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EXECUTIV~ SUMMARt , 

Introduction 

AI~ has aereed to assist Efypt with a project to alleviate 
the shortsre of rrain receivinp and stor~e facilities. The 
project consists of desipninr, ~onstructin£ and e~uippinR 
two [rain silo complexes. One will be a 10J,O~) ton add­
ition to an existinr facility at the Port of Ale~andria. The 
other will be a nEW IOC,:j~~ ton facility in the Cairo area. 
Th~ Alexandria facility will include equipment for unloadin~ 
~~ain ships. The loan arreement, which was sirned June 29, 
1975, provides up to $44.275 million to cover the dollar costs 
of the prcject. Use of loan funds ere limited to procurements 
from U.S. source and oriein. 

The project i~ imple~ented throurh host country contracts. 
de Laureal En~ineerinr, Inc. of New Orleans, Louisi~~~ is 
the architectural and en~ineerinr fir~. The constrJct1ons 
services to date have been procured in ECypt and tLd equipment 
is beinr purchased from the Unitec States. As initially 
planned, the project was to be completed by June 1979. One 
rea~nn this could not be achieve~ was because the de Laureal 
contcBct, which was for a 48 month period, was not sipnea 
until early 1977 Anu de Laurenl die not comnence work until 
abollt Did-1977. Apparently, at this tiue, project co~pletion 
W3S envisioned at so~etime in cid-19Gl. Durinr the course 
of our audit, USAID acvisecl that de Laureal is ner,otiatinf, 
for an lO-month extension to their contract which will put 
completion at about the end of 1982. ~t the time of our review, 
the Phase I construction ~fiiQh consisted of earthwork, pilin~s 
and foundations, was completed at both sites and the construc­
tien contractor was ~obilizinE to construct the superstructures. 
Also, procurement of the equipment was reportedly 80 percent 
uncer fire order. Frior to the· finalization of this report, 
we were a~vised that the contractor had com~leteJ a unit of 
the silo superstructures at each site. 

~urpose 

This is our initial audit ~f the Grain Silos Project. Our 
purposcs were to determine whethcr (a) the performance of 
the A&E fir~ nnd other contractors/subcontractors has been 
adequate; (b) the construction to date m~ets contract spec­
ifications; (c) the ARE has fulfilled its obliration~; (d) 
dollar expenditures have been proper; (e) there has been 
compliance with applical:le laws, refulations, policies and 
with the tcr~s of the loen arreement and various contractsl 
subcontracts; and, (f) USAID's ~ana~e~ent of project nctivities 
has been effective. 
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Conclusion,: 

Over1ll. W~ c"nclu2e t~at US~In n~n~~eMent of project act­
ivitieL n~~~ to ~~ utren?the~~~. Many of the f1ndinrs pre­
sented throurhout this re~urt in~icate thrt, u~ to the time 
of 0ur au!it. ilShID's ran~-~nent approach w~s too passive 
to 1:~ effeccive; Le., rather ti,.".n actively an' closely 
conitorin~ the various facets sf project i~plementation. the 
USAI~ prirArily rLlic~ upJn nth~rs to identify and repJrt 
proj02ct problu:ls. ,1 e ficiellcies in site c r}l1structi0n an' pro­
c~~ur~s. testinp, Dnd similar matters of c~ncern t: pr0j~ct 
tr c. n."! ~ c I~ ~ n t • 

Effective ~cnltorinf W3S further h~rrpererl because th~ surer­
visury 1\&[ cuntr3ctor di:~ not thorot'gllly cover cc,nsti:"uci:icn 
activities ~nd pra~lems in Qonthly and quarterly pr-ject 
s l 3 t u s rei) crt s .3 n (' d. i c not sub r. itt h e s ere l' (1 r t s t 'J t h .:; U S·~ I '[; 

,. f fl' . when ~'ue. T:1is pussl\'", or 'h.:m . .ls-c . f:1Onitorin o st.:'.llce e:.y 
Le. nttriLuted, At leAst in p~rt, to the fact that the UrilY 
is not 2 direct party to the hest country contracts inv8~v~' 
an~. th~ref0r~, ~oes llLt have ~irect authority over pr~jcct 
ir:;?len8ntClti':'1. (See "Project L:mitorin,.-,'; ;:·afes 3;-,-43) 

Irevious 1\C rer;Jrts Lnvo ~,r·:1.nt2(1 cut nur~:::r0US f·rc·bler:s (1- '1~­

wid~ in prcject irrlecentation 3n~ control when Hrst Co~n[ry 

c c., n t r:;) c tin~: is in v'' 1 v c·' . Ph -.! nth i sty p e c. f con t r ::l c t :! n f:' is 
use,~, pr0ject offici::lls nC2~ tD r~carnizc th~ hirh ?rob~~-
iIi t Y t h n t D .. h =' n (~ s - r:, f f II( <} t tit l: '.' r. HilI res u 1 tin ant> r i1 t :!. V;2 

iCP2Ct cn projc~t in~lcM2ntnticcs; in Dost c~scs, the pro~r~gs 
of th.: I.··r:.ject I':!ust l;e "~tched c.1.· ::;·.:;1:,. Th,:.s", inste.nces 
when it is possibl~ tD let the pr~~cct rr without close non­
Itarin[ 3re few 2n~ far L2tw~en. T~2 intEr~r~tAtion of the 
ext en t c f s u C i1 t; i:l ". n : s - c f f t: 11 :~ ;) r .'~ (l C ;-, :1 uri n f' t h 8 n C ill i n i s t r .:: t ion 
c f a h (l S t C C un try cr. 1I t r act nee c~ s t c· t c c 1 i! r i f i 8 (~ • 1 h e tit 8 0 r y 
of PQlicy :.~tendni1tLlD 6:' (r: 6 r

.) covcrinr the host country 
crntr3ctin~ rJ;):]8 n2e(:s tn Lc ~1etter r£.concilec to the renl­
ities of overseas ccn2itioDS nn~ ~ay-to-day fifficulties in 
i~rlemeiltinr multi-uilli0n ~cllar ~rQjccts such es the 
Grain Silos. 

In the caS2 of this project, the selecti~n of the superv~sc~y 
i\ & E fir 1.. r n i s ~ . .1 que s t ion s 11 i t h i TI A I r: aft hen n t u r e e x p e c t c: c 
to rrucpt project offici3ls t~ watch the ~r~ject prorress 
very closely. The Chief of the USAlr's CApitsl Developnent an~ 
Enrineerinf Livisicn at the time of 2e Laureal's ap?roval AS 

the A&E firD, state~ for the recor? that the USAI~ will neeJ 
to intensively monitor the A&E firm. Cnnsiderinr the circ~I'I'­
stances it WAS lacieal th3t, in addition to the normal ron­
itarinr of ~e Laureal's qUBnti~~tiv~-ln~?ut§, the USAI~ wou:~ 
also sive close ~ttention to the quality of 1e Laurenl eff(~L~ 
especially in reEar~ to the construction supervision. 
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U8AID, however, did not eive th~s epeeial attention to 
d~ Laureal and, 8S a result, wns n0t fully aware of the in­
effectiveness of d~ Laurenl's supervisiun of the con8truct­
ton and of the resultant actual and potential effect8 of 
.·~ject iMple~entation (See "Selection of the Supcrvisory 
E~rineerin£ Firw", pares 4-6). 

~ajor continuioE prcject implem&ntation problems were at 
th~ project Fites. ConsiderinR the concerns expressed within 
AID over the selection of de Laur~al as the supervisory 
A&E contractor, too much relianc~ was placed on de Laureal'. 
capabilities as 0p~osed to close, active monitorinp by USAID 
project ~anagement. These documented concerns within AIn over 
the A&E contractor s~lection, allcrations repar~:~np poor 
quality construction, an~ the need frr close ~roJect mon­
itorinl ?ro~~ted our planninp in-depth, compre~nsiv~ audit 
coverase, includinr enfineerinr assistance and testil\~ of 
in-place construction; tiiese encineerinr examinations and 
tests mirht n~rmally have been ~oDe by the USA!J. 

The results of that enrineerinr review were quite critical 
of de L~ureal's supervision of c0nstruction activities. The 
fcllowin[ is an excerpt from the consultinr firM's report. 

