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UNITED STATES GOVERNMENT
memorandum
PATE:  Septepber 22, 1986,
FATINOF: Jose WJ \ﬁm"

Ferrl, RIG/A/Cairo

supsecT:  Audit Of USAID/Egypt's Assessment Of
Host Country Contracting Capabilities

o1 Mr. Frank B. Kimball, Director USAID/Egypt

This report presents the results of audit of USAID/Egypt's
Assessient of Host Country Contracting Capabilities.
Basically, the audit showed that despite the repeated
admonitions of Agency policy directives and Office of the
Inspector General audit reports, USAID/Egypt still has not
effectively implermented the requirement that assessments bhe
made of the host country's capabilities to carry out the
procurenent function prior to selecting the most appropriate
contracting mode for implementing projects.

Plcase advise this office within 30 days of actions planned
or taken to implement the recommendation. We appreciate the
cooperation ecxtended to our staff during the audit,

Background

From 1976 through December 306, 1983, the AID policy
described in AID Handbook 1, Sup. B, Ch.3 gave preference to
the wuse of host country rather than AID-direct contracting
for implementing projects. A  fundamental principle of AID
has been that the countries it assists should undertake the
implementation of their own development programs, rather
than use AID as an agent to do so. There 1is nc¢ longer a
stated Agency prefcerence between AID-direct and host country
contracting, and the most appropriate mode should be used,

Considerations of accountability and overall managenent
effectiveness are vital in determining the appropriatencess
of the mode selected, and the capacity of the host country's
implementing agencies must be assessed as a part of the
planning process., Such asscasments are regquired by Handbook
3, Chapter &, and the Project Officers' Guidebook on Host
Country Contracting {(Handbouok 3, Supplement B).
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The detailed assessment 1s prepared to accompany each
project paper as part of the approval process, This
assessment must be in writing, approved by the Mission
Director, and remain available to record that the decision
to use host country contracting was based on an analysis of
the contracting strengths and weaknesses of the host country
institution. Assessments are a prerequisite for
USAaID/Controller concurrence in the proposed methods of
implementing and financing projects at the time project
papers are submitted to AID/Washington,

Office of the Inspector General Audit Report No. 84-38,
dated September 28, 1984, found that as a result of not
realistically assessing host country contracting
capabilities and addressing recognized problems early in the
relationship. costly project delays were encountered and a
high degree of risk was introduced into AID's paymrent
process. Moreover, without the required assessments,
Missions were not in a position to: (1) know what
impediments to timely project execution existed in the host
governmnent; (2) direct assistance to arcas where the
implementing agencies needed help; or (3) structure a
response Lo overcome or accomodate such problems. Also,
because assessments were not made, no definitive basis
existed for addressing the root causes of the problems of
delays, inproving controls wover payments and equipment, or
reconciling the inhercnt weaknesses of. host country
procurement capabilities with AID's need to protect U.S.
interests,

Audit Objectives And Scope

The Office of the Regional Inspector General JFor Audit/Cairo
made a compliance audit of USAID/Egypt's assessment of host
country contracting capabilities., The audit objectives were
to examine USAILD/FEgypt's compliance with the requirement
that: (1) assessments  of  the host  country conlracting
capabilities bhe made before assigning procurement
responsibilities to the host gqgovernment; and (2) the
Ushib/Controller's concurrence be included in each project
Cpaper at the time the paper is subwmitted to AIb/Washington,

The audit was done in April-May 1986, and included a review
off rccords, reports and project papers at USAID/Egypt
project offices, and interviews with six project officers.,
The audit covercd all active project papers (three) dated



after September 30, 1984, totaling $244 million. The audit
also included three out of seventeen (18 percent) project
papers still in the design stage.

The audit was made 1in accordance with generally accepted
government auditing standards.

Results Of Audit

The audit showed that the USAID/Egypt had not fully complied
with the Handbook requirements in the three project papers
prepared after September 30, 1984 -- the date when the most
recent directive was to be implemented by USAID/Egypt.

