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UNITED STATES GOVERNMENT
 

memorandum
 
DATE: Septeber 22, 1986 

REPLYTO 1A 
ATTNOf. Jose Ferri, RIG/A/Cairo 

SUBJECT, Au it Of USAID/Egypt's Assessment Of 

Host Country Contracting Capabilities 

TO% Mr. Frank B. Kimball, Director USAID/Egypt 

This report presents the results of audit of USAID/Egypt's
 
Assessment 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 implemented the requirement that assessments be 
made of the host country's capabilities to carry out the
 
procurement function prior to selecting the most appropriate
contracting mode for implementing projects. 

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

Back ground
 

From 1976 through December 30, 1983, the AID policy 
described in AID Handbook I, Sup. B, Ch.3 gave preference to 
the use 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 is no longer a 
stated Agency preference between AID-direct and host country
contracting, and the most appropriate mode should be used. 

Cons ideratioris of accountability and overall. management
effectiveness are vital in determining the appropriateness
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 assess.tments are required by Handbook 
3, Chap.ter 8, and the Project Officers' Guidebook on Host 
Country Contracting (Handbook 3, Supplement B). 
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The detailed assessment is 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
 
USAID/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 payment 
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 
government; (2) direct assistance to areas where the 
implementi ng agencies needed help; or (3) structure a 
response to 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, improvincg controls over payments and equipment, or 
reconciling the inherent wea knesses of host country 
procurement capabilities with AID's need to protect U.S. 
interests. 

Audit O1 jectives And Scope
 

The Office of the Regional Inspector General For Audit/Cairo
 
inade a compliance audit of USAID/Egypt-'s assessment of host 
country contracting capabilities. The audit objectives were 
to examine USAID/E,gypt's compliance with the requirement 
that: (1) asses:ments of the host country conLt racti ng 
capabilities be made before ass gni cg procurement 
responsii)iI i ties to the host government ; and (2) the 
USAID/Controller 's concu rrence be included in each project 
paper at the time the paper is submitted to AlD/Washington. 

The audit was done in April-.May 1986, and included a review 
of records, reports and Jproje ct papers a t USAID/Egypt 
project offices, and interviews with six project officers. 
The audit covered all active project papers (three) dated 
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after September 30, 1984, totaling 
also included three out of sev
papers still in the design stage. 

$244 
enteen 

million. The audit 
(18 percent) project 

The audit was made in 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 tile 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 project papers included 
recomme ndatiohs to use host country contracting. The other 
paper recommended using the AID-direct contracting mode. 
These recommendations, however, were not based on 
appropriate asse ssments of Government of E-gypt implementing 
agencies capabilities, as required by All) landbook 3. Tile 
audit also di ,closed that one of the three project papers 
did not include the required USAID/ECgypt Controller 
concurrence on tile measures for implementing and financing 
the project. 

The failure to comply with the requirement for appropriate 
written assessments was due mainly to three project 
officers' unfamiliarity with the Handbook requiremiTents. As a 
result, there are the prospects of delays and unnecessary 
risks in USAl D/Egypt's paymont process on these projects. 
oreover, USAID/Egypt did not identify ally wezakniesses in the 

implementing agencies that could benefi t from improved 
manage;;ent pLocedures. The lack of Contro]..cr concurrence in 
one of the project papers appeared to tesult from all 
oversi.ght. 

We recoimmendud that USAID/Egypt once again reemphzisize the 
impot-ance of making assessi;ents alld issue a Miss ion Order, 
or other appropritate official document, to illfotln Mis;ioll 
personnel of the need to comiply wi ll Handbock requirements. 

Discu';Sion - All) "Payi±iLt Veri fication Policy Statements" 
dated Dec ember 30, 1.983, r Cq u i red: (1) a c O111)1: 011e 11S i Ve 
general a:sse .rmenLof methods of i m ,]eme t i rig and Li na nc i rig 
project to be pr esented on a regular basis, and more 
specific a s.'eL..s;me Its to be included in the projcct papers; 
and (2) AlD/Washington Control let concurrunce onl the 
recomaa,,iided manner of implemntiAng and financing projects. 
The Controller's concurrence was to be included in both the 
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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
 
