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EXECUTIVE SUMMARY
 

Started in August 1979, the Alexandria Wastewater System Expansion Project is designed to 
improve public health conditions in Alexandria, Egypt's second largest city and principal 
seaport, b expanding and developing its wastewater collection, treatment, and disposal facilities. 

To achieve these ends, A.I.D. has authorized $328 million in life-of-project funding, of which 
$191 million had been expended as of March 31, 1990. Of this total, $64 million was for 
engineering, $6 million for technical assistance, and $121 million for construction. The 
Government of Egypt's life-of-project contribution is expected to total LE299 million -- the local 
currency equivalent of $115 million -- of which LE103 million had been provided as of 
December 31, 1989. 

Between November 30, 1989 and May 10, 1990 we audited the project in accordance with 
generally accepted government auditing standards (see pages 2 and 3 and Appendix I) and found 
that: 

Local revenues of Alexandria's wastewater utility, the project's implementing agency, are 
insufficient to cover current operating expenses (see page 8). 

The wastewater utility does not separately account for host country contributions (see page 
14). 

Contractor warranties will expire long before project pump stations are fully operational 

(see page 20). 

-- The project committee meets regularly and documents its meetings (see page 23). 

-- The project's first evaluation may be performed in 1991 (see page 24). 
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The report contains four recommend2tions. It also presents our assessment of internal controls 
(see page 29) and reports on USAID/Egypt's compliance with applicable laws and regulations 
(see page 32). 

A draft of this report was provided to Mission officials for comment. In responding to the draft 
report, the Mission indicated it concurred with most findings and recommendations. The 
Mission's entire response is included as Appendix II to this report. 

mbf.eof e Inspector eneral 
Novenibe-29, 1990 
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INTRODUCTION
 

Background 

The Alexandria Wastewater System Expansion (AWW) Project is designed to improve public
health conditions in Alexandria, Egypt's second largest city and principal seaport, by expanding
and upgrading its wastewater collection, treatment, and disposal facilities. Under te project,
USAID/Egypt is financing construction engineering services, system design services, the 
construction of sewerage facilities, and management advisory services to the Alexandria General 
Organization for Sanitary Drainage (AGOSD), Alexandria's wastewater utility. 

Begun in August 1979 with an original project assistance completion date of August 31, 1985,
the AWW project is now scheduled to end on December 31, 1992. As of March 31, 1990,
USAID/Egypt life-of-project authorizations totaled $328 million and expenditures $191 million,
$64 million of which was for engineering, $6 million for technical assistance, and $121 million 
for construction. The Government of Egypt's (GOE's) life-of-project contributions are expected 
to total LE299 million (about $115 million at the rate of exchange in effect when this amount 
was fixed), mostly for construction. 

Except for USAID/Egypt's direct contract with the Wastewater Consultants Group (WWCG),
the project's consultant engineer, whose dollar and Egyptian Pound (LE) costs are funded 
entirely by USAID, the LE expenditures of the major construction contractors are funded by
AGOSD. These contractors include Fischbach-Oman International, which built four pump
stations under the project at a cost of $24.8 million and LE9.2 million; MacLean Grove and 
Company, whose work on sewage tunnels and collectors is nearing completion at an estimated 
cost of $49.6 million and LE12 million; and Fru-Con Construction Company, which is building
the project's East and West Treatment Plants at a projected cost of $94.3 million and LE32.5 
million. 

Two new dollar and LE-funded contracts for the remaining major system components -- tunnel 
undercrossings and sludge treatment facilities -- should be awarded in ear!y 1991. Besides 
contracts funded in part with dollars, AGOSD is also funding several other contracts entirely in 
pounds. These contracts with local companies are primarily for the construction of sewage
tunnels, force mains, and collectors. 
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The AWW project has overcome severe obstacles which, in the past, have severely delayed
construction progress. These obstacles included ineffectual and sometimes uncooperative 
management by AGOSD officials and soil conditions described by geotechnical experts to be 
among the world's most difficult and challenging for construction purposes. 

The 1987 project paper amendment noted significant project implementation problems "due to 
a lack of contract administration and construction management capabilities within [AGOSD]."
These problems included AGOSD's inability to "facilitate a timely.. .review and approval" of 
procurement documents for construction of the East and West Treatment Plants and to obtain 
a suitable site for sludge facilities, which delayed project progress for over two years. Further 
delays occurred in 1985 when AGOSD's renegotiation of a host-country contract with WWCG 
resulted in contractors' work suspensions and partial demobilizations. This crisis ended only
when USAID/Egypt executed a direct contract with WWCG in 1986. More recently, delays by
AGOSD in approving change orders to host country contracts led to the adoption of a new 
procedure to ensure their timely consideration. Under the procedure, a GOE special committee 
considers the change orders if AGOSD does not act on them within four weeks. The special
committee recently approved a change order to fund additional work at the project's East 
Treatment Plant after AGOSD failed to act within the specified time. 

Despite these difficulties, the AWW project is well on the way to its scheduled completion in 
December 1992. Major completed or near-completed system components include pump stations, 
sewage tunnels and collectors (see photos on page 5 and 6), and the East Treatment Plant. 
Work on the West Treatment Plant (see photos on page 7) is well underway, and the plant
should be completed in 1991. Each facility we visited appeared to be well built. We believe 
the photos included in this report illustrate the high quality of workmanship and materials that 
went into the construction of these facilities. Overcoming the many obstacles which have arisen 
and maintaining project momentum over more than a decade are attributable, in our opinion, to 
the laudable perseverance and technical capabilities of USAID/Egypt and WNCG personnel. 

Audit Objectives 

The Office of the Regional Inspector General for Audit/Cairo (RIG/A/C) conducted a 
performance audit of USAID/Egypt's Alexandria Wastewater System Expansion Project in order 
to answer the following audit objectives: 

1. Will AGOSD, the Alexandria wastewater utility, have sufficient revenue to sustain the 
wastewater system when the Alexandria Wastewater Project ends? What can 
USAID/Egypt do to help ensure that the GOE acts on its commitment to raise the 
wastewater tariff to cover the costs of operating and maintaining project-financed 
infrastructure? 

2. How much has the Government of Egypt contributed to the project? Can its contributions 

be verified? 
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3. Is USAID/Egypt taking a reasonable risk by allowing contractor warranties to expire 

months or years before wastewater system pump stations begin full operation? 

4. Does the project committee meet regularly and document its deliberations? 

5. Has USAID/Egypt performed required audits and evaluations of the project? 

In answering these audit objectives, we tested whether USAID/Egypt (1) followed applicable
internal control procedures and (2) complied with certain provisions of laws, regulations, grants,
and contracts. Our tests were sufficient to provide reasonable - but not absolute -- assurance 
of detecting abuse or illegal acts that could significantly affect the audit objectives. However,
because of limited time and resources, we did not continue testing when we found that, for the
items tested, USAID/Egypt, the GOE, or a contractor followed A.I.D. procedures and complied
with legal requirements. Therefore, we limited our conclusions concerning these positive
findings to the items actually tested. When we found problems, we performed additional work: 

to conclusively determine that USAID/Egypt, the GOE, or a contractor was not following 

a procedure or not complying with a legal requirement, 

to identify the cause and effect of the problems, and 

-- to make recommendations to correct the condition and cause of the problems. 

Appendix I contains a complete discussion of the scope and methodology for this audit. 

In conjunction with this audit, we also obtained information on how the presence of several 
improperly constructed tilting buildings near the project's West Treatment Plant, a key project
facility, have affected project implementation. We also reviewed the use of project vehicles by
the project's consultant engineer, the Wastewater Consultants Group (WWCG). We issued 
Information Report No. 6-263-91-01-I on the tilting buildings on November 29, 1990 and 
Memorandum Audit Report No. 6-263-91-02 on WWCG's use of vehicles on November 29, 
1990. 
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New Smouha Pump Station 

Employee Housing, New Smouha Pump Station 
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Sewer Tunnel Construction 
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Construction at West Treatment Plant 

7 Li 



REPORT OF
 
AUDIT FINDINGS
 

Wastewater Tariff: Will AGOSD, the Alexandria wastewater utility, have sufficient revenue 
to sustain the wastewater system when the Alexandria Wastewater Project ends? What can 
USAID/Egypt do to help ensure that the GOE acts on its commitment to raise the 
wastewater tariff to cover the costs of operating and maintaining project-financed 
infrastructure? 

AGOSD has formally agreed to exert its "best efforts" to increase the wastewater tariff in 
Alexandria to cover the costs of operating and maintaining project-funded infrastructure. In this 
regard, the AWW project paper implies that such "best efforts" would result in the tariff 
covering 50 percent of such costs by 1989, and 100 percent at the project's completion in 
December 1992. In 1985, the GOE's Supreme Committee of Policies and Economic Affairs 
authorized the collection of a service charge to defray the cost of operating and maintaining 
wastewater facilities. This charge was established as a surcharge of 10 percent on the existing 
water tariff. The Supreme Committee also issued guidance authorizing Egypt's Governorates 
to adjust the surcharge "gradually to reach 100% of O&M charges at an appropriate time." In 
this regard, the Committee recommended that the Governorates "open special accounts" to 
collect and retain service revenues. 

Although Alexandria's water authority has raised the water tariff annually since 1986, neither 
the Alexandria Governorate nor AGOSD has increased the wastewater surcharge since its 
establishment in 1985. In 1989 less than 20 percent of AGOSD's expenditures were defrayed
by locally generated revenue, the bulk of which was remitted to the GOE treasury. In addition, 
the project's engineering consultant has been asked to estimate the operating costs of project
funded facilities because AGOSD's existing system of accounting does not adequately identify
its costs of operations. Absent a willingness to increase the wastewater tariff to cover the costs 
of operating and maintaining project-funded infrastructure and AGOSD's ability to adequately
identify its own running costs, we question whether the expensive wastewater system A.I.D. is 
financing under the AWW project will be adequately sustained after project completion in 1992. 
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Recommendation No. 1: We recommend that USAID/Egypt: 

1.1 	 in consultation with the Governorate of Alexandria, obtain 
adequate evidence prior to the Alexandria Wastewater System 
Expansion Project's current completion date that local revenues 
collected by the Alexandria General Organization for Sanitary 
Drainage will be sufficient to sustain the wastewater infrastructure 
being financed under the project; and 

1.2 	 defer any additional follow-on investment in Alexandria's 
wastewater system after 1992 until the Alexandria Governorate 
and the Alexandria General Organization for Sanitary Drainage 
provide adequate assurance that the facilities now under 
construction will be sustained following project completion. 

