 2,280
2,280

,2,280
2,280
2,280

3,1?0
2,880 '
2,610
2,927
8,578
8,205
7, Gll2
9,311
8,468
7,628
6,821
6,040
5,232
4,426
3,854
3,279
3,131
2,557
1,984
1,736
1,524,
1,998
1,884
1,770
1,656
1,542
2,299 "
2,185
2,071'
2,071
2,071
3,403
3,403
3,403
3,403
3,402,

3,600
3,600
3,200
4,264
5,804

11,004
11,189
13,471
13,470
12,970
12,970
12,996
12,996

9,89i
9,897
9,897

10,372
10,372
5,572
4,543
2,968
3,630
3,630
3,630
3,630
3,630
4,609
4,609
2,329
2,329
2,329
3,826
3,826
3,826
3,326'
3,829



CAPTION:

\

EXHIBIT A

Page 2 of 2

(1) Bnnk of Alexandria - Loan made directly to see to finance local costs for the Suez C~~ent Plant and for sec day-to-day
operations. Thirteen (13) principal repay:nents due from SCC in local currency (LE).

(2) Bank of Alexandria- Interest/overdraft account used by sec as a reserve at the current time. Thirteen (13) principal
repayments due from sec in local currency (LE).

(3) The Union Bank of Switzerland (UBS) - Direct loan to see to finance the foreign exchange costs of electrical equipment
for the Quattamiya Plant from the Swiss supplier, BBe Brown, Boveri & Co., Ltd. Sixteen (16) principal repal~ents due
from sec in effective freely convertible Swiss francs (SFr,).

(4) The International Finance Cornoration (IFC) - Direct loan to sec toward financing the Quattamiya Project re construction,
equipment and provision of working capital for the plant. Sixteen (16) prll1cipal repa)~ents due from sec in dollars ($) .

. (5) BaQk of Alexa~dria - Principal bank of four - bank consortium (Bank Misr, Bank du eaire, Egyptian National Bank, and
Bank of Alexandria). The consortium contributed LE 16 million ea~h (LE 64 million) for the loan in support of the
Quatta:niya Plant. Thirteen (13) principal repayments due from see in local currency (LE). '

(6) GOE Loan to see from USAID/E Grant No. 263-0012 - $64.9 million of AID funds rerayable by sec to GOE in local currency
within 15 years. Local currency repa}~ents calculated by converting each $ disb')1:sement into LE, using official rate of
exchange bet~een $5 and LE in effect on the date of each such disbursement. Balloon interest payments due to loan
rescheduling.

(7) GOE ~eloan to see from USAID/E Loan No. 263-K-OS2 - $58.5 million of AID funds repayable by sec to GOE in local currency
within 15 years. LE repayments to be calculated at the highest rate prevailing and declared for foreign currency in
effect on 9/30/80.



EXHIBIT B
Page 1 of 1
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LIST OF REPORT RECOMMENDATIONS

Recommendation No.1
uSAr"b/ff--arrange for 'the Suez
Cement Company and the Fuller
Corporation to correct the,
deficiencies blocking the
commissioning of the Suez Cement
Plant, and ensure an adequate
inventory of spare parts.

Recommendation No. 2
USl\I6?E'-arrar;9-f~ ---for AID-financed
emission control devices
(electrostatic precipators) to be
repa ired, inst.alled and act iva ted
at the Suez Cement Plant..

APPENDIX I
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LIST OF REPOR'I' RECIPIEN'I'S

Assistant To The Administrator For Management (AA/M)

Assistanthdministrator/Bureau For 'Near East (AA/NE)

Directvr, USAIb/Egypt

Audit Liaison Office (AA/NE)

Office Of Egypt~ ]lffairs (NE/E)

Office Of Financial Management ()\1/J~'lifVl'->.~:';D)

APPENDIX IT

Directorate For Progr~m And Management Services (M/DAA/SER)

Bureau For Program And POlicy Coordination (PPC/PDPR/PDI)

General Counsel (GC)

Office Of Legh,la.tive Affail:s (LEG)

Office Of Public Affairs (OP1\)

Office Of Evaluation (AAA/PPC!E)

Office Of Development Information And Utilization (S&T/DIU)

Office Of International Training (S&T/IT)

Inspector General (IG)

RIG/l\/Dakar
RIG/A/Kara.chi
AAP·"Nevl1 Delhi
RIG/A/Latin America/W
RIG/I->./f1anila
R TG/A /",1 • -b'_ "_ - -_I f\jal ro 1
RIG/A/Washington

Office Of policy, Plans And Programs (IG/PPP)

Executive Management Staff (IG/EMS)

Assistant Inspector General For Investigations
And Inspections (AIG/II/W)

Regional Inspector General For 'Investigations
And Inspections (RIG/II/C)