" At AIL's direction. our efforts were concen­
trated 00 Shubra. We conclude~ that for the 
Shu~r3 site, specifications were not a~hered 
to for several it~ms of ccnstruction. rased 
on available evidence, the coarse 8,"prcretes 
us~d are ccnsidered potentially ~eletericus, 
fine ag:;rerates nay have contained excessive 
salts, SOMe cement was not in accor~ance with 
s~ecificati0ns, the filter for subdrains was 
not in acccrcance with specifications require­
oents, the Guita1ility of material usc~ for 
waterproofinH is to be determined, an~ concrete 
strentth wes foune to be below specification 
requirements (but coopatible with desirn re­
quirements). The workmanship an~ waterproofing 
was":leternined to be unsatisfactory and corr­
ective measures are indicated. Some items 
related to pile desirn require verifications. 
Quality control employed ~urin[ construction 
to ~ate has n~t been satisfactory. Guidelines 
and recommendations for future quality control 
are provided in the appropriate section of the 
report. 

Index testing of concrete at Alexandria in~i­
cateG that streneth is above cesirn requirements 
However. the coarse a[,£reeate used may not meet 
specification requirements. This issue mUlt be 
thoroughly nddressed as the presence of saline 
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vater con~iti~ns would enhnnca potentinll, 
deleteriDus r~nction of the ~rBvel with 
the c~cent reste. It nrpe~rs that wcrk­
mAnship at ~l~xan~ria was socewhat better 
than at Shuhrn. 1I 

The issue th~t probably c~useJ the greetest concern wa. 
wheth~r or not the coarse BfBrNpates (~rav~l) used in the 
concr~te foundAtions will be h"r~ful to the concr~te. Results 
of 3 9J day expnnsion test which t~e consultinp, firm had 
verforced on a sample of the rravel b~came avnilable after 
the issuance of the consultinr firm's re~ort. The results 
showed that the expansion of the 3zrre?ate WaS lebs than that 
considered capable of harmful reactivity. This was the first 
time that the gravel haJ ever teen detercinerl to te suitable. 
The underlyinr issue here is the lack of a~equate testine 
procedures by the A&E fir~ to determine materials suitability 
prior to uae in the structures. 

Corrective actions have alreddy been taken on some of the 
other issues. For e~ample de Laure81 has reported that they 
have taken several actions to avoid further ina1equacies 
in ~uality control. USAID has ccnfirme~ that de Laureal 
has establlshti a quality control system and thnt the proce­
Jures are beinr followed. Oth~r issues raise~ by the consult­
inp. fir~ re~ain open and require further action by de Laureal 
and the USAID. (See "Effectiveness of Project Supervision" 
pates 7-17 for 1etails on the consulting firm's findinrs 
and correctiv~ actions needed an~ taken). 

de Laureal has al~o taken actirns r~[ardinc its construction 
supervisory staff in ESypt. They hnve replaced the project 
m8naEer and aBsi~ned an Assistant project rn8n~fer to the 
teem. ~lso, they have rut a new person in charpe of the 
Shubra site. These actions shoull! have the effect of stren-· 
gtheninr the capa~ility of the su~~rvisory tcam. (See 
"Other Hatters Involvinc Project Surervision," pares 17-21). 

Another area where we found USAIL nonitcrinp to be too passive 
was in re2ard to Government of Egyrt contributions to the 
project. Certain impro;'€!tJ.ents to the Port of llleJ:andria 
were consi~ered to be key clements for the full utility 
of the project. These were (1) enl~r~inr the quay 80 that 
it could accon~odQte about $5 million of AID-financed grain 
unloadin£ e·.:}uipn:ent and (2) (!eepenins the channel alon~side 
the quay so that it could 2ccert lArger ships. We found 
that thesc actions were not being carried out as orisinally 
planned. The quay was beinp enlarpcd but it was net being 
constructec up from the rock bed so there was a question 
of stability and the quay's ability to safely take the loads 
which will be imposed by the erain unloading 0~eration8. 



A1.o, the chennel Dlon~ 8i~e the quay will not Le deepened 
because this will destabilize the existinr quay wall. USAln'. 
reply to our Record of Au~it Findin~ on these issues in-
J 1 r: ate d t hat sin c .:! no A IT' fun ~ in r w D sin vol ve rl in the 8 e 
port inplove~ents, the USAIV haf nu relation~tip to thcse 
activities. Th~ reply further indicated thet it W3S 
de Laureel's respcnsibility to assure itself th~t the quay 
~xtension could safely acconmodate the ~rain unloadin8 
equipment Dn~ to alert the USAID of any deficiencies, actual 
or potential. But, these Port irnprcvenents, an ARE contri­
blltion, are an intep.ral part of the over3ll [,roject, nec­
Essary to 3chicve ARE nnd AI~ Jroject objectives. This 
sit u a t ion i 11 u s t r n t e s ,'1 n (;! x t r e r.1 e e x amp 1 e ') f the " han d s - off" 
attitude in ocnitorin~ ~rojccts i~pl~nentdd through host 
country contractin~. Their stated position notwithstandinB, 
the USAID is now concerned wtth this element of the ·prc.1je:ct 
aD~ plans on retaininr the services of a consulting firm to 
make an ausessment regardin:<; quay stability. (See "Host 
Country Project Contributinns - Alexanrlria Pert I~provements" 
pacc 21-27 

The USAID ap~rovecl the expenrliture of about $3.5 million 
in loan funds for the p1lin~ work un~er the fh?sc I con­
struction without requiring D0tific~tion to u.s. business 
of the availability nf the AID-financed work "r requesting 
an AID/W waiver of the notification re~uirement. The 
se=vices of the U.S. pilins firm were obtained as a suL­
contract unccr the prime contract which uas a·lvertised for 
and procured locally. USAI~ contended that the requirement 
to. adverti~e in the U.s. wns not applicable because the 
loan financed services were obtaine~ under a subcontract. 
(See "Notification to U.S. I3usiness", Page 27-29). 

We report~d to the USAID thAt the pilin~ su~contractor had) 
procured the equivalent of about $28~,00J of comQodities 
or services from non-U.S. source. Doth the Lc~n AEreemen~ 
Qnd the fixed unit price su~contract stipul~te that comm- i 

odities and services nnt of United States source and origin 
sh31l not be elipible for AI~-financinf. The intent of 
these lean and contract requirenents, irrespective of the 
type of contract involved, is to ensure that the U.S. dollars 
nre spent in the United States. USAID project monafcment 
officials, however, approved ?ayment of a subcontractor's 
invoice for $366,7~C althau~h notifie,: several Denths earlier 
(throuph this audit) th,~t the suLcontractor's procuremf.nts 
includ~~ atout $20C,10) fron sources end ori~ins outside 
the Unite~ States. The USAID was not clear as to the app­
licability of source an~ oriBin rules. On one hand, they 
indicateJ that the rules do not apply to th~ piline sub­
contract because it was fixed unit-price cc·ntract. 

v 



On the other hand, they said that th~y will review the 
lubcontractor's non-U.S. hard currency expenditures and 
take action to either bill the subccntractor or request a 
source waiver. (See "Source and Grifio Requirement", pages 
29-34). The USAIJ response did not address the ope~ issue 
of the subcontractor's Form AID-144J-3 certification reeard­
iOf procurec~nt fran the United States (raf~ 34). 

It seems 3pparent at this time that the amount of the loan 
i8 substantially ~ore than the dollar needs of the project. 
The loan is for $44.275 million whereas de Laureal's most 
recent (February l?CO) estimate of final project dollar costs 
is $38 million. (See "Loan :mount". rap,es 35-34). 

As part of the com~rehensiv~ audit of the Grain Silos Project 
we reviewed the contract payments made to de Laureal EnRin­
eerinp, Inc., from the funds provided by AID Loan 263-K-028. 
The results were published in a separate audit report, (No. 
6-263-L~-5 dated April 23, 1geO). One ~urpose of the audit 
was tu establish final yearly overhead rates (as required 
by parascaph G of the contract) for 1977 and 197". The 
audit resulted in several adjustments to the overhead cost 
pools proposed by de Laureal. The most sirnific3nt adjust­
ment was our disallowance of $112,00J in commission pay­
ments and $7,393 expense reimbursement to ~e Laurenl's 
EEyptian apent. The commission payments were rart of a 
$lOO,OJO contract with the arent fer services he performed 
in assisting de Laurenl obtain the contract. (See "contract 
payments to L~e LCltlreal ll

• papes 44-46). 