AGOSD Docs Not Generate Enough Revenue 
to Cover Current Expenditures 

AGOSD does not generate enough revenue to cover its current expenditures and may not obtain 
sufficient revenue to sustain the new facilities being built under the AWW project. AGOSD is 
dependent on the GOE for the funds needed to operate and maintain the existing wastewater 
system because it remits virtually all revenues it receives or collects to the GOE treasury. The 
GOE, in turn, approves AGOSD's budgets and allocates funds to cover the utility's expenditures. 

AGOSD has six local revenue sources: sewer connections, emptying septic tanks, administration 
and supervision, penalties, miscellaneous, and the wastewater surcharge, which consists of a 10 
percent surcharge on the potable water tariff. 

We could not obtain reliable data on AGOSD's operations and maintenance (O&M) costs for 
recent GOE fiscal years 1987/88 and 1988/89 during our audit since AGOSD does not regularly 
track its cost of operations. (See below for information on AGOSD's accounting system.) We 
did, however, compare AGOSD's revenues for these years with its expenses for the same years 
as recorded in its budgets for "salaries" and "operating expenses." For fiscal year 1987/88, 
AGOSD generated revenue of LEI,136,106 and expended LE9,959,481. For 1988/89, revenue 
was LE2,175,449 and expenses LE10,968,000. The following table compares AGOSD's 
revenue and expenses for these years. 
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AGOSD Revenue!/ and Operating Expenses 
LE Million
 

12 (100.007.) 

10.968(100.00%) 
9.95910 

6 

4 

(z z.. tz)2.175 (19.83%) 
1.136 

0_j
 
GOE Fiscal Years 1987/88 and 1988/89 

Revenue Expenses 

_/ Does not include GOE allocations. 

AGOSD remits locally generated revenue to the GOE treasury, except ten percent of collected 
wastewater surcharges which it retains for employee salary incentives. The GOE periodically 
allocates funds to AGOSD "as available," which may, as has occurred in the past, be less than 
AGOSD's budget requests. However, the GOE has also provided additional funds for budget 
shortfalls. Thus, AGOSD is totally dependent on the GOE for the funds it needs to operate and 
maintain the wastewater system. 
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The Wastewater Surcharge Could 
Be Increased Now 

An AWW Project Agreement (ProAg) covenant states that "The Grantee. agrees to exert its best 
efforts to increase wastewater tariffs in Alexandria, over time, so as to cover operating and 
maintenance costs of Project-funded infrastructure." In this regard, the project paper states that 
"The Wastewater tariffs will be increased on an annual basis so that the Operations and 
Maintenance expenses are recovered through tariffs..." and implies that the tariffs would be 
increased so as to cover "50% of O&M Expenses by 31 Dec. 1989" and "100% of O&M 
Expenses by 31 Dec. 1992." (emphasis supplied) 

In 1985 the GOE's Supreme Committee of Policies and Economic Affairs, headed by Egypt's
Prime Minister, set the wastewater surcharge at ten percent of the charge for consumed potable 
water. This was the first time the GOE authorized the collection of a service charge to defray 
wastewater O&M costs. The Supreme Committee also planned annual water tariff increases. 
In response, the Alexandria General Water Authority (AGWA) has increased this tariff annually
since 1986. However, the wastewater surcharge of 10 percent has remained unchanged since 
1986. 

Officials of AGOSD and AGWA, which collects the wastewater surcharge, stated they believe 
the Supreme Committee is the only body that can increase the surcharge. However, the 
Committee has already authorized the Governorates to adjust the surcharge "gradually to reach 
100% of O&M charges at an appropriate time." Our analysis of the ProAg covenant and the 
project paper leads us to conclude that such "an appropriate time" would be when A.I.D. 
support is scheduled to end -- December 1992. 

In 1984 USAID/Egypt and GOE representatives signed a Memorandum of Understanding 
(MOU) under which the signatories agreed to improve and strengthen water and wastewater 
services by increasing tariffs and setting up "autonomous local water and wastewater 
organizations, with the authority to retain service revenue for their own operating needs." In 
this regard the Committee recommended "that Authorities and Governorates should respectively 
open special accounts to collect income." The Governorates would retain the collections for 
O&M expenses, and the GOE would furnish any additional revenue needed. Two Governorates 
-- Damietta and Kafr El Sheikh -- have carried out this recommendation. We believe that 
enabling AGOSD to retain locally generated revenues for its operating needs would enhance the 
likelihood that project-funded facilities will be sustained in the future. 
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AGOSD's Accounting System Does Not Provide 
Reliable Information on Its Operating Costs 

The GOE's accounting system, which AGOSD uses, does not identify costs or expenditures by
activity or function. This system, which uses three broad categories -- salaries, operating 
expenses, and capital investments -. to classify expenditures, does not provide reliable 
information on the cost of operating and maintaining the utility's wastewater system. For 
example, AGOSD's "operating expense" budget contains six categories including "Gas, Oil and 
Lubricants." The cost of gasoline or other fuel used to maintain and operate equipment would 
presumably be recorded in this category. However, the accounting records do not specify, for 
example, whether the fuel was used to operate equipment or to operate vehicles driven by 
administrative personnel. 

AGOSD financial officers told us that AGOSD is considering adopting a cost accounting system
which would provide accurate, detailed records of spending for each activity or function. In our 
opinion, AGOSD would benefit by adopting such a system, and we suggest that USAID 
encourage AGOSD to establish one forthwith. 

The AWW project officer recently requested the project's consultant engineer, WWCG, to 
prepare a projected estimate of recurrent cost requirements for facilities being financed under 
the AWW project. The results of WWCG's work will not be available before this report is 
issued. However, we are quite certain that AGOSD does not now generate enough revenue to 
sustain existing wastewater facilities, much less those being financed under the project. 

The AWW project is scheduled to end on December 31, 1992. We are concerned that the 
wastewater surcharge may not be raised in time or to a sufficient level to generate the revenue 
needed to sustain USAID/Egypt's substantial investment in Alexandria's wastewater system. 
Consequently, we believe USAID/Egypt should intercede with the Alexandria Governorate in 
order to have it raise the wastewater surcharge now to meet the Supreme Committee's goal of 
reaching "100% of O&M charges at an appropriate time" and USAID's goal of covering "100% 
of O&M Expenses" by the end of 1992. We also believe USAID/Egypt should ensure that its 
current investment in Alexandria's wastewater infrastructure is self-sustaining before it considers 
any additional investment in the city's wastewater infrastructure following completion of the 
AWW project in 1992. 
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Management Comments and Our-Evaluation 

USAID/Egypt stated that it agrees fully with the sustainability objective of Recommendation No. 
1.1 and believes that it can take the action necessary to close the recommendation. Although
it believes action is possible, the Mission has not specified what that action should or will be. 
Nonetheless, the Mission has included a copy of a recent letter from the GOE in its response,
in which a GOE official has indicated agreement on the need to raise the wastewater tariff "from 
10% to 50% before March 31, 1991." Based on this letter, we consider Recommendation No. 
1.1 resolved. We will close the recommendation when necessary action responsive to the 
recommendation has been taken. 

The Mission also responded that, since it has no present plans to finance any further expansion
of Alexandria's wastewater system, Recommendation No. 1.2 should be withdrawn. 
Nevertheless, since it is possible that the Mission's plans may change to include additional 
financing for Alexandria's wastewater system (as it has several times in the past -- see page 15 
following), we believe the recommendation remains valid. According to the Mission, any future 
decision to provide funding would depend on significant tariff increases, AGOSD's ability to 
sustain current and future facilities, and other concerns. We believe Recommendation No. 1.2 
can be closed when action responsive to Recommendation No. 1.1 has been taken. 
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Host Country Contributions: How much has the Government of Egypt contributed to the 
Alexandria Wastewater Project? Can its contributions be verified? 

The GOE's planned contribution to the AWW project has declined as USAID/Egypt has agreed 
to fund an increasingly greater share of the project's costs. USAID/Egypt, for example, has 
undertaken contracting actions that AGOSD proved unable to perform. The GOE, nevertheless, 
has made a substantial investment in the AWW project. By the end of 1989, AGOSD had paid 
project contractors LE103.5 million (about $39.9 million) as part of its planned LE250.8 million 
(about $96.9 million) cash contribution to the project. Moreover, it had also provided "in-kind" 
items such as land, whose planned life-of-project value is LE48 million (about $18.5 million). 

Although substantial, AGOSD's contributions are difficult to verify. AGOSD does not 
separately account for its cash or in-kind contributions as required by Mission policy or identify 
contractor payments as project activities. USAID/Egypt, moreover, has not adequately identified 
or appraised AGOSD's in-kind contributions in accordance with Mission policy. We believe 
USAID/Egypt and AGOSD should specify and agree on the nature and extent of the GOE's 
project contributions. 

Reconmendation No. 2: We recommend that USAID/Egypt: 

2.1 	 in consultation with Wastewater Consultants Group, the 
project's consulting engineer, determine which contracts of the 
Alexandria General Organization for Sanitary Drainage should 
be identified as part of the Alexandria Wastewater System 
Expansion Project; 

2.2 	 request the Alexandria General Organization for Sanitary 
Drainage to establish and maintain a subsidiary ledger listing 
these contracts and contractor payments; and 

2.3 	 in coordination with the Wastewater Consultants Group, identify 
the Government of Egypt's in-kind contributions to the project 
and establish a mechanism to monitor such contributions. 
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How Much Has the GOE 
Contributed to the Proiect? 

The AWW ProAg originally required the GOE to contribute the Egyptian Pound (LE) equivalent
of $265 million over the life of the project. Following several ProAg modifications, the GOE's 
contribution has decreased to LE298.8 million or about $115 million. This contribution includes 
LE payments to local and U.S. contractors valued at LE250.8 million and in-kind items valued 
at LE48 million (equivalent to about $18.5 million). The following table shows how A.I.D.'s 
planned contribution has increased while the GOE's has decreased since project inception in 
1979. 

Changes in A.I.D. and GOE Contributions 
to the AWW Proiect 

USAID GOE I/ 
Da Dollars LEE $ Equiv.