assessments must set forth a realiotic appraisal of the
 
prospective contracting agency's ability to: (a) advertise,
 
award and negotiate contracts; (b) monitor contract
 
implementation; (c) 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 assessment 
during the project design and planning cycle. Further, it is 
with in the context of the project officer's monitoring 
responsibilities, that he/she assesses, or arranges to have 
assessed, the pLocurei.leOt an d contracting capabilities of 
the host counttLy imp] erwnt.ing agency. This assessment is 
essent-io. to deterfmine which coitracting miiode to approve ­
wheeter lost country or direct AID contracting - in 
i.p',lenm; ~nt ng the project, and it shol d be undertaLk en during 
the project develop)melIt staqe. AID Handbook 3 also assig ns 
Mission )Jr] c tovS the respons ibility to assure that the 
projec: dcs i gn r e.;osns bi lity in aass i n s; procur enmnt ! 
manner bust fitting thne particular circuist;ncus, and which 
will reslI t in t he I:Ios t effective i plci nta t ion of 
AID--f ihnanced pr ojct.; 

The thrt.e pioje:i- papers i !mued :;ubsequent to, the September 
30, 1984 ef fec:tive date of i.mplemwon ting the most recent. 
pol icy guidanice in Egypt showed that appr opr ate a::ses:;m ents 
weru not don o, or i f nu:ch assses:;ments \we r:e done, t h'y were 
not a\vailable ini the files. Thpse project; were estimatted to 
cost $2,4 million. 

Project pperC o. 263-0376 entJ tiled: Water/Wa:s; ,walter 
Inst. Lu tit.tol Support", wiLh an entitmat.cd cost of $15 
miil i n, includud a tecou;wmentLion tLht host country 
contractin K)b used. The projvct off icy sta ted that a 
formal a;.s;s."nt had been done o al.l ho';t country 
capabi lit Ps, in';l IInq the cont.na(tniq funcicon, and that 
the ho.st. counl.ry capabi .i t es. ere I uund to be adquLtu. The 
caGUU;ssl2nt Wa:; a o-po'qe docuL'nt indiC lig an eviluation 
was mut, ut conitai ed Ji. t t.JI e ;pecif.ic informilati(on of the 
InLet~hodolojy used to arrive at the conc]us;ionI reachd. Tihe 
Las0e slt',lt. wh.L; .]so liii aJ ring the M; ;sion Di .ector ' approval. 
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Project Paper No. 263-0182 for "Local Development I1, 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 sone sort of assessment was
 
done, but he could not locate the document.
 

Project Paper No. 263-0203 entitled "Child Survival", with
 
an estimated 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
 

early stages of design, and had not progressed to the point
 
that assessei-nts had been made.
 

The USAID/Egypt Controller's certification indicating 
concurre nce witi the proposed method of i mplemon ti ng and 
final(c.Jing was included in two of the project papers, but was 
irissi ng irol the third. The project officer provided no 

reason why the ceryLification was not included in the files. 
lie tlouJit that the Controller had concurred but could not 
locaLe any docunentLaLion. The Controller agreed that it was 
an oversight, a human error, and that it would be avoided in 
the future. 

The riain re son U,-A ID/Egypt wais not fully compl y]ying with the 
policies and requlati ons regarding asses.;m;ient;Ls was project 
of.fier ntllfaiiliarity with What was to be done, and how and 
when d:;eC.Js;Iil ItL; were to 1)e Intd. . Th ree of six project 
oifficeso:; .tated tIhot they were not aware of the requil erent 
to p.r form a wr itton as:s;esmniLt (lurinag the dJl(in stage of 
the project , and to make it available in official project 
files. Project_ officer; and othet Mission personnel need to 
be more aware of AID's policies and rcgulatiuns in this area. 

The , (of as:;u:ning hot. country cont-rac ting capaiities 
Was di :;cuns(d in ;iet.ail in a 1986 USA]I/I;ypt-spunsored 
t.aiili iaj 0j0.ciLtatcourse on 1)loij(*('t iYi on. A ques;t-ionnaire 
for te.coUT:.;o w sa;d(,vcR.1 'rl t Li Jf Us vd corr vctl.y could 
a.;:; is t pi: JeL)J ( o1.1: ice:: n se lecti,ng thle approp iat.e 
cont ract i lg riod'e . Cotl i. vo p"? t ic iaiInt.; , ria i1 y project 
off icei a, yio e x.:posed Lo t. he re'uLlim:reneiit iid mad(! ilware of 
its Jpuot t ance'. A f.i'sion order ,uppi.lem ntin¢J the training 
iiatelial would ole]:1L other pro ject. off.lice s; to tihe need to 
makI:c tl'"' aswe;';sieit!, and ONSL2ut1 thiat a USA] l)/Egypt 
ControlJci(' cL i 1icition wia' ev ry project pap-r.tu Ol 
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Recommendation No.1
 