Recomlilendations 

We have made 12 recommendations to USAID/E and directed 
one for action to AID/U manaGement. They are included in 
the text of the report and are also listed in Appendix n. 
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11;TRODUCTION 

Back[ ruun:! 

Pruject Justificaticn - Epypt imports nearly 75 percent of ita 
fU0J froin n~e~s, 4.5 milliun tons are ex~ected t~ be imported 
durine 1980. The only existent uwdern receivin'· an<.! storare 
faciliti~s are two siln complexes, a 48,00n t0n fncility at 
th~ blex3ndrin Pert an! 3 53,000 ton f3ci1ity at Caire. These 
facilities are not sufficient fer the vDlume it~~rted and 
about 70 r~rccnt cf the.prain must be hRnd1e~ ~utsiJc the silo 
s y s t e t:: tin un)' s n n j i n 0 u t s i cl est l H a; l; • As:'. r l; s u1 t, the r r a in 
i sex; ':' s t.: ,1 t I" h i r h 1 " S 8 e sin han '.~ 1 i n~· .3 n c1 in f (} S t '1 t i (' n ,"l s W ~ 11 
88 subject tl' ineffici<-!nt m,:"'veu.cnt. In acdition, with the 
enormcus cl;n),cstion in the !11exan,:~ria Pl,rt, an,' the necessity 
cf unl..;ar~inr nc'st rrnin by bnrr'in~: rath .. H than by hulk, un­
loa J in!, t i IT; L: is c ',' n s i ,] era b 1 y len r the n e.' res u 1 t in ~. in h i ~ h 
c.! emu r r a ,r l; C C 8 t 8 . 1. I Dar r e e J tea S sis t wit h a r r ,) j e c t t ,.) 
311evi~t(! th", situation. 

r r 0 j ec t Des c r i l' t i :) n - T h <.: F r ,- j 12 C t c CJ n 8 i s t 8 l' f (1 ~ 8 i ,. n in [', con-
str l '· tiLl' nn~ ",quii),'dn~' two 1"T.3in 8i10 ccn1'lexes. One will be 
a 1(; (JOO ton <l,:l • .liti'n te·; t!1e existinr fnci1lty at the Port 
of:.~ ... : x, n ~l r i (1 • The c, t h '" r will b l:! [l n l; w 1 00 , 0 00 t (' n f:'l c iii t Y 
at Shllbra, which is in the Gre."ter Cairo ;'Ire'!. J'h2 A1exnndria 
f n c iii t Y will inc 1 u '.~ ~ l' n e un:1 tic un 1 C '1 H n r (:! qui 1) r.1 [; n t lY hi c h 
will r.,l;V(;! thl:! ,I rnin fr)m the shirs ,'irect1y t:: the si1:: 
f;:l c iii t Y ~'r t (1 r L1 i 1 c 11 r s , ' . L., r ( C S lH t r u c k s f:J r c· u t - t r [1. n 8 ~l(: r t • 
T h "" Shu t; r '1 f'1 c iii t y will 8 Co r v l! .:1 S t h l! rc" j c' r,l i s t r i: uti.:, n i1 a inc 
f C' r the en i r, ,'1 r e n"l n L: \01 i 11 r e ~' 1 ace r res \.' n t 1 Y us 2,~ .) jl ens tor a r:. e 
hous",s. t\s initially iJ1'lnneJ, the pr:Jjec,", w,.s expected to 
cost $44,275,000 L1n~ LE 15,547,000 (current rate nf exchanRe 
is $1.00 = LE 0.70; ~t the tiM~ the prrjec~ w~s ;lnnne~, the 
exchan[e rat2 was $2.56 = LE 1.00). Th~ 0c11ar costs arc 
funrte~ Ly the ~.I.D. loan, not to excce~ $44,275,000, to the 
Arab RepuL1ic of E~y~t (AUE). The 1n~n J8te~ June 29, 1975 
is rc~cynb1e in 40 y~.:1rs> inc1u2inr n srace ~erioJ ten years. 
Annual inter2st is 2 f:ercent ('urinf" the ~'r!lce ;)eric:c1 and 
3 percent thert::after. ThL! Genern1 f~uth,'lrity fer ~u;J;'ly 

Cornoodities (GASC) is the ~RE Arency in ch3rrc of the project. 
The ~ffice uf In~ustria1 anJ InfrastructurL! Deve1c~ment and 
Pro~rnm Support (IIDPS) is the r~spsn8ib1c uStID cffice. 

Pro j e c t lTlT 1 e rIC n tat ion - G!. S C s e 1 e c t 8'.' c: e L!'\ u r l! '3 1 En ~ i nee r s , 
Inc. of New Orleans, Louisiana, os thl! architectural an] enr­
ineerinf' firm fnr the ·rroject. Nerc.:tiations hC;tw . .::en GASC 
and de Laur~31 leran in March 1976 3nJ conclu~c~ in late 
October 1976. The contract , .. as si~'ned on February lil, 1977 
and de Lauren1 co~menced work an June 19, 1977. 
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lb. contract fer the Ph.:'lse I construction, €!:1rtht-l0rk, piling. 
and found.'!tions, W,o.8 awarded in ".:'Iy 1978 to £\ loc'!l firm, MIS! 
Concrete nf:velopme.nt Company caSR). The pilin~ work. which 
wnl the most costly se~m~nt of this phase, wns subcontracted by 
dISR to a U.S. firm) R~ymond Intern~tion1l of Delaware, Inc. 
(R3ytOOnd). The fir&t ph."Ise, except for the: r.pair of some 
construction defects, W"lS compl~ted in :~'ly 1979, IHSP.'s bid for 
Phnse II, constructinp. the silos ~nd ~orkhouse. was accepted by 
GAiC in April 1979. "IS? ,qnd its slipform subcontrClctor. AB 
ly~gin:1 of StockhC11m, Svcden, beg:m slipforming the silos in 
Pebruary 1930. Purch'lsc of thE; equipment, which 1s b~in? h'1nJled 
through th2 de Laure~l home office, is reportedly about 80 percent 
und2r firm ~rder. 

ThE! timE!frEUT\C needed to complete thc' project will be substi'lnti"lUy 
in excess of the estim~te. In the Project PAper, construction 
w~s p13nned to he completed by June 1979. This could not be 
achieved hec~use the de Laure3l contr'lct W'1S not signed until 
February lfJ77 .qnd de L"lureal did not commence work until June 1977. 
The de L'lure,l contr'lct covers .3 41 month period, so the pl9.nned 
completion w.s .1pparent1y extended to June 19'11. The l1SAID 
Advis~d us th.t de L~urc~l is n2goti~tinp, for an IS-month ext­
ension to the contract which will ;'.PP'lrently put project com­
pletion ~t ~bout December 19S2. Th~ Proj~ct Paper shOWEd th~t 

the construction W.'1!'l estim!'lted to require two ::md ? hi!lf y2·~rs 

from the dqte of the first construction contract. The Ph~se I 
construction contrnct W1S awarded in lhy 1978. Considcrin\.> the 
proposed cxtension to the de L:mre1l conll·'1ct to Dcc2mb0r 19~2. 

it ~pp':;.J.rs thot the cO:lstruction is no~,.' estim?!.ted to require :1bout 
four ~nd q h3lf y~~rs from the d~te of the first construction 
contr".ct. 

Audit Purpose .'lnd Scope 

The office of the Arc". Auditor GenQnl/:Sgypt (AAG/E) directed 
thi!'J in1ti3l audit of LDan 263-~-071, Gr~in Silos Project. 
Our purposes were to dcterrr.ine Ttlhether (-1) the perform'1nce of 
the A & E firm rmd other contr .... c tors/ subcontr.':lctors h,"ls be2n 
ndequ"lte; (b) the construction to d1.te meets contract specif­
ic~tions: (c) the f~.E has fulfilled its obliG~tions! (d) dollar 
expenditures h:.!ve been proper (c) therE: h".s been conp1i'\nc€: 
with "lpplic3ble 1t!\-Ts J reeul .... tions, policies ;md ,,!ith the:; terms 
of the lOAn ~Ereement 'lnd v3r1ous contr~cts/subcontrncts: ~nd. 
(f) USAID's nan~c,ement of project ~ctivities h~s been effective. 