(Million) (Million) 

Original Agreement 8/79 167.0 185.6 265.1 

1st Amendment 9/79 167.0 185.6 265.1 

2nd Amendment 9/83 198.7 -- 235.4 

3rd Amendment 10/83 198.6 -- 283.0 

4th Amendment 9/87 252.8 329.4 148.2 

5th Amendment 9/87 262.3 329.4 148.2 

5th Amendment 12/89 328.4 298.8 115.4 
(Project Authorization) 

1/ Cash and in-kind 

Our review of AGOSD's records found that from project inception through December 31, 1989,
AGOSD had provided LE103.5 million (see page 18) of its LE250.8 million planned cash 
contribution. In light of past annual disbursements, however, we doubt AGOSD will be able 
to spend the entire remaining LE147.3 million during the project's last three years (see page 19). 
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In the past A.I.D. has paid certain GOE project costs. For example, a March 1987 Inspector 
General (IG) audit reported that: 

Under the Alexandria Wastewater Project... the Egyptian Ministry [of Housing
and Public Utilities].... [i]n 1986.. .acknowledged it could not pay U.S. 
contractors working on the project for about 6 months. As a result, the Project 
Officer requested and received approval from the Mission Director to supplement 
the Egyptian contribution by about $10 million in order to pay the contractors. 
This decision was considered a practical solution to the problem of keeping the 
project moving when it was badly behind schedule. 

Also in 1986, USAID/Egypt transformed WWCG's host country contract into an A.I.D.-direct 
contract, under which USAID/Egypt now pays all of the contractor's dollar and LE costs. This 
occurred after AGOSD proved reluctant to provide the funds needed to finance an extension of 
WWCG's contract. In addition, a contract for tunnel undercrossings, which AGOSD planned 
to finance, will now be funded in part by A.I.D. AGOSD proved unable to tender the contract 
due to local contractors' lack of access to foreign exchange. As a result, A.I.D. will now 
finance the contractor's foreign exchange costs, which are expected to be about $21 million. 
AGOSD will finance local costs of about LE10 million. 

Can the GOE's Contribution Be Verified? 

USAID/Egypt Mission Order No. 3-31 of May 14, 1987 requires project officers to issue a 
Project Implementation Letter (PIL)that "specifies that the implementing agency should keep 
separate accounting of all GOE cash contributions to the project and report it to USAID upon 
request." The Order also requested that in-kind contributions be valued and reported when 
requested. On July 7, 1988 USAID issued PIL No. 1-2 requesting AGOSD to provide a 
monthly progress report on its cash and in-kind contributions. 

Our review of AGOSD records found that AGOSD does not separately account for its project
contributions. Although its records show individual contractor payments, they do not disclose 
whether a particular contract is a part of the AWW project. Our review also found that 
AGOSD's cash contributions totaled LEl03.5 million as of December 31, 1989. However, a 
USAID/Egypt progress report showed AGOSD had contributed only LE85.8 million as of 
January 31, 1990. We believe this difference is due to a lack of clarity or agreement regarding
which AGOSD contracts are part of the AWW project. We believe further that USAID/Egypt 
and AGOSD, with assistance from WWCG, should formally identify these contracts. In our 
view, AGOSD should establish a subsidiary ledger for these contracts which would show 
contractor payments and serve as a record for all project cash contributions. 
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As to in-kind contributions, we believe USAID/Egypt took a positive step when it described the 
general categories for this type of contribution in a 1987 amendment to the project agreement.
These categories include land acquisition, mapping, road repaving, railroad undercrossings,
owner-furnished materials, pipe, laterals, and connections. However, USAID has not required
AGOSD to keep records for these contributions. USAID's progress report notes that the in-iind 
expense figure -- LE21 million -- is an estimate provided by AGOSD. We were advised that 
USAID has not verified this amount. 

Beginning in March 1990 we requested AGOSD personnel to provide information on the 
agency's in-kind contributions. By the end of May 1990, AGOSD still had not furnished 
information on those contributions. There is no doubt that AGOSD has made a considerable in
kind contribution to the project. However, since AGOSD does not separately account for its in
kind contributions, we question the basis and accuracy of the LE21 million figure shown in the 
Mission's progress report. 

Manaeement Comments and Our Evaluation 

USAID/Egypt stated that it concurs with Recommendations Nos. 2.1 and 2.2. It has directed 
the AWW project consultant engineer, WWCG, to determine which AGOSD contracts relate to 
the project and requested AGOSD to establish and maintain a subsidiary ledger listing these 

made to date and establish a mechanism to monitor such contributions in the future. 

contracts and affiliated contractor payments. Based on these actions, we consider 
Recommendations 2.1 and 2.2 to be closed upon report issuance. 

The Mission also responded that it will identify all GOE in-kind contributions to the project 
Based on 

this response, we consider Recommendation No. 2.3 resolved. We will close the 
recommendation when we receive confirmation that these actions have been taken. 
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Table I
 
AGOSD PaymenL to Projert Contractors
 

as of December 31. 1989
 

Contractor Name Contract Value 

Boyle, WWCG and CDM LE18,249,216.000 
Perini International 2,882,726.390 
Fischbach/Oman 9,094,780.000 
Fru-Con Construction 22,001,629.670 
MacLean Grove, Inc. 11,698,517.970 
Al-Nasr for Utilities 1,691,218.500 
Al-Nasr for Bridges 285,849.000 
Al-Nasr for Construction 252,976.500 
Foaad Tawfik 924,000.000 
Arab Contractors Open Contract 
MC International 15,319,133.570 
Hassan Alaam 1,978,875.808 
Al-Beheira Company 3,978,397.770 
New Egypt 376,460.600 
Public Co. for Engr. Works 189,000.000 
Alex. for Const. & Erection 395,300.000 
AI-Nasr for Utilities 8,116,299.079 
AI-Nasr for Utilities 1,020,006.000 
Hassan Alaam 5,528,000.120 
Misr for Construction 988,940.000 
Hassan Alaam 6,801,978.722 
Al Nasr for Utilities 7,611,588.550 
Hassan Alaam 3,675,535.000 
Arab Contractors 5,084,381.500 
Arab Contractors Open Contract 
Hassan Alaam 3,786,636.700 
Production Coop. Assoc. 547,982.680 

Total 

Contractor Payments 

LEI1,767,784.290 
2,882,753.390 
7,921,645.800 

15,246,767.985 
10,765,451.999 
1,614,263.278 

133,926.780 
155,973.740 
169,133.508 

1,920,102.605 
10,764,855.162 
1,978,875.808 
2,626,796.204 

189,979.360 
201,155.414 
297,883.965 

2,294,359.628 
1,044,156.655 
5,181,666.590 
1,129,224.590 
6,190,962.365 
2,584,326.336 
5,336,485.937 
4,551,763.612 

771,389.940 
5,690,514.609 

79,893.520 

LE103,492,093.070 

Source: Compiled by the RIG/A/C based on AGOSD contractor records. 
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Table 2
 
AGOSD Payments to Project
 

Contractors by Calendar Year
 

ClanU Y Contractor Payments 

1980 0 
1981 0 
1982 LE1,029,083.750 
1983 2,760,880.725 
1984 16,697,993.765 
1985 6,643,560.545 
1986 14,684,428.164 
1987 15,132,924.723 
1988 20,600,405.776 
1989 25.942.815.622 

Total LE103,492,093.070 

Source: Compiled by RIG/A/C based on AGOSD records. 
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Pump Stations: Is USAID/Egypt taking a reasonable risk by allowing contractor warranties 
to expire months or years before these stations begin full operation? 

One-year warranties on three of four pump stations built by Fischbach-Oman International under 
the AWW project will expire months or years before the stations are fully operational. The 
three stations -- built at a cost of $20.3 million and LE7.4 million -- will not operate until other 
key wastewater system facilities are completed and functioning. Housing various types of 
mechanical and electrical equipment such as pumps and electric motors, and monitoring and 
controlling instrumentation, the stations are designed to pump wastewater to the project's 
treatment plants. We believe the photos on pages 5 and 6 help demonstrate the high quality of 
workmanship and materials that went into the stations' construction. 

However, we also believe a risk exists that installed equipment and instrumentation could 
deteriorate during the stations' lengthy "stand-by" periods, expected to last up to two years.
Also, when fully operational, the stations might not operate precisely as expected. We are 
unable to assess the extent to which such risks may exist. Nevertheles:, since delays in system
completion will now keep the stations out of operation for long periods of time beyond warranty
expiration dates, we believe it would be prudent to address this situation and perform a risk 
assessment. 

Recommendation No. 3: We recommend that USALD/Egypt perform 
- or assign an agent to perform - a cost/benefit analysis to determine 
the cost-effectiveness of purchasing insurance for the period during
which the pump stations will be unable to operate versus allowing the 
stations to remain uninsured after contractor warranties on them 
expire. 

Contractor Warranties Will Expire Years 
BefOre the Pump Stations Are Operational 

One-year contractor warranties on three of four pump stations built by Fischbach-Oman 
International under the AWW project will expire months or years before the stations are fully
operational. The three stations are the Maamoura Main Pump Station, which was completed on 
January 28, 1989, at a cost of $3.4 million and LE1.5 million; the East Zone Pump Station,
which was completed on June 6, 1989, at a cost of $9.5 million and LE3.3 million; and the New 
Smouha Pump Station, which was completed on June 19, 1989, at a cost of $7.4 million and 
LE2.6 million. The fourth station, Sidi Bishr, which cost $4.6 million and LE1.8 million, is 
now fully operational. (See page 4 for a diagram of the AWW system.) 

WWCG forecasts that the Maamoura Main station, whose warranty expired last January, may
begin partial operation this year if "up-stream" facilities being financed by AGOSD are 
completed on schedule. However, the New Smouha and East Zone stations, whose warranties 
expired in June 1990, will remain idle for up to two years. WWCG forecasts that the New 
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Smouha station will begin operating in the last quarter of 1991, or about a year and a half after 
its warranty expires. The East Zone station, the largest of the four stations, will begin operating 
in "mid-1992" or about two years after its warranty ends. These are, of course, forecasts; there 
is no guaranty the stations will actually begin operating then. 

The Director of USAID/Egypt's Urban Administration and Development office told us that large 
civil works projects like the AWW project commonly experience some "staging," in which 
system components are completed at different times. In the case of the AWW project, the pump 
stations were not completed "early" or ahead of schedule; rather, other system components,
whose functioning will enable the pump stations to operate, have been delayed. For example, 
the system's East and West Treatment Plants, which were to have ben completed this year, 
experienced problems that will delay their commissioning until 1991 or 1992. 