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

a. 	 an assessment of the host country contracting
 
capabilities is made during the design stage of
 
projects, and is 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 USAI)/Egypt Associate Director, 
Financial Manage;oent Divis'ion (Controller) responded for the 
M'iss ion LhKt this report, because of its lack of overall 

mpacc an.d .imitd scope , shou ld not be publ ished. The 
report wa,; cr it.icized for sampling only three project 
Jp.ers. Also, the As; oci to Director sa id an in-depL.h 
a IE w1 ; r equirc d when the AID-direct mode was.-i ILnot 
reconi.ienood; he indiaL(t:d tLht the audit had overlooked the 
Jnpler:i,!intinlg rai ni. ;try' s proven track record i11 the 
procur. ,,:lt areo'i. 

Office Of. Thie ilnpector G;eneral Conorts - It is imuportant 
to note that this r cport in a follow-up audit of Audit 
Rep~or t N'u. 64-38 issued ;upt e.rrer 28, 196 4. The overa.l 
impact of thi- 4.e:,, report is in terna of avoidinvg future 
procur2hlont, prolir:; in .qyptL. The possible negative effects 
of niot rkilo; tL reqli red ';_t w. deta iled inwere 
Audi L 1iport 84-38. Prior HIG/A/Coi ro audits of UAJD/lyypt 
Irroject :; i.nvoJ.ving tie suon; E yptian ministr ien re.!,n'vn:itle 
for the projects refevred to in this report also have amply 
deI;ioiritlrad the nece-sity for a:;sessiniq procurement 
clpabiJi.io.n before conlmiiLtin.j to the host country mode of 
contractin9. 

Conceri .ll t It( "Ii i1i ted ;co'e" of the dudi t, tho atuldit 
cove. ,-d .d!lI project poi after Sclt(,mber 30, 196,1,poi , ; da2t.ed 
wich i:;s , tt e I1,. po]icy (i] idance las to h)e ap)ljied in 
USA]D/Eypt. Also, t..he comlhent t at an int-depth as es.n nt, 
Wds iot lo('(dod wheni t he AlI)-di tect. conrt 12 ct 1119 lodu is 
I;elect(( in I o, cror. AI]) llon 'books require in-depth 

1':; i.II in all. " to (eLerninc n lOde; cae.5,j w.hich contrancting , 
11; appropriate to 11.;e. 



APPENDIX 1 

REPORT DISTRIBUTION 

No. of Copies 
Mission Director, USAID/Egjpt 10 

Assistant Administrator, Bureau For 

Asia And Near East (ANE) 5
 

1
 

Audit Liaison Office (ANE/DP) 


Office Of Egypt Affairs (ANE/E) 


1 

Assistant Administrator, Bureau 
For External Affairs (XA) 2 

Off ice Of Press Relations (XA/PR) 1 

Office Of Legislative Affairs (LEG) 1
 

Office Of The General Counsel (GC) 1 

Assistant: To Tre A(];inistrator For 
Management (AA/M) 2 

Off ice Of Financial Management (M/FM/ASD) 2 

Senior Assistant Administrator For Bureau 
For Scienice And Technology (SAA/S&T) 1 

Center For Deve.opmeint Inforlm, tion And 
Evaluation (PIC/CDlE) 3 

Office Of Hariagemame t OperaLionls (M/SER/MO) 1 

In.spector General 1 

Deputy I m:.;pector General 1 

Office Of 'ol.icy, Plans And Oversight (lG/PPO) 2 

Office Of Programs Amnd System:ms Audit (IG/PSA) 1 

Office Of Legal Couns";e.l (.G/LC) 1 

ExQCuLive ItlnagcieLt. Staf.f (G I/EMS) 12 

Ausii;t-aLt Inspect or Cnei al For Investigations 
Amid I.nuspe cLimlL; (JC/I]) 1 

Regional l,1poct.or Gemne:al. For InvesntigaLions 
Alndi] umpctionsi/Cairo (RiG/lI/C) 

RIG/A/D,;a r 1 
R I G/A/ i la1I 
R](/A/ho i robi 1 
It I(/A/Si ligaapor 1 
II G/A/Tv'q uc qIiol pl 1 
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