We utilized the services of the en7inecrins consulting firm 
Converse ~hrd D'wis Dix .. n Inc. (CTJD:9) of C~ld~1ell. llew Jersey 
to revie"T proj ect design, construction ;md supervision. The 
cons\lltnnt visited thlc de L::lU";:e::-.l hone office in Ne~r Orleans and 
spent three weeks reviewinE ?r~ject activities in Egypt. 
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hee page C fo r a detaile<! .cope 0 f CWDD' s review). An 
eneineer frou the Office of Enrineerinr. Bureau of Develop­
cent Support (DS/ENGR) AID/W. reviewed perfornance of de 
Laureal io recard to procutemertt of project equipm~nt and 
the performance of de Laurea1'. various subcont~nctors. The 
AID/W eorineer also visited de Laureal's ho~e office and the 
project sites in Egypt. The Area Auditor General/Washinrton 
(AAG/W) sssisted by reviewing at de tautenl's horne office, 
the docuaentation supportlne the elaie. for tei~bursecent and 
by establishinp de Laurenl's fin~l overhea~ rates for 1977 
and 1978. 

The audit was primarily performed durinp the last half of 1979. 
June 3D, 1~/9. was the cutoff date for the review cf the reim­
burse~ents to 2e Laureal. Review of project activities in 
Egypt covered events up until the issuance of the report. See 
EXHIBIT A for details of the dollar fundine of the project 
and the acounts audited. 

: urinr t:!~_8 :-::u 'it, \T'~ us~rl, cur =',ccrrc: of l .. u,·it Fin'lnr (:'AF) 
:rcce.:u~:.:: ~":1!;;!T8!.y uc~ n,-,tifle: ths U2LL" in Hrittn~' of our C1u~it 
fin,',ir,: 8'18 they veTe (',8vclrwc'. US';'I: res',Clnde', in writlnr' 
tc c~c~ )f cur :LFs. ~2 :rovl'a~ the US~I: wlth co~lcs of 
rei' crt G, t cst r 12 suI t s (' n " ~ the r ':' e r t i r. en tin f: :: r r i". t i [\ n a s ~11 e 
r e ~ e i v 8 ~ t 1-. 1 s 1 n for r .,. t i 0 n f r ') L C P: ". T12:'.1 S 0 ~ r r ,:u;' 0' e ,~ for the 
C l'~ ':. en' in -3 e r t:' t r i e f con c c: rna' U ~ t, I' P. n' L L / T' (l f f 1 c 1 ~ 1 S • 

en ~~1rcL 25
1

1:--, H2 'rovl:~G1 t11~ U~!.',T ~·itt. c:-.ic:s of <:'. 

:r~ft au:,it r2~0rt for t~eir review ~~' ccrnents "riGr to the 
iss u ':-'. n c e (, f t ~', c f " r rl P. 1 ,~u' 1 t r c n r' t . '~:1" . ,'1 :! ~, l'~' ~ 0 \" e f:l e t 
Hit h US :_ I~. c; f f i c i ~ 1 s 1 n ,"1 n ::I u ~ 1 t ex]_ t c c n fer e n c c . The con'· 
fer e n c e v" s "t ten' C" : 'j t ~1f: : e' u t y "1 s s i ~ n ::- ire c tor, thE: 
t. s s 1 8 t ::\ n t ~ 11" 8 C t ( r / I L ,- S ~ n " r e , r 2 sen t "'. t i v e s rJ f the US/\. 1", I S 

Ler'C'tl an' Controller offices. ::n ~'i:?y 12, l~"-: ';7C: recelve:~ 
the US1.l. '8 ~,!ritten TeC~OnEle t:: the ,'raft ::\u,'it re'crt. 

The US;.!:",' 3 r2s:·0nses tc our :-:,t.Fs <'.n: to t:,'le ,'r~ft r'.u'it 
re~'ort uere cOi.1si:~ere(~ in f:'.n:::lizL1:' tl,is re"crt. 
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FINDINGS, CONCLUSIONS AND RECOMMENDATIO 

Selection of the Supervisory Enrineering Firm 

Although th~ ARE s~lection of de Laure~l as the architectural 
and ~n~ine~rinr firm (A&E) was approved, responsible USAID 
nne AID/W officials expressed reservations with th~ selection, 
prioarily on the basis of de Laureal's inexperience on a 
project of this type and rBpnitude. Some related concerns· 
included de Lsurc~l's a~?roach - henvy reliance on sub­
contractors; cODpl~tins the work within the planned time; 
and, impact of a poor job on the USG and AID imare. The 
ext~nt and nature of conC0rns expressed frOD the start over 
the selection of de Laureal alertec res?onsible USAID project 
manarcment to the need for monitorinp this supervisory A~E 
firm much closer than mipht normally be none for a host 
country contractor. 

de Laureal's r~sponsibilities as the A&E contr~ctor are to 
provi~e the professional, technical and enpineerinp services 
necessary for the desifn and implementation of the Silo 
facilities. de Laureal has been enrared in the prnctice of 
enp,ineerinr sinc~ 1946. It was .:1. privat~ corporation until 
1971 when its stock was purchased by Walter Ki~de an~ Company, 
Inc., of Cliff tun, New Jersey. The firm continued to operate 
under the de Laureal n~me until 1978, when it becane a div­
ision of Kidde Consult~nts, Inc. (KCI), a wholly owned sub­
si~iary of Walter Kidde and Company, Inc. KCI continues to 
use the Je Laur~al nam~ in rerard to the work perfGrrred under 
the Grain Silos Project. 

Both AID/Wand the USAID expresse~ dissatisfaction with the 
choice of de Laureal as the architectural and engineerinr 
firm. One AID/W en[ineer, after attendinr, olscussions 
between AID/W an~ Je Laureal on Septe~ber 1 anrl 2, 1976, 
prepared a m~rnDranium for the files which concluded with: 

liAs I h:lve express2L~ in (,ther neT!'.OS, I am 
of the o~inion that ~e Laureal is an un­
satisfactory choice for handlinG this job. 
Their peneral approach in~icates a ~rcss 

lack of familiarity with the work involved 
and with overseQS work in feneral. I 
believe that if de Laureal is s~lected, 
these twe projects will result in ~ajor 
difficulties, controversial issues; and 
the jobs will be drawn out over six or 
eisht years instead of about three years, 
which it should be. (These j cbs would 
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requ1r~ 14 ~onths concurr~ntly hera in 
the UniteJ St~t~s). As ~ IEsult, the 
E£ypti~ns will b~ sour~~ cn Arcric5n 
~ffort f~n~r!1lly ,"!n J ,Ll.D. 5p~cifically. 

Th~5e ~rL cn~in~crinf construction 
pre j L: C t 5 ':lll~ f r cr: t h:>. t s t '1 n .: pc in t. 1 
h1V~ pr~viJusly cx~r~ss~J r.y dissatis­
f2ctiun with the s~lection of nn in­
~xpcriencL:! ~n[in~~rinf fir~ to h~ndl~ 
the 'nrk. 

T h ~ n ,) tic I;! l' ubi i s ~l '-:! "~ i nth '-' Co 1: :; L: r c c 
EusinL:ss D~ily uf 9/9/75 stAt~s, quote. 
':Th", G:;vcrllC::!l1t cf th.; ARE *** invites 
subrissions of interest nnd pr~qunli­

ficntion dJta fr0~ U.S. Archit~ctur~l 

an~ Enfin~~rinr fires who can qunlify 
throu~h ~xp~ricnce with projects of 
sildlo.r types an',2 r.lilf>nituJe-·'. 1::1 
this writer's opini~nr de Laure'll does 
not h~v~'~xpcri~ncL: with projects of 
5ini13r typ",s 'In,''; [larnitu,je' - which 
flCt is strcnrly ~vid2nt in th~ir 
a?pro~ch tc thL: work. Th~y npP3r2ntly 
'1rG c'.L:~L!n(~inl· .:ll'clst li!ntirGly on f<'l.Js­
Po,,, c r & J :11" vis • 

If thl;;; tolork is ,1W2.rC2d to :h:.'LA.ure,'1l, 
tii:!l! [~'1y Slidl the qwnrc t;) be "In un­
fcrtun.'1te ch~'ic\;;.·' 

~e Laureal nctu~lly h~s ttrc2 U.S. firns as subccntractors 
to assist in t~~ :esif" end oth~r tEc~nic~l ~SPLcts of 
th~ pr~ject, F~:18s-Fsw~r Service Curporation. ~xclson 