USAID Should Perform a Cost/Benefit 
Analysis to Determine Whether Purchasing 
Insurance Would Be Advisable 
After Contractor Warranties Exnire 

In a March 1989 draft "implementation plan review" of the AWW project, WWCG reported that 
since "several major components of the program, including pump stations and pipelines... will 
have been completed and handed over by contractors to AGOSD... [i]t is necessary to establish 
and follow procedures whereby instrumentation, electrical and mechanical equipment are not 
permitted to deteriorate through lack of use." WWCG personnel told us that WWCG has 
prepared operations manuals for each pump station based on information provided by the 
equipment vendors or manufacturers, prepared O&M check lists for AGOSD staff, helped the 
staff perform warranty maintenance on installed equipment, and tested all the equipment in each 
station more than once after installation. 

WWCG has also provided AGOSD staff five to six weeks' training in how to operate and 
maintain the pump stations. Training included instruction on instrumentation, mechanical 
equipment, utility systems, and maintenance. Under a future "comprehensive O&M program" 
to be implemented by WWCG, AGOSD staff will receive additional training in station operations 
and maintenance. As part of this program, according to WWCG's O&M manager, WWCG will 
also devise monthly, semiannual and annual maintenance schedules, institute preventive 
maintenance procedures, and establish a computerized maintenance schedule program for all 
equipment. 
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We applaud these efforts and believe they are needed to help ensure proper functioning of the 
pump stations when A.I.D. support for the project ends. However, we do not believe these 
acticns are a substitute for the contractor's warranty or a guarantee that equipment provided by
the contractor will function as expected. We are unable to assess the extent to which a risk 
exists that the equipment will not function in accordance with the contractor's guaranty. 
However, we believe such an assessment should be performed to provide assurance that 
USAID/Egypt's substantial investment in the pump stations is protected. 

Management Comments and Our Evaluation 

USAID/Egypt stated that it concurs with Recommendation No. 3 and has directed WWCG to 
perform the recommended cost/benefit analysis. We consider this recommendation to be 
resolved upon report issuance. We will close the recommendation when we receive evidence 
that the analysis has been performed. 
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Does the Project Committee meet regularly and document its deliberations? 

Before October 1989, the members of the Alexandria Wastewater Project Committee apparently 
rarely if ever met as a committee but reviewed and approved project documents as individual 
"backstop" officers. This occurred because the project officer, as committee chairperson, did 
not convene the committee when decisions were to be made. Instead, the officer wrote action 
memos which were circulated among committee members for review and concurrence. Since 
the arrival of a new project officer in mid-1989, the project committee has met three times. At 
the first meeting in October 1989, the committee members learned about the project and special 
problems needing resolution. The committee met twice more since then to provide advice and 
assistance in resolving project problems. 

A.I.D. Handbook 3, Chapter 8.B.5.d.(l) and (2), describes the role and function of a project 
committee. Its role is to ensure that information and project progress are known by appropriate 
Mission staff such as representatives of the legal and controller offices and by other staff as 
needed and available. Its function is to perform administrative, direct support or supervisory 
assistance and take appropriate action as the need arises. In addition, USAID/Egypt Staff Notice 
89-079 of May 18, 1989 provides guidelines to help project committees ensure quality project 
implementation. Both the Staff Notice and Mission Order 3-35 (Project Implementation and 
Financial Plans) discuss the need for project committees to meet as a group and make decisions. 
The Mission Order says the committee's deliberations should be recorded by the Mission's 
Program Development and Support Office. 

We interviewed project committee members who had been on the committee for one to three 
years. The members reported that prior to October 1989 the former project officer asked 
individuals for assistance but did not ask them to meet to deliberate the project's progress or to 
discuss project issues. One committee member said he read and signed action memos without 
understanding their relationship to the project or the need for the requested action. We found 
no documentation of project committee deliberations and/or decisions before October 1989. 

This has now changed. The current project officer called his first committee meeting in October 
1989. The two-day meeting was held in Alexandria. The committee reviewed project 
implementation plans, held discussions with the project's consultant engineer, visited project 
construction sites, and discussed issues and problems relating to the project. The project 
committee met again in April 1990 when it decided to change the contracting mode for a sludge 
dewatering contract from a host-country to an A.I.D.-direct contract. In May the project 
committee once again met to prepare for a Mission alert list meeting. All three meetings were 
adequately documented. In our opinion, the current project officer is doing a fine job overall, 
including keeping his project committee members informed about the project's scope and 
implementation status so that they can make informed decisions when called upon to do so. 
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Evaluations and Audits: Has USAID/Egypt performed required audits and evaluations of 
the project? 

The AWW 	project began in August 1979 and is scheduled to end on December 31, 1992. 
Although the p' Ject has been active for over ten years, no evaluation of the project has been 
performed. USAIDiEgypt is currently negotiating with WWCG, the project's consultant 
engineer, to add an evaluation component to its contract, and evaluation results may be available 
in 1991. We believe the planned evaluation should begin as soon as practicable to enable project 
management to take any needed action before the project ends. In 1986 an audit of a project 
contract was performed using project funds. Additional project funds are budgeted to audit the 
project's construction contractors for any cost-reimbursable items and compliance with other 
A.I.D. regulations. We believe USAID/Egypt should establish a timetable or plan for engaging 
audits of these contractors. 

Recommendatio i No. 4: We recommend that USAID/Egypt: 

4.1 	 ensure that the planned evaluation of the Alexandria Wastewater 
System Expansion Project be conducted as soon as practicable and 
that it be performed by an organization having no project 
responsibilities; and 

4.2 	 establish a timetable or plan for scheduling audits of USAID
fimanced contractors under the Alexandria Wastewater System 
Expansion Project. 

USAID/Egypt Plans Its First 
Project Evaluation in 1991 

The AWW project began in August 1979 and has been active for over ten years. However, 
since 1979 USAID/Egypt has performed no evaluation of the project. We unable towere 
determine why the Mission has performed no eval:ation. 

A.I.D. Handbook 3, Chapter 12.B.3.a.(1) discusses evaluations during a project's
implementation period and an impact evaluation to be done at a predetermined point after project
funding stops. The purpose of the evaluation during project implementation is to: 

assess work to date and determine if changes need to be made to achieve the project's 

objective, 

-- determine if external events/actions have affected the project, and 

determine 	if all required actions were accomplished and expectations met and what 
additional actions will achieve the positive effects desired. 
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The following chatt taken from A.I.D. Handbook 3 identifies the points during project
implementation and after A.I.D. funding stops when mid-project and impact evaluations could 
be performed. 

The A.I.D. Project Cycle
 

Mission's Country
 
Strategy Statement 

AID 

Project 
Design 

implementation__ 

Funding 
Stops 

J. .. .Operiod4
 
Mid-Project Ev;aluations Impact Evaluation
 

(Formative) (Summative)
 

Evaluation
 
Plan/Schedule (Included in Project Agreement with Host Government
 

The Handbook further states that, "Evaluations undertaken to secure information on the
continuing validity and relevance of an effort, will normally have been planned and scheduled 
at the time a project, program, policy or procedure was developed." 

In 1979, the project paper established plans for evaluations. It envisioned "annual and semi-final
evaluations..." to focus on project implementation, "progress agalnst schedules, costs within 
budgets, etc.," and a final evaluation to concentrate on achievements of the project's goal and 
purpose. However, these plans changed in later project paper amendments. The 1983 
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amendment noted that USAID/Egypt had not performed an evaluation of the AWW project and 
planned the first evaluation for mid-1984 after project construction activities were underway. 
However, this evaluation was not done. 

In 1987 the project paper envisioned assigning "primary responsibility for design and 
implementation of a monitoring and evaluation system" to a consultant firm. This firm would
"subcontract the services of an Egyptian social research firm to assist in preparing the evaluation 
plan and to conO'ict social impact studies as needed." 

USAID/Egypt is now negotiating with WWCG, the project's consultant engineer, to add these 
services to its existing contract. However, as the project's consultant engineer with 
responsibility for monitoring construction activities, WWCG cannot undertake an independent
analysis and assessment of project performance and accomplishments. The project officer told 
us he wants to ensure that WWCG subcontracts the performance of the evaluation to an 
independent firm. We agree with the officer that WWCG should subcontract this work. The 
project officer estimated that negotiations with WWCG on this point will take another two to 
three months. WWCG would then be able to subcontract for the evaluation, the results of which 
could be available in 1991. 

To be most helpful, evaluation results should be timely. According to A.I.D. Handbook 3, a 
project evaluation would assess "the continuing validity and relevance of the effort.., the effects 
of external and unanticipated actions and/or events on such efforts;" and determine whether "all 
required actions have been carried out and the performance to date is consistent with 
expectations .... Having started in 1979, the AWW project has approximately two years until 
its scheduled completion. We believe that the planned evaluation should begin as soon as 
practicable to ensure that project management receives evaluation results in time to make any
needed changes. If the results are delayed, management may not be able to take meaningful 
action before the project ends. 

Audits Called for by The Project Paper 

The 1987 project paper states that $10,000 is budgeted for the purpose of auditing the various 
construction contracts and $30,000 to audit A.I.D.'s direct contract with WWCG. In 1986, 
prGject funds were used to perform an audit of WWCG. All other audits of the AWW project 
or project contractors were performed by the IG or with funds from non-project sources. 

The 1987 pioject paper states that, although the fixed-price portion of the project's construction 
contracts are not subject to audit, the contracts are subject to audit for any cost-reimbursable 
items or "for compliance with other AID regulations." One USAID-funded construction 
contractor -- Fru-Con -- is currently engaged under the AWW project. In addition, two new 
USAID-financed contracts for tunnel undercrossings and for sludge management facilities are 
scheduled to be awarded this year. We believe USAID/Egypt should establish a timetable or 
plan for engaging audits of these contractors and for a close-out audit of WWCG. 
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Management Comments and Our Evaluation 

USAID/Egypt stated that it concurs with Recommendation No. 4.1. According to the Mission, 
the planned AWW project evaluation will be subcontracted as part of the operations and 
maintenance training program to be executed by the project's consultant engineer, WWCG. The 
subcontractor, scheduled to begin work in late 1990, will report directly to USAID. We 
consider Recommendation No. 4.1 to be resolved upon report issuance. We will close the 
recommendation when we receive confirmation of the subcontract's execution. 