Two of three completed projecct papers included
recommendations to use host country contracting. The other
paper recomncnded using the AID-direct contracting mode.
These recommendations, however, were not based on
appropriote assessments of Government of kEgypt implementing
agencies capabilities, as reguired by AID Handbook 3. The
audit also disclosed that one of the three project papers
did not include the required USAID/Eaypt Controller
concurrence on  the measures for implementing and financing
the project,

The failurce to comply with the requirement for appropriate
written assessnents was due mainly to three project
officers' unfamiliarity with the Handbook requircements., As a
result, there are the prospects of delays and unnecessary
risks in USAID/Egypt's payment process on  these projects,
Morecover, USAID/Egypt did not identify any weaknesses in the
implenenting agencies  that could benefit fron improved
managenent.  procedures.  The lack of Controller concurrence in
one of the project papers appeared to tresult from an
oversight,

We rtecomnended  that USAID/Eqypt once again reemphasize the
importance of making assessrents and issue a  Mission Order,
or other appropriate official document, to inform Mission
personnel of the need to comply with Handbock requirements,

Discussion -  AID  "Payment Verification Policy Statements®
dated Dccember 30, 1983, required: (1) a comprehensive
general assessment of methods of  Jmnplementing and  financing
projects  to be presented on a regular basiy, and nmore
specific asscssments to be included in the project papers;
and (2) Alb/Washington Controller concurrence on the
recomaruded  manner  of  implementing and {inancing projects,
The Controller's concurrence was to be included in  both the



general assessment and the more specific project paper
assessments requiring AID/Washington review, This authority
was redelegated to USAID Mission Controllers effective March
31, 1984,

The policy further explained that when host country
contracting is proposed as a means of implementation, the
acsessments must set forth a realictic appraisal of the
prospective contracting agency's ability to: (a) advertise,
award and negotiate contracts; (b) monitor contract
implementation; (¢} examine invoices; and (d) audit
contractor records and reports.

AID Handbook 3 states that to determine the capacity of a
host country to effectively assume specific implementation
functions, such as contracting, requires careful assessnent
during the project design and planning cycle. Further, 1t 1is
within the context of the project officer's monitoring
responsibilitics, that he/she assesses, or  arranges to  have
assessced,  the procurciaent and contracting capabilities of
the host country implerenting agency. This  assessient 1S
essential  to determine which contracting mode Lo approve -
vhether host  country or direct AID contracting - in
irplencnting  the project, and it should be undertaken during
the project development stage. AID  Handbook 3 also  assigns
Kission Dircctors the responsibility to assure that the

project design assigns procurcernent  resvoncibility inoa
manner best fitting the particular circunstances, and  wvhich
will result in the most ceffective anplementation  of

AID-finunced projuects,

The three project papers icsued subsequent to  the  Septembeor
30, 1984 effcctive datce of dmpleienting the most recent
policy guidance in Eqypl shoved that appropriate  assceasments
vere nolt  done, or if such asscessments were done, they wvere
not ava:lable in tne files. These projects were  cestimated  to
cost $244 million,

Project Papet Ho, 263-0170 ocentitled: "Water/Mastoewvalor
Instilutional Support®, with an cotinated cost of $15

milliun, included a recoumnmendat.ion that host country
contracting be  voed,  The project  officer stated that a
fornal assescwent  had  been done  of all host country

capabilitics, inciuding the contracting function, and that
the host country capabilitics vere found to be  adequate,  The
assessiont was @ one-poge docunrent indicaling an evaluation
was made, but containced little specific information of the
methodology  uwsed to arrive at the conclusion reached, The
assceosuent. was also missing the Miosion bDivector's approval,


http:pecif.ic
http:counl.ry
http:entitmat.cd

Project Paper No. 263-0182 for "Local Development II", with
an estimated cost of $156 million, did not have a formal
assessment. Nevertheless, the project paper included a
recommendation to use the AID-direct contracting mode. The
project officer explained that some sort of assessment was
done, but he could not locate the document,

Project Paper No. 263-0203 entitled "cChild Survival®, with
an estimatced cost of $73 million, had almost the same
situation, In terms of a recommendation, the host country
contracting mode was preferred, but again no written
assessment was done,

Three other project papers were examined but  they were in
carly stages of design, and had not progressed to the point
that asscssments had been nade,

The USAID/Egypt controller's certification indicating
concurrence  with the proposed method of implementing and
financing was included in two of the project papers, but was
missing {rom  the third. The project officer provided no
reason why the cervtification was not included in  the files.
He thought that the cController had concurred but could not
locate any docunentation., The Controller agreed that it was
an oversight, a human error, and that ft would be avoided in
the futurc,

The nain reason USAID/Lgypt was not fully complying with the
policics and requletions regarding  asscusnents was project
officer unfamiliarity with vhat was to be donce, and bhow and
when  assecsnonts  were  to be made, Three of  six project
officers stated that they were not avare of the reoeguitcnent
to perform a written assessient during the design stage of
the project, and to make it available in official project
files. Pproject officers and other NMission personnel need to
be more averce of AIP's policies and regulations in this area.