En[.ini:;(:rin~; Inc. 3n~ VL'.h::, i,~rah:lI:i'1n; P.E. :~xels:::n Enr-
in G (;; r in L>' Inc. r..: r 1.'1 c e :: J:1 r vis In t I.;! rna t i (", n:::.1, Inc. ref err e d 
t J :J. S I: J '1 r vis" i nth,," ,,,- h (' v.:.; 1. ~ I. c· r "\11 (} U r;; • 

Th~ USAID is ~lso on rcccr( ~xrr~ssinF reservations on 
the 8cl~cti(n ~f ~~ L2ur~21. Th~ f~ll~win~ is an excerpt 
fro ;.: a S cpt (: '.! b c: r 2 1, 1 9 7 6. US,. I D t:) A I D / H cab 1 e d r aft e d 
by the Chi~f of US~IDis Capit~l Devalo?~2nt nn1 Rnsineerine 
DivisL~n : 

BWC h·:lve new C·~t'2 tc; th~ enC: cf what 
Ir.ust be tl,e T:1rst bizarre nCf,0tinticns 
nost cf us h1v~ ~artici?atcd in - an( 
,,,e tlust ':!'~T.1it that w~ ~re nct fully 
satisfieJ. Our major concarn runs 
to de L2ur~~1's inexperili!nce in ~vcr­
seas werk, which was aoply ~enonstratad 
by the lenrth Qf tiree it has taken t~ 
n~~otiote this ccntroct. 
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~fon1torin:' this fir::] will plnc_ ~ 

hirhex 11.!v",1 of bur.'(;n on USJI.ID th:,.n 
expectec with other firns. i~lso,.'1 

firffi that r~:uc~s its ~ririn31 ~stinate 
by 60 pcrce:nt ,.~urinl nq'otiatL~ns is 
net on~ which instills ccnfi~ence. 
101 e (:... n;:; t, h·.' W '-' v c:: r' s (; e .3 n y b·1 9 is f:) r 
d i SlI P P r") v i n f t h.::: f f tr.lt. f (r t h ::. t rio: P. S:J n • 
AID n??roveJ J~ L2ure31 1 s inclusion 
~n sh~rt list an0 AIL ~prrovc~ de 
L1'!url!A1's technic..-.1 prcllcsal's beinr 
r:;~ n ked fir s t - .- . V .2 r f il:"I~ s \oli t h r; u c II 
care eXr~riEnce. T~ r~ise t0~3y the 
c: x P '" r i e n c Eo i 0 sUe w c u 1,~ net,: [" s sr" u s t e r • , . 

. ActUi11 ClL,-'UIIts invclv .... i in th.:: n12:'ctiaticns with C:e Laureal 
were subst:J.nti:i1.~2 L.::urcal:s initial C,)st ~rorosa1 for 
the erch1.tectural ~n'~ ~n~in(!crin.,· s~rvicGs was $12,505,730 
and L E 1 > 8 4 3 • l: 2 ° . i~ ftc r n e :: J t i a tic n s 1 a s t i 11 f n.) r ;.; t han six 
t'.Gnths, Je Lnur(;[ll r<:-luc2:! its C')st eatir.::1te t· $5,832,134 
anJ LE 650,468 which inc1udccl $563,279 ~nd L[ 391,292 for 
subcontracts. :~ L2ur~~1's most recent cstin~te of its 
Cost is $lO.,053,85c "1n~ LE 578,586. (Se0 Exhibit C). 

Our auJit disc1~5~1 th"t LID's concerns Gvar the selections 
cf this A&E c0ntr".ct0r t-1-2rC valid. Si;'niffc.1nt prJbleITIs 
r;;aterin1izl!d an' th,~ qu,.11ity .-)f constructi':n WeS brr"lu:'ht 
inte question. Th~se ~rcb1ens 3re ~iscuscl!~ in succce~inf 
sEctions of this r~~~rt) shJwinr th' rl!latiJnship to ~2 
Lauree1's supervis~ry responsibilities an~ ~~intinr u~ the 
neeJ tc Eorc intunsiv~ly conitor ?rejact iLp1cD~nt3ti~n. 
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Effectivenes8 of Project SuVerviaion 

Cona1~~r1nf the cnnc~rns cx~re8se~ within ~ID over th~ select­
ion of JI:! Laur<.!:11 38 thl:! sU;Jerviaory ..:'.&F, contractor, too much 
reliance W!!9 f'l'\ce~ ;lrl 'e Laure~l's cajJ3bi1ities ~s o;'pose~ 
tu c1os~ ml~nit_.rin.(· '..:y USt.ID l;rnject man.3penent. Un(~er 
'.1e Laure~1'9 sUl'~rvisiCln, the ;;roject eXl'eri2nCed l'rob1ems 
such :18 unsatisfRctcry w.:rkm3nship, ~CJr quality cansturction, 
in~~~quate testinr of matcri~ls tefnre use, 3n~ cnnstruction 
not ce~tin(' contr3ct s~ecificati0ns. iletai1ed examination 
alae ~isc1~s2J ~~ficienci~s in ~~ Laurea1's qu~lity centro1 
;; r ;) c e oJ u r l! S l' n '.l (; .J c U IT. i;: n tat i , , n ~: f :.:' r ~, j e c t C il n s t r u c t i ,; n act 1 v i tie 8 • 
Th t: t y j: E: l.o f c:: 0 s t rue tic n P. n .' s Ij; e r v 1 s (' r y (! e f i c i en c i c s sur f ace c. 
j uri n € t his rev i e w .~ e n •. "; n s t rat i:! t hat a ., h :1 n d s - :' f f " C'. t tit u c e 
in moniturin[ cf ~r~jects un!er th2 E~st Gevernment Contractinr 
l~l.' ,! ~ c (' e s n ~ t L i ve full r (; C eRn i t i ,-' n t t 11 e r ~ 81 is tic, dey - t r;­
~ey jifficu1ti~s enc~untere~ in a hirh visiti1ity, mu1ti­
~il1icn Jul1qr ~roj~ct such as this. (A 62p~r~t2 rer0rt 
secti~n [~.38] :1~~r~sses ~~nitorin[' as a functicn re18tin2 
to all ~S,ccts cf the i'reject.) 

Because of d,'cul"cnt(:l.l concerns within ll.ID :~v"r th-" ae1ection 
cf de Laure:11 2S the sUVL!rvisory A&E C"ntr3ctcr, an in-depth 
audit ~f ~rcj~ct activities was ;lanned. Sutsequent1y, a11er­
ntions reFar~in~ roar qun1ity c0nstruction were ~rOufht t~ 

our e t ten t i '.: n . The sea 11 e pI t :'.. ens inc 1 u --! e ~ C 8 n c ern S 0 ve r the 
~ossibility that these rrnin silos -- the l"r~est in the 
M1~-E~st -- mirht ~0 structurally unsoun~ ~0c3use of rear 
quality ~ateri31s 2n~ constructicn ~ractic8s. So~e Df these 
all e f n t i :In s c (l U L' L '" >'1 r t i .'111 Y ve r i f i 2 (~ b y vis u ,,1 i 11 S) e c t ion, 
e.£, •• wat~r 1L!akl1f:12 in the founc~.':t1on of the \or,rlr:h,luse 
section ~f the structur~ at Shubr8. Exqmin~tion;f other 
arens, invc1vin! concrete strcn[th, testinr prrce~ures. and 
quality control rroceJures, fer CX!1t:'i,lu, required the ex~ertise 
of n qua1ifie~ rrofessionn1 enrincer. Ccnsi~erinf the poten­
tial for a~versc iru~~ct ~n ARE rr~ject otjectives ~nJ Dn AID 
if factug1 answers were net foun~, an inJe~en2cnt en~ineer, 
I:!xpert in this arcia, W1S ol;tRine~ throuph nn ~ID/W contract 
tc 3ssist in th(; ::Ictual fic:l'l Clu,!it ('f this ~lr,:.;ject. 