Regarding Recommendation No. 4.2, USAID/Egypt stated that it agrees with the need to 
conduct audits and has set funds aside in the AWW project budget for them. However, it 
requests that the recommendation to establish a timetable or plan for scheduling audits of AWW 
project contractors be withdrawn. According to the Mission, since the Inspector General Act 
gives the A.I.D. IC -sole responsibility" for auditing, audit planning "lies completely outside 
[the Mission's] sphere of control." Nevertheless, the Mission will continue to provide the IG 
with a list of activities it believes ought to be audited and request that audits be performed when 
circumstances warrant. 

Regarding the AWW project, although the project paper states that $10,000 is budgeted for the 
purpose of auditing the various construction contracts for any cost-reimbursable items or "for 
compliance with other AID regulations," the Mission now believes that the cost of such audits
"would far exceed the potential benefit" since the contracts are fixed-price. In the case of 
WWCG's cost-reimbursable contract, the Mission states that it will request a close-out audit be 
performed at an appropriate time and that such an audit will be required in 1992. 

Although the Mission requests that Recommendation No. 4.2 be withdrawn, its analysis of 
AWW project auditing needs and timeframes regarding project contractors contained in its 
response ha; in effect, in our opinion, addressed this recommendation. Based on the Mission's 
plan to reqiest a close out audit of its contract with WWCG and its analysis of project auditing 
needs, we consider Recommendation No. 4.2 to be closed upon report issuance. 

However, we believe the Mission's comments regarding the A.I.D. IG's responsibility under the 
Inspector General Act and the Mission's responsibility regarding audit planning are imprecise 
and require clarification. 

The Inspector General Act and Office of Management and Budget (OMB) Circular No. A-73 do 
give the A.I.D. IG "sole responsibility" for planning its own audits but do not exclude the 
Agency or the Mission from the audit planning process. Regarding audits of recipients of 
federal funds, the Act requires each IG to establish guidelines for determining when it shall be 
appropriate to use non-federal auditors and to take steps to assure that any work performed by 
such auditors complies with government auditing standards. OMB Circular No. A-73 on "Audit 
of Federal Operations and Programs" states that "Agencies are responsible for providing 
adequate audit coverage of their programs..." and provides that primary responsibility for audits 
of federally assisted programs rests with recipient organizations. It also provides that federal 
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agencies will rely on recipient audits, provided they are made in accordance with government 
auditing standards and otherwise meet the requirements of federal agencies. It should be noted 
that A.I.D.'s prime contractor under this project has in fact had audits of its own subcontractors 
made by local CPA firms. A.I.D. Payment Verification Policy Statement No. 6 also assigns 
responsibility to A.I.D. missions to evaluate the adequacy of audit coverage. It states that 
project papers "are to include an evaluation of the need for audit coverage in light of potential 
risks and are to describe planned contract and project audit coverage by the host government, 
AID, and/or independent public accountants." Finally, it has been the policy of the IG to 
regularly solicit management's views as to what should be audited and when, a policy which 
RIG/A/Cairo has closely followed. 
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-- 

REPORT ON
 
INTERNAL CONTROLS
 

We have audited USAID/Egypt's Alexandria Wastwwater System Expansion (AWW) Project for 
the period from the project's inception or a later date, as determined by the specific audit 
objective in question, through May 10, 1990, and have issued our report thereon dated 
November 29, 1990. 

We conducted our audit in accordance v,-th generally accepted government auditing standards, 
which require that we plan and perform the audit to fairly, objectively, and reliably answer the 
objectives of the audit. Those standards also require that we: 

assess the applicable internal controls when necessary to satisfy the audit objectives; and 

report on the controls assessed, the scope of our work, and any significant weaknesses 
found during the audit. 

In planning and performing our audit, we considered A.I.D.'s internal control structure to 
determine our auditing procedures in order to answer each of the five audit objectives; not to 
provide assurance on the internal control structure. 

The management of A.I.D., including USAID/Egypt, is responsible for establishing and 
maintaining adequate internal controls. Recognizing the need to re-emphasize the importance
of internal controls in the Federal Government, Congress enacted the Federal Manager's
Financial Integrity Act in September 1982. This Act, which amends the Accounting and 
Auditing Act of 1950, makes the heads of executive agencies and other managers as delegated
legally responsible for establishing and maintaining adequate internal controls. Also, the U.S. 
General Accounting Office has issued "Standards for Internal Controls in the Federal 
Government" to be used by agencies in establishing and maintaining such controls. 

In response to the Integrity Act, the Office of Management and Budget has issued guidelines for 
the "Evaluation and Improvement of Reporting on Internal Control Systems in the Federal 
Government." According to these guidelines, management is required to assess the expected
benefits versus related costs of internal control policies and procedures. The objectives of 
internal control policies and procedures for federal foreign assistance programs are to provide 
management with reasonable -- but not absolute -- assurance that resource use is consistent with 
laws, regulations, and policies; resources are safeguarded against waste, loss, and misuse; and 

29
 



reliable data are obtained, maintained, and fairly disclosed in reports. Because of inherent 
limitations in any internal control structure, errors or irregularities may occur and not be 
detected. Moreover, predicting whether a system will work in the future is risky because (1)
changed conditions may require additional procedures or (2) the effectiveness of the design and 
operation of policies and procedures may deteriorate. 

For the purposes of this report, we have classified significant internal control policies and 
procedures applicable to ach of the audit objectives by categories. For each category, we 
obtained an understanding of the design of relevant policies and procedures and determined 
whether they had been placed in operation -- and we assessed control risk. In doing this work, 
we found certain conditions that we consider reportable under standards established by the 
Comptroller General of the United States. Reportable conditions are those relating to significant
deficiencies in the design or operation of the internal control structure which we became aware 
of and which, in our judgment, could adversely affect USAID/Egypt's ability to assure that 
resource use is consistent with laws, regulations, and policies; resources are safeguarded against 
waste, loss, and misuse; and reliable data are obtained, maintained, and fairly disclosed in 
reports. 

Audit Objective One 

This audit objective relates to revenueswhether the host government will have sufficient to 
operate and maintain project-financed facilities at the project's completion. USAID/Egypt cannot 
unilaterally establish service charges to sustain these facilities since this is a function of the GOE 
and its agencies. However, under a 1984 Memorandum of Understanding, USAID/Egypt and 
the GOE agreed to strengthen water and wastewater services by increasing tariffs to cover these 
services' operational costs. The GOE has raised the water tariff in recent years, but the 
wastewater tariff has remained unchanged since its establishment in 1985. Although the MOU 
is a statement of USAID/Egypt policy on the need to increase tariffs, it does not constitute an 
agency internal control procedure. 

Audit Objective Two 

This audit objective relates to the GOE's host country contribution to the project. In planning
and performing this objective, we considered applicable intenial control policies and procedures
cited in Mission Order No. 3-31 (Controlling, Monitoring and Accounting for Host Country
Contributions Required Under Project Agreements). We also considered the project grant 
agreement and its amendments and the GOE's host country contracts with U.S. firms. For the 
purpose of this report, we classified the relevant policies and procedures into two categories: 
accountability for, and verification of, host country contributions to the project. 
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We noted the following internal control weakness related to these categories: 

The Mission did not enforce its policy of ensuring that the project's implementing agency 
keep separate records for host country contributions. 

Audit Objective Three 

This audit objective relates to the expiration of contractor warranties before full operation of 
project-funded pump stations and the risk that equipment might not operate as expected. There 
are no A.I.D. policies and procedures or other controls directly related to this situation. Instead,
assessing the cost/benefit relationship between obtaining or dispensing with insurance is a tool 
management may use to help ensure resources are safeguarded. 

Audit Objective Four 

This audit objective relates to the activities of the project committee. In planning and 
performing our audit of project committee activities, we considered the applicable internal 
control policies and procedures cited in A.I.D. Handbook 3, Mission Orders 3-30 (Project
Development, Review and Approval Process) and 3-35 (Project Implementation and Financial 
Plans), and Mission Staff Notice 89-079 (The Role of Project Committees in Assuring Quality
Implementation). For the purposes of this report, we have classified policies and procedures into 
the following categories: committee meetings and documentation of committee deliberations. 

We noted no reportable internal control weaknesses from October 1989 to the present. 

Audit Objective Five 

This objective relates to evaluations and audits performed under the project. In planning and 
performing our audit of project evaluations and audits, we considered the relevant internal 
control policies and procedures cited in A.I.D. Handbook 3, Mission Order 3-27 (Evaluation and 
Related Activities: Policy and Procedures), and Mission Staff Notice 89-151 (Role of the 
Evaluation Officer in Project Development). For the purposes of this report we have classified 
the relevant policies and procedures into two categories: audits and evaluations. 

We noted no reportable internal control weaknesses relating to this audit objective. 
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REPORT ON
 
COMPLIANCE
 

We have audited USAID/Egypt's Alexandria Wastewater System Expansion Project for the 
period from the project's inception or a later date, as determined by the specific audit objective
in question, through May 10, 1990, and have issued our report thereon dated November 29, 
1990. 

We conducted our audit in accordance with generally accepted government auditing standards, 
which require that we plan and perform the audit to fairly, objectively, and reliably answer the 
audit objectives. Those standards also require that we: 

assess compliance with applicable requirements of laws and regulations when necessary 
to satisfy the audit objectives and 

report all significant instances of noncompliance and abuse and all indications or 
instances of illegal acts that could result in criminal prosecution that were found during 
or in connection with the audit. 

Noncompliance is a failure to follow requirements, or a violation of prohibitions, contained in 
statutes, regulations, contracts, grants and binding policies and procedures governing entity 
conduct. Noncompliance constitutes an illegal act when the source of the requirement not 
followed or prohibition violated is a statute or implementing regulation. Noncompliance with 
internal control policies and procedures in the A.I.D. Handbooks generally does not fit into this 
definition and is included in our report on internal controls. Abuse is furnishing excessive 
services to beneficiaries or performing what may be considered improper practices, which do 
not involve compliance with laws and regulations. 

Compliance with laws, regulations, contracts, and grants applicable to the Project is the overall 
responsibility of USAID/Egypt's management. As part of fairly, objectively, and reliably
answering the audit objectives, we performed tests of USAID/Egypt, contractor, and host
government compliance with certain provisions of Federal laws and regulations, contracts and 
grants. However, our objective was not to provide an opinion on overall compliance with such 
provisions. 
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The results of our tests of compliance disclosed the following significant instance of 
noncompliance: 

0 Audit Objective No. 1: The GOE has not acted to increase the wastewater tariff in 
Alexandria over time to cover the costs of operating and maintaining project-funded
infrastructure as required by Section 5.4(k) of the project agreement (see page 11). 