The jossuc of assessing host country contracting capabilities
vas  discusged in detail inoa 1986 USAID/Egypt--sponsored
training course  on  project  imnplenentation, A questionnaire
for the course was developed  tnat if  used correctly could
assist project olLbicers in sclecting  the appropriate
contracting node, cout s participants, mainly project
officers, vere exposed  to the requirenent and made aware of
its dnporlance, A Kission  order  supplenenting  the  training
matcerial  would alert other project officers to the need to
make  the  assessnents and ensure Lhat a USALD/Egypt
controller's certification wvas on every project paper,



Recommendation No.l

We recommend that USAID/Egypt issue a Mission Order, or
other appropriate document, to recmphasize to project
officers and other Mission perscnnel the need to ensure that:

a., an assessment of the host country contracting
capabilities 1is made during the design st age of
projects, and 1is included in the project paper, or other
official document; and

b. a certification to record concurrence by the USAID/Egypt
Controller of the proposed method of implementing and
financing the project is included in every project paper.

Management Comments - The USAID/Egypt Associate Dircctor,
Financial Managenent Division (Contiroller) responded for the
Mission that this report, because of its  lack of overall
impact. and  linited scope, should not  be published. The
report was criticized for sampling only three project
papers.  Also,  the Associiate  Director said an in-depth
assessieent was not required when  the AID-direct nmode was
recomnended; he indicated that the audit  had overlooked the
inplementing ministry's proven track record in the
procureincnt area,

Office 0f The Incpector  Genreral Connents - It is important
to note Lhat  Lhis report is o follow-up audit of Audit
Report Lo, 64-38  1ssucd  September 28, 1984, The overall
impact of this precent report is in terns of  avoiding future
procurcient  problens  in Eqgypt, The possible negative effceets
of not 1uking the required agscsoments  were  detailed in
Audit  Rejort 84-38. Prior RIG/A/Coiro audits of USAID/Eygypt
projects wnvolving the sane Bgyptian ministrics responsible
for the projects refeired to in this report ¢lso have smply
denonstrated the necessity for assessing procurcment
capabilitics before coumitting to the host  country mnode of
contracting,

Concerning  the "limited scope™ of  the audit, the audit
covered all  project  papers  dated after Sceptenber 30, 1584,
which s vhon the new policy gquidance was  to be applied in
USAID/Fgynt,  Also,  Lhe  comment  that an in-depth ascessnent
vas  not needed  when the  Alb-direct  contracting node  is
selected 16 ia cvror.  AID Handhooks require in-deplh
assessuents  in all caser to delernine which contracting node
is appropriate to wie,
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APPENDIX 1

No. of Copies

Mission Director, USAID/Egypt 10
Assistant Administrator, Bureau For

Asia And Near East (ANE) 5
Office Of Egypt Affairs (ANE/E) 1
Audit Liaison Office (ANE/DP) 1
Assistant Administrator, Bureau

For External Affairs (XA) 2
Office Of Press Relations (XA/PR) 1
Office Of Legislative Affairs (LEG) 1
Office Of The General Counsel (GC) 1
Asslistant To The Aduinistrator For

Management (AA/H) 2
Office Of Financial Management (M/FM/ASD) 2
senior Assistant Administrator For Bureau

For Scicence And Technology (SAA/S&T) 1
center For Developnent Infornmnation and

Evaluation (pPPC/CDIL) 3
Office Of Managcnent Operations (M/SER/MO) 1
Inspector Ceneral 1
beputy Inspector Gencral 1
Office Of rolicy, Plans And Oversight (1G/PPO) 2
Office Of Programs And Systems Audit (1G/PSA) 1
Officc Of Legal counsel (1G/LC) 1
Exccutive Hanagement Staff (1G/1MS) 12
Ausistant Tnspector Cenceral For Investigations

Aid Inspections (JG/11) 1
Reqgional Inspector General For Investigations

And Inspections/Caito (RIG/I1/C) 1
RIG/A/Dakar 1
R1G/A/Nanila 1
RIG/A/Nairobi 1
RIG/A/Singapore 1
RIG/A/Teqgucigalpa 1
RIG/A/Washington 1
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