The fincin~:s, c:nclusiJns an,1 rec'"'mmen,!,~tions presente.:1 in 
this re~Drt section are ~~su~ cn the results of n r0view by 
the [cotechn1ca1 consu1tin2 firm ()f C)nVLrSe ~ar~ D~vis Dixon 
(CWDD) Ca1(wcl1. U~W Jersey. This review w~s m3~e durinr 
September enJ Octa!or 1979. The ~urrosc ~f this review was 
to examine the technical as~ects uf ~r~ ject implementation: 
i.e., th~se activiti~s nanare~ hy de Laurcal, the supervisory 
A&E contractor. Specific tasks assiron2d t,,,) CWDD lH:rc: to 
determine whether or net ~esi~n specificntiGns have ~e~n and 
are bein~ comp1ieJ with; to asses the aJGquacy of on-site 
quality contr:)l pr·Jprnns emp1()yc'~ to c1atr' ao.::1, to outline 
SUEc~stions pertnininr to future qUAlity centrel requirements. 
staffinr. 3n~ procedures. 
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The etudy involved: (a) interview. with d. Laure.l enp,­
iaear. (both at the hone offica io New Orlenn. aod to 
Igypt), de Laurenl .ubcontractor per.onnel. con.truct­
ton contractor ?crsonnel. ~aterinl supplier. and USAID 
enBtneere: (b) revi,ew. and ronalyse. of relevant data. 
drawing., docunents an~ procedul"e.; (c) insrectioo. of 
the projects at Shubra anrl Alexandria; (d) retrievinB 
core .amples fro~ the in-place concrete at Shubra and 
obtaininB sanples of the materials reportedly used in 
the concrete at that site: and, (e) testinp the strength 
at the in-place concrete. In addition. sanple. of the 
in-place concrete fran the Shubra site Rnd of the mat­
erial. reportedly used in that concrete were submitted 
to Southwestern Laboratories, Fort Worth. Texas for 
analysis and testinr. 

CWD~ presented their findines to the A~G/Erypt in a draft 
report dated November 2, 1979 and a final report dated 
January 11. 1980. On January 31. 1980, we receivid a 
de Laureal report respondinp to cwrn's fin~inBs. cwnD 
commente~ on the de Laureal response in a letter to us 
date~ March 13, 1980. These documents are availa~le at 
the AAG/E office ~nc the USAlr/E. both in Cairo, Ep,ypt. 
Copies are also available in the office of the AAG/W. 
Rosslyn, Vireinia. 

The followin~ quotation from the Sum~nry section of the 
CWDn final report introduces major issues. These issues 
are discussed in the succeeding subsection, takin~ into 
consideration de Laureal'~ response as well as CWDD's 
reply to that response. 

"At AID's direction, our efforts were concen­
trated on Shubr~. Uo conclu~ed that far the 
Shubra site, specifications were not adhered 
to for several ite8s of construction. Based on 
available eVidence, the coarse asererates used 
are consi~ered potentially deleterious, fine 
aggregates MBy have contained excessive salts, 
some cement was not in accor~ance with specif­
ications, the filter for subdreins wns u't in 
accordance with specification requirements, the 
suitability of naterial used for waterpraofing 
is to be determined. and concrete streneth was 
found to be below specification re~uirements 
(but compatihle with desir,n requirements). The 
workmanship and waterprnofinR was determined to 
be unsatisfactory and corrective neasures are 
indicated. Sane itens related to pile de8i~n 
require verifications. Quality control employed 
during construction to date has not been satis­
factory. Guidelines an~ reconnen~otions for 
future quality control are provided in the 
appropriate section of the report. 
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InJe~ testinr ~f concrete ~t Alexandria 
ln~'lc!'.te'" that s\'rcn~:th I:; 2.bnve ('.oalen 
requlrenents. Hf")wev~r, the conrse a,r,re[,r'ote 
used r.lay not I"'.eet c[E:clflcation requirem(mts. 
This issue must ~e thorourhly addressed 9S the 
presence of saline water conditions woul~ enhance 
potentinlly ~eleterious reaction of the rravel 
with the cement rnste. It appears th~t work­
manship at Alexnndri? was somewhat better thAn 
that at Shubra." 

Coarse Aserecates - Th~ C02-rse asrrecnt(~ use" in the concrete 
for the piles anrt fcun~ations at the Shu~ra site was a desert 
gravel which, at the time, was considere~ mnr~inal with respect 
to alkali-silica reactivity. The laborat~ry which tested the 
Brave I in NoveMber 1978 recommended that it not be used In 
concretE: which will be in contact with grounJwnter. The 
laboratory advised that the 90-day Mortar Bar Test is the only 
metho~ by which the performance of the ~ravel in concrete 
can be qU:'.rYtfIi.:.:~ in terras of likely exp~nsion. Without further 
testinG, the de Laureal project mana~er authorize~ the construct-
10n contractor t2 use the cravel in the concrete for the Phose 
1 construction e.t the Shu bra site. 

cwnD obtained a s~nple of the ~esert fr~vcl from the source 
quarry and submitted it to a laboratory in the Unitc~ States 
for testinr:. The :"quick;! tests, sinilnr to the tests previously 
performed, confir~ed that the [ravel was ?otentially reactive; 
however, the 90-day mortar bar test results, which became 
available in 13te February 1980, showe( that the expansion at 
90 ~3yS was substantially less thnn the amount of expansion 
normally consi(~ere,1 to be capable of harmful re,~ctivity. Besed 
on the results of this test nn~ on the positive results of a 
de. Laureal study (reco1'.1men(~e(l by Cl1DD) of other buildings in 
which Jcsert frnvel was used, cwnn C0nclude2 that the desert 
Bravel useJ in the Phase 1 constructi~n at tho Shu~rn site is 
not expected to be harmful to the concrete. 

CWDn could not express an opinion on the ~~ere[ate used in the 
concrete at the Alexandria site bec~use they could not obtain a 
sample for tcstinr. The construction recor~ ~i~ not show nor 
did the construction ensineer or ~e Laurenl's en~ineer know 
the exact source of the aCGreGate. The construction company 
engineer said th3t it most likely carne from several Bravel 
quarries in the Alexandria area. The rravel used in the 
concrete et the Alexan~ria site was said to be similar to that 
used at the Shubra.site in that they were Loth desert Bravel. 

- 9 -



line Atgre~ate. - CWDD, upon completion ~f their review of 
project activities in ESypt, re~crted: 

:1 Ava ilnb Ie prcj DC t evidence inc! icat el 
that the sanJ use~ because of sulphate 
content is not accorJinc to specification. 
However, there is some confusion us to 
what s8nJ was use~. As ~ata are limiteJ 
and contrndictory, a~ditional evi~cnce of 
suita~ility 8houl~ be provided Ly 
ce Laureal. I! 

In res~ondinB to the CWDD report da Laureal provided information 
which they sai,~ 8h~weJ that the sand met specifications; how­
ever, the ~e Laureal project manaser had previously tol~ 
CWDD that this snme information ha~ no revelance with re~ard 
to what san~ was use~. Because project ~ocurnentation is so 
limited. CWDD conclude2 that it is doubtful that the issue 
can ever be resoived. 

Cement - CWDn found that some 0f the availaLle con~rGl tests 
on cement inJicnteJ that some cenent did not meet ths specif­
ications. The tests on the concrete done under CWDD's direct­
ion, also in~icatc~ that some problems, srecifically unhydrated 
ceMent. may have developed durinr the Phase 1 construction. 
CWDn snid that this is related to cement Qanufacturinr: and 
should serve notice th~t the cement must ~e t8ste~ frequently, 
3ccur~tely and thorou~hly Jurin~ the ne~t Phase of construc-

tion. cunD recannenJed thnt the cenent ~unlity be verified 
by ~e Lnur~al Lefore it le~ves the plant nnd that petrosraphic 
test on cured cenent be oaJe perio~ically. 

In our ~rnft rep0rt. we reconmendee that de Laurenl be required 
to establish proceJures which will ensure that the ce~ent 
used in construction is tested on a systematic basis. The 
USAID. in reply, stateJ thnt de Laureal now has qun11ty 
control proce~ur2s ~lhich specify the tests requireo .• frequ~cy 
and the reportinr requirern~nts. 

Filter - ~ fIlter w~s constructed around the warkhouse for 
use in lowo·in~ the water table 3roun2 the structure in 
case inspections of or repairs to the structure shoule ever 
be requirej. cnDD foun(~ that the rlateritll useJ in the filter 
bed did n~t meet specification requirements with re~nrd to 
gradation. Because s,ccificntions were not met CWDD con­
cluded that it ~ust ~e pr~ven that the filter will function 
effectively. They sai~ thnt such proof shoul~ contain doc­
umentation that the filter material [rad~tion is such that 
it will not cl08 the drain pipes and that it will not be 
cl08ged by infiltration of overlyins sand. cwnD sU~Bested 
that a routine filter Jeaif',n computation base;~ on the act.ual 
gradation of materials involve~ should be provided by 
de Laurenl. 
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Rec~nMen.18 t ion No. 1 

USAID, in coordination with GASe, require 
c£ Laureal to (8) perforc the necessary 
computations tc ~etermine whether the 
filter, os constructe~. will function 
effectively: anc (b) if the conputations 
show that the filter will not function 
effectively. have the defective material 
replnce~ with material which meets contract 
specifications. 