Except as described, the results of our tests indicate that, with respect to the items tested, 
USAID/Egypt, contractors, and the Government of Egypt complied, in all significant respects,
with the provisions referred to in the fourth paragraph of this report. With respect to items not 
tested, nothing came to our attention that caused us to believe that USAID/Egypt, contractors, 
and the Government of Egypt had not complied, in all significant respects, with those provisions. 
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APPENDIX I
 

SCOPE AND
 
METHODOLOGY
 

Scope 

We audited USAID/Egypt's Alexandria Wastewater System Expansion Project in accordance 
with generally accepted government auditing standards. We conducted the audit from November 
30, 1989 through May 10, 1990, and covered selected project activities from the project's
inception or a later date, as determined by the specific audit objective in question, through May
10, 1990. We conducted our field work in the offices of USAID/Egypt, at AGOSD and 
AGWA, in the offices of WWCG and other project contractors, and at various construction sites 
in the city of Alexandria. 

The audit objectives did not cover the following areas: 

The audit did not determine whether costs incurred by project construction contractors -
e.g., Fru-Con or MacLean Grove -- were reasonable, allocable or allowable. Since each 
of these contracts is fixed-price, they are subject to audit only for any cost-reimbursable 
items or for compliance with other A.I.D. regulations. As of March 31, 1990, $121 
million (63 percent) of USAID/Egypt's cumulative project expenditures of $191 million 
were for construction. 

The audit also did not determine whether costs incurred by the project's consultant 
engineer, WWCG, under its cost-reimbursable contract were reasonable, allocable or 
allowable. A nonfederal audit of the contractor's local expenditures reported in December 
1989 that with minor exceptions the expenditures were appropriate. (See Inspector
General Audit Report No. 6-263-90-03-N, dated March 29, 1990.) As of March 31, 
1990, $64 million (34 percent) of USAID/Egypt's ctimulative project expenditures of $191 
million were for engineering. 
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Methodology 

The methodology for each audit objective follows. 

Audit Objective One 

To accomplish this audit objective, we obtained information on (1) the GOE's approved water 
tariff schedule for fiscal years 1987/88 through 1991/92, (2) collections of wastewater tariffs and 
other AGOSD revenues for GOE fiscal years 1987/88 and 1988/89, and (3) AGOSD's budget
expenditures for fiscal years 1987/88 and 1988/89. We also examined the project grant 
agreement and project paper, a 1984 USAID and GOE Memorandum of Understanding to 
improve Egyptian water and wastewater services, a cost accounting report prepared for Egypt's
National Organization for Potable Water and Sanitary Drainage, and a USAID/Egypt 
water/wastewater sector report. 

In addition, we interviewed USAID/Egypt, AGOSD, and AGWA officials to determine (1)what 
steps, if any, will be taken to ensure the sustainability of project-funded facilities, (2) how 
wastewater tariffs can be increased, (3) how GOE wastewater agencies can retain generated 
revenues for operations and maintenance expenses, and (4) if AGOSD plans to retain collected 
revenues in the future. 

Audit Objective Two 

To accomplish this audit objective, we examined project grant agreements and amendments and 
discussed with USAID/Egypt personnel why the host government's contribution has changed
from the project's inception in 1979 to the present. We obtained information from USAID and 
WWCG staff on AWW project contracts being financed by AGOSD and reviewed AGOSD 
contractor payment records to verify host country cash contributions to the project from 1980 
through December 1989 and to see whether AGOSD separately accounts for the contributions. 

We also obtained information on AGOSD's investment budgets and expenditures for GOE fiscal 
years 1982/83 through 1988/89 and discussed budgeting procedures with AGOSD staff. We 
tried to obtain information on in-kind contributions, but AGOSD staff were unable to provide 
us this information during our review. Finally, we discussed AGOSD's local currency payments 
to project contractors F,'u-Con and MacLean Grove with contractor personnel. 
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Audit Obiective Three 

To accomplish this audit objective, we obtained certificates of completion for four pump stations 
built by contractor Fischbach-Oman International, estimates by WWCG on when the stations will 
begin full operation, and documentation of training provided to AGOSD personnel in how to 
operate and maintain the stations and of training to be provided under a future "comprehensive 
O&M program." 

We also visited three of the four pump stations -- the Sidi Bishr, New Smouha, and East Zone 
Pump Stations -- and interviewed WWCG personnel on (1) station operations, functions and 
equipment, (2) tests of station equipment, (3) when contractor warranties on the stations expire,
(4) when the stations should begin full operation, and (5) training provided or to be provided to 
AGOSD staff in how to operate and maintain the stations. We also interviewed USAID/Egypt
staff on training provided to AGOSD staff and on why the stations were completed ahead of 
other wastewater system components. 

Audit Objective Four 

This audit objective consisted of gathering and verifying information on the activities of the 
project committee. We relied primarily on discussions with four of the seven AWW project
committee members and other Mission officials such as the evaluation officer. We verified the 
meetings of the project committee and reviewed committee minutes to determine the topics 
discussed and the decisions made. 

Audit Obective Five 

This audit objective consisted of gathering and verifying information to determine the status of 
project audits and evaluations. To accomplish these ends, we examined the project paper and 
amendments to determine what audits and evaluations are planned under the project, and we 
determined which audits and evaluations have been performed to date. We also examined the 
project agreement, a USAID/Egypt water/wastewater sector assessment, USAID/Egypt's
evaluation plan, and other files as appropriate. We also discussed project audits and evaluations 
with the project officer and Mission evaluation officials. 
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c."(, UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO. EGYPT
 

NOV 25 195D 

MEMORANDUM
 

To: 	 Fred Kalhammer, RIG/A/C
 

From: 	 Marshall Brown, Mission Director "
 

Subject: 	 Draft Report on the Audit of the Alexandria
 
Wastewater System Expansion, Project
 
No. 263-0100, Audit Report Number 6-263-91-01
 

Here is the Mission's response to the subject draft
 
report and our Overview Statement. Please include the
 
Overview Statement in its entirety as an annex in the
 
final report. Note that we have changed the words
 
"General" and "Verify" appearing in Recommendations 2.2
 
and 2.3 respectively, based on the agreement reached
 
between the RIG/A/C and the AD/FM. We have used
 
"Subsidiary" and "identify" instead.
 

Att: a/s above
 



APPENDIX II
 
Page 2 of 18
 

Mission Overview Statement
 

The objective of the AWW Project is to improve the basic
 
quality of life for the inhabitants of Alexandria. This
 
project was designed shortly after the Camp David Accords of
 
1978. USAID's program in Egypt was relatively new then, and
 
expanding rapidly. The project called for the construction of
 
modern infrastructure to collect, treat and dispose of sewage.
 

The project has already improved the public health conditions
 
in Alexandria and its citizens are enjoying a higher quality of
 
life. We overcame serious political and physical problems

during project construction. Geotechnical experts described
 
the soil conditions as the most difficult and challenging for
 
construction purposes. We look forward to completing project

construction soon. The auditors have summarized our
 
accomplishements well in the following statement. "Overcoming

the many obstacles which have arisen and maintaining project
 
momentum over more than a decade are attributable, in our
 
opinion, to the laudable perseverance and technical
 
capabilities of USAID/Egypt and WWCG personnel."
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Recommendation No. 1.1:
 

We recommend that USAID/Egypt in consultation with the
 
Governorate of Alexandria, obtain adequate evidence prior to
 
the Alexandria Wastewater System Expansion Project's current
 
completion date that local revenues collected by the Alexandria
 
General Organization for Sanitary Drainage will be sufficient
 
to sustain the wastewater infrastructure being financed under
 
the project.
 

Mission Response:
 

The Mission agrees fully with the sustainability objective of
 
this recommendation. Although the issue of sustainability of
 
the Alexandria Wastewater System is more complex than is
 
suggested by the report narrative, we believe that we can take
 
the action necessary to close the recommendation. It should be
 
recognized, however, that the Mission does not have the power
 
to force the Government of Egypt to take certain actions which
 
may be required for long term sustainability.
 

Recommendation No. 1.2:
 

We recommend that USAID/Egypt defer any additional follow on
 
investment in Alexandria's wastewater system after 1992 until
 
the Alexandria Governorate and the Alexandria General
 
Organization for Sanitary Drainage provide adequate assurance
 
that the facilities now under construction will be sustained
 
following project completion.
 

MISSION RESPONSE:
 

As indicated at the exit conference, we have no present plans
 
to finance any further expansion of the Alexandria wastewater
 
system. Any future decision to provide funding to this system

would depend on significant tariff increases (the recently
 

,%c
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announced tariff increases may significantly meet this
 
requirement), the ability cf AGOSD to sustain the current as
 
well as future facilities, health concerns in Alexandria and
 
other Mission concerns in the entire sector.
 

Given the above, we request that this recommendation be
 
withdrawn.
 

Recommendation No. 2.1:
 

We recommend that U!AID/Egypt in consultation with Wastewater
 
Consultants Group, the project's consulting engineer, determine
 
which contracts of the Alexandria General Organization for
 
Sanitary Drainage should be identified as part of the
 
Alexandria Wastewater System Expansion Project.
 

MISSION RESPONSE:
 

Mission concurs and has directed the project's consultant
 
engineer to determine which AGOSD contracts relate to
 
the Alexandria Wastewater System Expansion Project.
 
(See Attachment B).
 

Recommendation No. 2.2:
 

We recommend that USAID/Egypt request the Alexandria General
 
Organization for Sanitary Drainage to establish and maintain
 
a subsidiary ledger listing these contracts and contractor
 
payments.
 

MISSION RESPONSE:
 

The Mission agrees with this recommendation. Accordingly, we
 
have issued a letter (copy attached) requesting AGOSD to set up

and maintain a subsidiary ledger. This ledger shall list the
 
contracts identified as part of the Alexandria Wastewater
 
System Expansion project and shall include contractor
 
payments. We request that this recommendation be closed.
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Recommendation No. 2.3:
 

We recommend that USAID/Egypt in coordination with the
 
Wastewater Consultants Group, identify the Government of
 
Egypt's in kind contributions to the project and establish a
 
mechanism to monitor such contributions.
 

MISSION RESPONSE:
 

We have no objection to complying with the auditor's
 
recommendation. We will identify all contributions made to
 
date, and set up a mechanism to monitor such contributions
 
in the future. Closure will be requested when this task is
 
completed.
 