Concrete StrenBth -. aecause of the inconsistency in availabl~ 
qunlity contrel records repar}in~ concrete strenpth, e~DD 
deci~e~ to take core samples of the concrete for testing to 
teternine whether it met tha specifie~ stre~,·th. Six core 
samples were taken fro~ the workhouse pit floor. The strenEth 
of these concrete samples averB~e1 233 K~/cm2. This is below 
the contract s0ecification of 28C K~/cm2. however. ~e Laureal 
later e1vise~ that the desi~n value i.e., the strength use~ 
ins t r u c t u r a 1 (' e sir n • is 0 n 1 y 2 1 0 Ie rr / C m 2 . The 1." e for e, the 
desi?n strenrth was achieve~. Tests on the tbre~ cores 
tnken in th8 silo 8re~s resulted in stren~ths of 2l3 s 273, 
en'} 222 Kr·s/crn.2 • A['.:lin, the desirn str~n.Pth was met although 
the s t r e n ~' t h s p e c if i e ~ in the c C' n t r act w.<! s not. 

Since the ~esien value has ~eGn 3chiev~~, the strenpth of 
the concrete is no lonper in question. But the underlyins, 
real issue is that the quality control tests either perfcrrnecl 
by or supervis~~ by de Laurenl erroneously showed, in all 
cases, thet the strcneth specifieJ in the contr~ct haJ teen 
achieve~. (Quality control is ~iscussed on ?3~CS 16 & 17) 
A si~e issue'is that GASe di~ not receive full value for its 
~oney. GASe contracte~ for concrete of n specifie~ strength 
but th~ construction c~ntractor provi~e~ sc~cthin~ less. 
ee Laureal, as the ntent of GASe. is responsi~le to protect 
GASe's interest. In this case however; ~e L8ureal, by accept­
inf th~ c~~~r~~t =8 ce~tia' c~ntract strensth specifications, 
did nat fully protect GASe's interest. 

In our ~rnft report, we reconaended that GASC be advise~ of 
this ne.tter. The USAID re~liec', that they havt! infcrI!led 
GASe of all CVDJ findinrs ~y providin~ then with a copy of 
the elJD!) re;>c rt. 

Workmanship and Waterproofinp .. The ~ost critical construction 
defects disclose~ by the cwn~ review were in the pit of 
the workhouse. The workhouse is approximately 17 ceters by 
30 eeters with the floor about 7 meters below finished 
grade. When cc~~leteJ the visi~le ~crtion will be about 
63 aeters hiph. 
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Spacification. called for the wall. of tha pit to be •• ta~­
proofad. Ther~ wa. no requirement to wa~erproof t~a .lab. 
CWDD'. vi.uai ob.ervaticns of the concr~ce work performad 
in the workhouse pit rev~aled the followinp: 

Unfinished concrete. 

Exten.ive gravel pockets (honeycombine). 

Exposed steel. 

Water lenkaee between portions of wall. 
anc floor slab, sane colunns and floor 
slab. as well as fro~ two holes in the 
nort~ and south walls. 

Extensive pac chine. 

Nucerous vertical hair cracks extendinp 
from floor to ceilin[o 

Water seeping through the floor 8l~b8. 

Cole Joints extendine around entire wall, 

Portions of walls out of line. 

Birdbaths in floor slab. 

CWDD reported that tha leakare in portions of the workhousG 
floor, portions of the walls. slab-wall junctions and 
colucn-slab junctions clearly indicates that waterproofinf, 
i8 not functionin[ as intenceu. Seepeee, they said, cculd 
affect the structural inte3rity of the slab and the walls as 
there could be 3 stronr pctential for steel cG~osion.. Since 
the waterproofing of the walls is on the outside of the walls 
and beneath tho: surface, CWDD could not be specific as to 
whether the leekaee in the walls was due only to poor work­
canship, (inplied by the record) or a combination of poor 
workmanship, olnissions and defective wat~rproofinp materials. 
CWDD reported t~at because of the lack of project document­
ation, they were unable to determine wheth~r the waterproofing 
material applied tc the walls was in accordance with spec­
ifications. They su[eest~d the contractor or de Laureal 
present performance certificates fro~ the suprliers of the 
Daterials and docuQentation to show that such ~aterial was 
used on the job. 

CWDn said that leakaee through the slab oay be due to in­
experience anc poor work~anship. They noted that there 
appeared to be a correlation between excessive leskaee and 
heavy concentrations of reinforcing steel, wher~ placing 
the concrete would naturallybe more difficult. compared to 
areas with less steel reiuforcsments. 
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Workhouse P~~ReJ:~1r - Eoth de Laure~l en~ineers and USAID 
en~in~ers ~Er~eJ with CUJ~ 0n th& nee~ for corrective action •• 
The objective is to effect a cry workhouse pit. Subsequent 
to CWDJ;s departure freD Cpypt, we observed the repair. 
bein~ ~nje. We saw workers chi?pinC Gut the concrete from 
the places where water had leaked into the pit. These repairs, 
apparently, were uein~ Qa2e in ac~ordence with the recommend­
ations of a local consultant retained by Je Lauren1. The 
consultant recornmendec bre3kins out the concrete in the places 
of the leaks and rep1acins with rich mortar. ewnn had 
previously expressed skepticism as ~ the effectiveness of 
this plan. cwnn did not cover this issue in their report 
because it was not within their Bcope of work. However, in 
8 letter respondinr. to our request, they 6u£e~sted two 
methods to effect a dry workhouse pit. the 18tter is part­
~al1y ~uct~~"~e1~w: 

;"In response to your letter of 20 December 
1979, rerardin2 the referenced subject, we 
offer the fo11owinc: 

As Dr. Issa S. Oweis discussed with you, it 
is his opinion that the patchin~ work proposed 
for the workhouse may not result in nn cifect­
ive1y waterproofed slab nnd walls as a) the 
slab was not waterproofed to start with. It 
hos leaked in at least 13 places by ~e Lauren1 
count: b) the walls have 1eake~ in two places. 
This prompts doubt as to the effectiveness of 
the waterproofin~ at the time of constructi~n~ 
and c) the sla~-wa11 junctions hav~ 1e~ked in 
several places. 

BaseJ on the above~ you may wish to consider 
the fo11owinp ruide1ines for alternative 
netho_:s '::if repair;;; 

CWDL's two a1tGrn3tive 8uE2cstions for repairin~ the work­
house pit are quoted in EXHIBIT B. Briefly, the first al~ 
ternative was to ranove the existinr slab and install a new 
waterproofe~ slab. The other a1ternativ~ w~s t~ install 
a new waterprcofe~ slab. usin~ the existin? ~lab as .:1 

subbase. 

Durinr a visit t2 GASe on January 6, 10DC, we were informed 
that the leaks in the workhouse pit he! been repaired. The 
off ic ia1 sai,~ that t he pumps had t"een ah ut c f f f or several 
days (therely a11owin,' the level of the froudwater to rise 
above the level of the slab) and the pit re~aineJ dry. 
We subsequently visiteJ the site and noted that the slab was 
dry. The en~ine3r ~n site told us that they had shut off the 
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.~ew.terinf punps for ~n extended period ,!In:~ no W1!ter har.', 

.eeped u~ throu~h the floor. Th2re was, hnwever, seepAge of 
vater through the north wnll. This was n new leak, about 
8 foot or so fr~n the leak that h8~ been repaire~. The 
enBineer told us thet this new lenk wo~ld also he repaired. 
Since the wall w~s still leakin~, it seeoe~ appnrent that 
the waterrro0f1n~ on the outsi1e of the wall W3S still de­
fective. 