Recommendation No. 3:
 

We recommend that USAID/Egypt perform or assign an agent to
 
perform the cost/benefit analysis to determine the cost
 
effectiveness of purchasing insurance for the period during

which the pump stations will be unable to operate versus
 
allowing the stations to remain uninsured after contractor
 
warranties on them expire.
 

MISSION RESPONSE:
 

Mission agrees and has directed the project consultant to
 
perform the cost/benefit analysis indicated in the
 
recommendation. (See Attachment B.) After review of the
 
analysis, USAID will proceed accordingly.
 

Recommendation No. 4.1:
 

We recommend that USAID/Egypt ensure that the planned
 
evaluation of the Alexandria Wastewater System Expansion

Project be conducted as soon as practicable and that it be
 
performed by an organization having no project responsibilities.
 

MISSION RESPONSE:
 

Mission concurs; the evaluation of the Alexandria Wastewater
 
System Expansion is expected to be subcontracted as part of
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the overall operation and maintenance training program to be
 
executed by the project's consultant. The subcontractor will
 
report directly to USAID. The overall operation and
 
maintenance training program has been successfully negotiated
 
and contractual agreements have been reached. The
 
subcontractor for the project evaluation will be identified
 
soon. Work is scheduled to begin in late 1990.
 

Recommendation No. 4.2:
 

We recommend that USAID/Egypt establish a timetable or plan for
 
scheduling audits of USAID financed contractors under the
 
Alexandria Wastewater System Expansion Project.
 

MISSION RESPONSE:
 

The Mission fully agrees with the need to conduct periodic
 
audits. The Mission has assessed project audit needs given
 
implementation methodology and, accordingly, has set aside
 
funds within the project budget to carry out this function.
 

The Frucon contract is a fixed price construction contract. As
 
indicated to the audit staff, the tunnel undercrossings and
 
sludge management facilities contracts will also be fixed price

construction contracts. As such, we believe that the cost of
 
such an audit would far exceed the potential benefit. The WWCG
 
cost reimbursable contract was audited in 1990. The
 
Contracting Officer shall request that a close out audit be
 
performed at the appropriate time in accordance with Federal
 
Acquisition Regulations. If this contract is not extended, we
 
expect that a close out audit will be required in 1992.
 

As you are aware, the Inspector General (IG) Act of 1978 as
 
amended made the audit function the sole responsibility of the
 
Inspector General. Therefore, the Mission has not formulated
 
plans or set up an audit timetable as such a plan lies
 
completely outside its sphere of control. As managers, we are
 
hesitant to spend valuable time developing plans whose
 
execution we cannot control. However, we shall continue to
 
identify and provide RIG/A/C with a list of activities
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(including this project) it believes ought to be audited each
 
year, as has been the practice the past few years. RIG/A/C

will independently determine what will be audited..
 
Furthermore, when special circumstances warrant, we shall
 
continue to request that audits be performed.
 

We find this recommendation to be without merit. As indicated
 
above, the fixed price construction contracts, some of which
 
have not as yet been let out do not lend themselves to cost
 
beneficial audits. The direct contract on the other hand is
 
within the functional responsibility of the Contracting
 
Officer. As such, we request that this recommendation be
 
withdrawn.
 

In addition, we submit the following comments for inclusion or
 
modification of the draft report and to clarify misconceptions.
 
If you believe further discussion is necessary to clarify these
 
points, please contact the Audit Liaison.
 

General Comments:
 

We note that the draft audit report does not identify, as other 1. * 
audit reports do, the nature of the audit, i.e. financial/ 
financial related, performance/efficiency. As we were not 
apprised as to the nature of the audit at the entrance 
conference, we are unable to clarify this point. Because many 
of the recommendations address financial issues, and the fact 
that this audits a multi million dollar project, we believe 
this audit may appropriately be classified as a financial 
related audit. 

Page 4: "Audited USAID/Egypt's Alexandria ..... objectives" 2.
 
This is really a GOE project financed by USAID.
 

Page 5: "However, because of limited time and resources, we 3.
 
did not continue testing when we found that, for the items
 

• IG responses to these comments are in Appendix III.
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tested, USAID/Egypt, the GOE, or a contractor followed A.I.D.
 
procedures and complied with legal requirements. Therefore, we
 
limited our conclusions concerning these positive findings to
 
the items actually tested. When we found problems, we
 
performed additional work: ...... scope and methodology for
 
this audit."
 

From this statement the Mission gathers that the tests were not
 
based on a statistical model that would permit confidence
 
levels to be determined for the attributes being tested.
 

Page 11, line 1: "AGOSD has formally ...... infrastructure" 4.
 
Should read the GOE. The Project Agreement is between USAID
 
and the GOE.
 

Page 11, para 1, line 2: "In this regard, the AWW project 5.
 
paper implies that such "best efforts" would result in the
 
tariff covering........ in December 1992."
 

and,
 

Page 15, para 1, line 2: "In this regard, the project paper
 
states ....... and implies that the tariffs would be increased
 
so as to cover............ by Dec.1992." (emphasis added)"
 

We believe that these sentences should be deleted in their
 
entirety. Project Papers (PPs) as indicated in Handbook 3
 
serve two purposes, namely, to provide (i) the basis for
 
approval of the project by the appropriate AID official; and
 
(ii) in summary fashion, a historical record of the original
 
project rationale, description of project elements, etc. The
 
PP usually results in the execution of a Project Authorization
 
both of which are internal planning documents of USAID. They

do not constitute a bilateral agreement with the GOE. The
 
agreement between AID and the GOE is reflected by the Grant
 
Agreement not the PP and/or the Project Authorization.
 

The PP Amendment of 1987 projected tariffs increases on an
 
annual basis to cover 100 percent of O&M costs by December 31,
 
1992. However, the Project Authorization as well as the Grant
 



APPENDIX II
 
Page 9 of 18
 

-7-


Agreement state: "The Grantee agrees to exert its best efforts,
 
over time, to increase wastewater tariffs in Alexandria so as
 
to cover operating and maintenance costs of project funded
 
infrastructure. Details concerning progress in this regard

will be discussed at least annually within the context of
 
review of the Memorandum of Understanding between the Parties
 
dated January 1984 and related benchmark matrices."
 

Given this explicit agreement, we are unable to comprehend

the project paper implications referred to in the draft report,

in supporting the recommendation. Therefore, we recommend that
 
these sentences be deleted.
 

Page 23, line 11: General ledger should be changed to 6.
 
subsidiary ledger.
 

Page 14: "The following table compares AGOSD's revenue and 7.
 
expenses for these years." This statement should be changed to
 
say that "The following bar charts compare AGOSD's revenues
 
generated through tarif£s to total operating expenses for
 
the fiscal years ended June 30, 1989 and 1990, respectively."
 
So as not to mislead the reader, we believe that the bar chart
 
should reflect the total revenues provided through budget
 
support. This will not only highlight the fact that AGOSD's
 
primary source of funding is budget support, but also indicate
 
if, in fact, all AGOSD's operating expenses were funded.
 

Page 19, para 2, line 2: "AGOSD does no: separately account for 8.
 
its cash or in kind contributions as required by Mission policy
 
or identify contractor payments as project activities."
 

and, 
Page 22, last para, line 1 and 2: "USAID/Egypt Mission Order 
No ........... requested. ; 

Although we have held many discussions with the auditors on
 
the relevance and applicability of Mission Policy, we appear to
 
have come to a stalemate. The draft report assumes that
 
Mission Orders impose compliance criteria on the Grantee.
 
It is our position that Mission orders establish the Mission's
 

/ 
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standard operating procedures. However, for these policies to
 
impose any requirement on the Grantee, they must be negotiated

and incorporated into the Grant Agreement.
 

Page 22, last line: A.I.D. policy contained in Handbook 13, 9.
 
Section lK.2.d. and 3.b also requires that....... be appraised."
 

This sentence should be deleted in its entirety. Handbook 13,

only applies to grants with non-governmental organizations

and cooperative agreements. The Purpose and Application

statement of Handbook 13, contained in Chapter 1 states: "This
 
Handbook applies to all AID grants and cooperative agreements

issued by the Agency except for (a) grants to and cooperative
 
agreements with foreign governments and foreign government
 
agencies."
 

Page 43, para 2, line 4: AID Handbook 13 is an incorrect 10.
 
quotation as it does not apply to bilateral agreements.
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M'. Paul Thorm 

Associated Director 

For Development Resources 

Tkited States Agency
 

For International Development
 

Dear Mr. Paul Thorn, 

ReferringtO your letter Dated September 10, 1990 to His 

Excellency the Mvinister Hassaballah El Eafrawi concerning the 

50% of the PotableRaising of the 	wastewater Surcharge Form 10% to 

accordance with 1984 Memorandam of understandingWater bills in 

( MOU ). 

I have the Pleasure to enclose a copy of the agreement of
 

His Excellency the Minister Hassaballa El Kafrawi to raise the
 

W.W Surcharge From 10% 	to 50% before March, 31, 1991.
 

At the Same time His Excellency agreed to raise water tariff 

to additional increase ofin different rates which will result 


the W.W Surcharge *
 

I Seize this opportunity to express my sincere thanks for
 

Your cooperation. 

First Under Secretary
 

of Housing & Utilities
 

Eng. Mous afa M. Ri • 
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Mr. William L. Durham
 
Project Director
 
Wastewater Consultants Group 
End of Kafr Abdou St.
 

Roushdi, Alexandria
 

SUBJEfCT: ALEXANDRIA WASTEWATER SYSTEM EXPANSION 
PROJCT (263-0100)
 

Dear Mr. Durham,
 

The Regional Inspector General's Audit of the project has been
 
completed and the Draft Report issued to USAID on September 05, 1990.
 

The following recommendations require action from WWCG and should be
 

initiated as soon as possible:
 

Recommendation No. 2: We recommend that USAID/Egypt:
 

2.1 	 Inconsultation with Wastewater Consultants Group, the
 
projects consulting engineer, determine which contracts of the
 
Alexandria General Organization for Sanitary Drainage should
 
be identified as part of the Alexandria Wastewater System
 
Expansion Project;
 

2.3 	 Incoordination with the Wastewater Consultants Group, verify
 
the Government of Egypt's in-kind contributions to the project
 
and establish a mechanism to monitor such contributions.
 

Recommendation No. 3:
 

We recommend that USAID/Egypt perform -- or assign an agent to
 
perform -- a cost/benefit analysis to determine the
 
cost-effectiveness of purchasing insurance for the period during
 
which the pump stations will be unable to operate versus allowing
 
the stations to remain uninsured after contractor warranties on them
 
expire.
 

Recommendation No. 4: We recommend that USAID/Egypt:
 

4.1 	 Ensure chat the planned evaluation of the Alexandria
 
Wastewater System Expansion Project be conducted as soon as
 
practicable and that it be performed by an organization having
 
no project responsibilities.
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We understand that WWCG isplanning to subcontract this work, as
 
part of the O&M program, to an independent organization having no 
prior project responsibilities. The subcontractor will report
directly to USAID; the evaluation scope of work and subcontractor 
selection will be approved by USAID.
 

You are requested to prepare and submit to USAID a plan including

the timetable and methodology of doing the above work before October 
15, 1990. Work related to Recommendation No. 2 and 3 must be
 
completed by no later than December 15, 1990. Work related to
 
Recommendation No. 4 must be initiated by no later than January 1991.
 

Sincerely,
 

Dan Vincent
 
Project Officer
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M E M O R A N D U M
 
F 0 R
 

HIS EXCELLENCY THE MINISTER
 
CONCERNING
 

THE WATER AND WASTEWATER TARRIF
 

Reference to your comment on the attached memorandum to arrange for
 
a meeting in your office attended by the chairmen of the water and
 
wastewater utilities and also the Heads of the Water Companies of
 
Beheira, Kafr El Sheikh and Damitta Governorates, and that the
 
meeting to be held on the beginning of the month of September 1990;
 
please be advised that a preamble meeting was held on August 29,
 
1990 for the Coordination and Follow-up Committee for water and
 
wastewater and attended by the Heads of the Utilities Organizations,
 
and the Heads of the three water companies of Beheira, Kafr El
 
Sheikh and Damitta were also invited. It was also requested from
 
all the attendees before this meeting to prepare memorandums
 
regarding the present water tarrif and their plans to increase it
 
and to increase the wastewater surcharge percentage which is
 
collected with the water bills to be 50% instead of the present 10%.
 

It became clear from these memos that the cost of the production of
 
cubic meter of drinking water in some utilities is as follows:
 

Cairo Water Authority 16 piasters per cu. m.
 
Alex. Water Authority 18 piasters per cu. m.
 
Kafr El Sheikh Co. 24.2 piasters per cu. m.
 
Damietta Water Co. 18 piasters per cu. m.
 

The committee also covened on September 27, 1990 to restudy the
 
water and wastewater tarrif and has recognized that according to the
 
continuous cost inflation of the materials needed for the production
 
of drinking water and wastewater and based on the approval of the
 
Higher Policies Committee on its meeting of December 22, 1987 to
 
raise the tarrif so that it will cover 100% of the cost of the O&M
 
up to FY-1991/1992.
 

Therefore the Coordination and Follow-up Committee for water and
 
wastewater recommends that the present water and wastewater tarrif
 
be raised so that the organizations can recover a part of the actual
 
O&M costs and to reduce the burden of the subsidizing made by the
 
Nation which is given to the organizations to cover the difference
 
between the actual cost and the present tarrif. The committee also
 
recommends that the water tarrif be as follows:
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TABLE
 
THE PRESENT AND THE PROPOSED
 

WATER TARRIF
 
EFFECTIVE FROM 01/01/1991
 

90/91 ! 91/92 
USAGE !PRESENT ! PROPOSED ! PRESENT I PROPOSE 

1. Domestic Usage: . . 
a) Upto 30 cu.m. . 7.5 . 9.0 . 8.5 10.0 

Over 30 cu.m. 9.0 . 11.0 110.0 13.0 
b) Construction works 22.0 . 25.0 . 25.0 28.0 

2. Services Usage: . . 
a) Religious building, . . 
sharity socities and . . 
bakeries and grain . 
mills . 6.5 . 7.0 . 7.5 . 8.0 
b) Sporting clubs, .... 
syndicates - political . . 
parties buildings -
public clubs - youth . 
centers and embassies . 9.0 12.0 110.0 . 13.0 

3. Companies and . . . 
Commercial Stores . . 
a) Small factories and . 
craftsmen workshops . . 
with feeding pipe 30 mm! 
or less, restaurants-! . 
coffee shops, gas . 
stations, second and ! . 
third class hotels, I . 
private schools - . 
medical insurance I . 
hospitals - garages ! 15.0 . 20.0 . 18.0 . 23.0 
b) Large manufacturing ! . . 
factories with feeding ! . 
pipe more than 30 mm 1 22.0 28.0 25.0 31.0 

U
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90/91 91/92
 
USAGE .PRESENT PROPOSED ! PRESENT ! PROPOSE
 

4. Production and . .
 
Investment Usage . .
 
The tourism and invest-!
 
ment establishments as . . . !
 
private hospitals - . . . !
 
first class hotels - . . . !
 
luna parks - theaters . .
 
and cinemas -first . I
 
class restaurants - in-! . . !
 
vestment companies and !
 
Free Zones. . 40.0 . 50.0 . 45.0 ! 55.0 

5. Raw Water . 
Individuals and . I . 
Government 5.5 . 7.0 1 6.0 8.0 

I I 

6. Filtered Unpotable . 
Water . I 
a) Government Indust. . 15.0 17.0 18.0 20.0 
b) Government Instit. 
and organization and 
Local Government units 9.0 . 17.0 110.0 . 20.0 

7. Settled Water 7.0 9.0 . 8.0 110.0 

8. Fixed monthly rates . 
of the Houses built by . 
the Government: .... 
- One room . 65.0 . 75.0 75.0 . 100.0 
- Two rooms . 75.0 1100.0 90.0 . 125.0 
- Three rooms . 100.0 . 125.0 120.0 . 150.0 
- More than 3 rooms . 130.0 . 150.0 . 150.0 ! 200.0 
* The Hall is consider-! . . 
ed a room in all cases . 

The committee also recommends to increase the wastewater surcharge
 
percentage from 10% to 50% of the value of drinking water bill
 
before March 31, 1991 and till the end of the present plan on June
 

1/ 
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30, 1992, and then it will be reconsidered for additional increase
 
in the light of the actual cost of O&M at that time.
 

The Head of Housing and
 
Utilities Sector.
 
(Deputy of the Chairman of the Committee)
 

Eng. Mustafa Rizk
 

Approved:
 

Minister Hassaballa El Kafrawi
 

Date: October 03, 1990.
 

/
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Engineer General Ahmed Ahmed Abu Alfa,
 
Chairman,
 OCT 3 1 19S0S 
El Shatby, Alexandria 

Subject: Alexandria Wastewater 
Project No. 263-0100
 

Dear Chairman Abu Alfa, 

The Regional Inspector General's Audit on the project has been
 
completed and the Draft Report issued to USAID on September 05, 1990. 

The following recommendation requires action from AGOSD and should
 
be initiated as soon as possible:
 

Recommendation No. 2.2:
 

'Request the Alexandria General Organization for Sanitary Drainage
 
to establish and maintain a subsidiary ledger' listing the contracts
 
and affiliated payments made by AGOSD on contracts associated with
 
the Alexandria Wastewater project.
 

I am hereby requesting that AGOSD establish and maintain a
 
subsidiary ledger which will identify all contracts associated with
 
the Alexandria Wastewater System Expansion and affiliated payments
 
made. The subsidiary ledger will probably be inaddition to your
 
normal books and records, but may, at your discretion, be
 
substituted for your normal books and records. 

The Alexandria General Organization for Sanitary Drainage, as all
 
Government of Egyptian implementing entities, are required to
 
provide USAID, on periodic basis, their contributions to the
 
project. The establishment and maintenance of the subsidiary ledger
 
will simplify this requirement by providing AGOSD, and thus USAID, a
 

very quick summary of the host country cash contributions made by
 
AGOSD to the Alexandria Wastewater System Expansion project. I
 

encourage you to establish the subsidiary ledger by December 31,
 

1990.
 

If you have any questions or need any additional information, please
 

do not hesitate to contact me.
 

Sincerely,
 

Dan Vincent 
Project Officer 

(4 
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IG Response to Management's General Comments 

1. 	 We conducted a performance audit of USAID/Egypt's Alexandria Wastewater System 
Expansion Project, and the text of the report has been amended to so indicate. 

2. 	 As in the case of other USAID/Egypt projects, the USAID/Egypt Director signed an 
authorization sanctioning the Alexandria Wastewater System Expansion Project. As a 
basis for this authorization, USAID/Egypt prepared a project paper, which serves as a 
statement of project design. Besides majority financing by USAID/Egypt, the project is 
also financed in part by the GOE. 

3. 	 This statement refers to our tests to provide reasonable -- but not absolute -- assurance of 
detecting abuse or illegal acts that could significantly affect the audit objectives. None of 
the report's objectives involve a matter that would suggest the need for statistical sampling. 

4. 	 The Chairman of AGOSD is a GOE official and a signatory to the project grant 
agreement. 

5. 	 We see no valid reason to exclude relevant statements from the project paper relating to 
the issue of wastewater tariffs from the report. It is the project paper, after all, upon 
which A.I.D.'s project authorization is based. The report does not assert or imply that 
the project paper can replace or has replaced the grant agreement between USAID/Egypt
and the GOE. To fully inform the reader and to provide perspective on the GOE's actions 
and Mission expectations, we have included relevant statements from the grant agreement, 
project paper and other documents. 

6. 	 Agree on use of term "subsidiary." 

7. 	 The matter at issue is not the GOE's support for AGOSD but the wastewater tariff in 
Alexandria. We believe the report text and table are clear. The text clearly states that 
AGOSD is dependent on the GOE for budget support. The table's bar chart depicting 
AGOSD's revenues states that these revenues do "not include GOE allocations." 

8. 	 We agree that mission orders establish Mission policy and operating procedures.
Depending on the matter addressed, however, these policies and procedures can and do 
refer not only to internal Mission operations but also to expected grantee and contractor 
performance and actions. In such cases, we believe it is valid to inquire whether Mission 
personnel have acted to ensure grantee and contractor compliance with the performance 
expectations specified in these policies. Such compliance is often achieved by actions 



APPENDIX III 
Page 2 of 2 

short of amending the grant agreement. In the cited example, the report states that
"on July 7, 1988 USAID issued PIL No. 1-2 requesting AGOSD to provide a monthly 
progress report on its cash and in-kind contributions." 

9. Agree. This sentence has been deleted. 

10. Agree. Reference to Handbook 13 has been deleted. 
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