In response to rec~mnen~atians in cur draft re~crt. USAID 
officials statej that a) the north wall of the workhouse 
pit is ?l;:mne·l to intersect ~lith another structure and, there­
fore, wes ~esi[nej without ~at~rproofin~: and b) leakage 
there is <!ttribut.:tble to this situation ~"hich l7ill be 
resolveJ structurally. USAID officinls further replied 
that the waterproofin~ hns ~cen accepte~ as neetinE specifi­
cations an~. Lnse,1 on their own inspections an~ investications. 
they are satisfied with the repairs t~ the w3terproofing. 
Based on this USAI~ ra~ly; we are rnakin~ no further recomm­
endations. We also recornnendad in our Jraft report. that 
CASC an,~ the USAI:':: consider CH!JD su~~gestions for the re;>air 
of the pit floor. USAID officinls were n~t r2ceptive to the 
recornnen3ation. They replied thRt the workhcuse ?it hos been 
repaire~ and to ~ate shows no evidence of continued leaking. 
Notwithstandinr the fact that the floor is Jry nt present, 
it is our opinion that in view of the l~n' tcr~ utility 
of the structure; CWD~IS su[pesti~ns should La consi~ered. 
CWD~ does have cxrerience in this fiel~ an~ their opinions 
and sucsestione should not ta dismissee offhan~. 

RecornDen~3ticn No.2 

USAID, in coorjination with GASC. consider 
CWDi') su[""estions f')r the repair of the 
workhl)u3(~ pit ('1.ttnchei~ ns EXHIBIT D tc 
this rEport). kee?in~ in nln~ the nee~ for 
lon~-terr utility of the ~tructure Qnd the 
f n c t t 1: v. t t 11 :.; iJ 1 t f L: 0 r i s not ~":l t e r pro 0 f :.:: \~ . 

Design Calculations ." In their report. C~·T7)D raise,~ two 
qu~stions in rep~r~ to structural desirn. TInth questions 
invclv80 the pilin~s which support the rrnin silos structures. 
One questicn dealt uith the absence ':If reiLforcinc steel 
in the piles and the r2sul~ant effect on the lateral cap-
a city c. £ the r i 1 e s .' T'h e .ot her in vol vee the CI x ;f. n 1 car a cit y 
I of thl'se :>i1esthat· were no·t f.ns·~allcc to the Icn 17 th o'r 

bL'w cC'unt (~erive-d.~JroJ1. the ;1i,l._~_ L:::!c; tests. :'n both issues, 
CW~':; G-!ll:~:est\;~~ that, c~e L:?\u;real r::erf~.rn enr'ineerin c. ilnalyses 
tc con,fin1 .Ch.at t.h,e piles,,?s iJ.1.st!'lII.E:ll, will acequately 
support these massive structures. 
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cvnD 8nnl,~e~ the ~c Leureal reepouse to their fin41 report 
and conclude~ that thc fund~rnent~l issues hnJ not been 
rtil.olve.~. The foll:Jwinr is quoted fr·')u C!1D:,:iS rerly to 
de Lnure~l'D rcs~onse: 

·With rezar~ to the ~ossi\le nee~ for 
reinforcinp steel, ~c Laurcal should 
provide desien computations suppartinr 
the contention that it isnlt nee~e~. 
In form, this should consist of cal­
culntions ~f pile stresses un~~r desipn 
lo~~s (~xial and lateral) and moments. 
Lateral cffects shculJ be b~sed on 
the worst comJinnti.ln of T.Tinil !lnd un·· 
b Co 1 an c e " S i 1 ole <l r! in p . Fur the r , f ric t _. 
ional effects and p~ssive resistence 
of the nnt should not ~:·e relic,} on, 
as the nove~cnt required to ~o~ilizc 
these coulJ be ~ore than thet required 
to direct alnost all later31 effecta 
tc the pile h~a}s. 

As to axial cep~city, CHDD has no arru­
ment with Kidde Consult~nts. Inc. con­
tention that the pile test is still con­
sidered the proof of the PU(' . .1in8.,., HO~l·· 

cvartebe results 5f ~~le 10~d· tesrs-~~e 
conclu~ive and npplicable to production 
piles only if the latter 3re driven to 
the same or hiBher resistnnce. to the 
same cr lon~er length, in sieilar sub­
surface conditions. As this was not the 
case on the Grain Silos Project, further 
deronstratian of axial cn~acity is required 
for nny pro.:~uction piles r'riven shorter 
than or to lower resistance than the test 
piles. Such proof coul~ be in the form of 
acceptable stntic analyses.· 

Reconmendation Do. 3 

USAID, in coor~ination uith GASC, 0) require 
~e Laureal to provi~e desipn ccaputations 
to show the lateral Qnd axial capacity of 
the piles and. L) review the conputations 
to deternine that the piles~ as installed, 
will adequntGly sup?ort the structures. 
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Quality Control - The followin~ is an excerpt from CWDD'. 
report ref3rdinr Je Laur~al's qUAlity control procedure •• 

"Visual obs~r"."ltions .:1nr\ project records appear 
to indicate t~nt the ~uality control exercised 
to date has not been adequate. The records imply 
continuous problems with construction procedures, 
seeminely inexperie~ced personnel, and frequent 
violations of specification requirements. Evid­
ence of these are poor workmanship in the work­
house, leaky floors and wallsin the workhouse, 
problems with the ~atchinp plant, ov~rsanded con­
crete, concrete strenrth (lower than specification 
requirements), nn unsatisfactory filter, etc. 

The problem of apparent poor quality control 
was compounded by less than acceptable cloc­
umentation. i.e. a relatively limite~ a~ount 
of data on the materials used in construction, 
sparse records of specific actions (if any) 
taken to remedy deficiencies in construction. 
The toler3nce of repeated violations of spec­
ifications by the contractor (e.p.. placement 
of contamin3ted filter for several days) seems 
to be indicative of either poor construction 
management or lack of nuthority or beth." 

In addition to their assessment of past quality control pro­
cedures and practices. cwr!~1 provided euic.1clines for consider­
ation in estatlishinf nn effective quality control system. 
The puidelines included discussions of procedures under the 
followinr subhendinps: Onsite LnLoratory. Fiel~ Hanapement, 
Office of Technical Manarement- Enr-ineerinf, Hanilpement/Erypt 
Ofiice of Technical Mannrenent/United Stat~s, Liaison between 
Efypt and!the U.S. and Respcnsi~ilitics of the Construction 
Contractor. 

de Laureal, in resronse to cwnc' s assesstr.ent. stated that 
they have tnken certain actions to avoid further inadequacies 
in quality centrol, recar~s and repnrtinr. de Laureal re­
ported these actions taken: (a) increasinr their expatriate 
field'.e.t:l~ineerinr staff; (11) requirinv the construction con­
tractor to have a fully equippeJ testinl' 1.:1 ')0ratory at each 
site, and, (c) establishin[ n closed Iocr quality control 
procedure ~to insure that specifications are met and that 
all tests required are performed and the results evaluated 
and reported on a timely basis. Dased on these reported 
actions, it would seem that the quality control pro~edure8 
have been considerably strencthcned. 

- 16 -



ID re.ponse to our craft report, the USAI~ confir~ed that 
de Laureal has estnblishe~ a quality central system and 
that the procedures are beinr followed on the project. 
Therefore, there is nc need for a further recon~endation. 

In response to CPDD co~cents reEardinr project docuEentatioD. 
de Laurea1 stated that they recoGnize the deficiencies in 
their past field records and accept CWDD's com~ents con­
cerning them. They said that they have taken steps to 
iDsure that detailed field reports, work orders, site notices, 
etc. are properly naintained. In our ~raft report we • 
recommended that durinr the initial stapes of the Phase 11 
construction, the docunentatinn should be reviewed in 
sufficient depth to ascertain that de Laureal is maintaining 
a detailed record of project irnple~entaticn. The USAID 
responded: 

Ifde Laureal issued Quality Control Mnnual, 
J~nuary 1980, sets forth in detail project 
reportinr requirements, includin£ forms 
to be followed. USAID finds these manuals 
satisfactcry to record project inplement­
ation. Further. USAID will, on a spot basis, 
review project record keeping to ensure these 
reportinr requirements are beinE fcllowed. 
The Manuel is available in IIDPS office." 

The response indicates that satisfactory corrective action 
has been taken. 

Other Matters Involvinr Project Supervision 

The issues un~er this headinr. are matters related to project 
supervision but not specifically covered by the CWuD study. 

~alifications of Supervisory Personnel - The findinrs 
reported by CWDC reflect adversely on the effectiveness of 
de Laureal's supervision of the Phase I construction. 
de Laureal's construction supervisiun staff in ESy~t durine 
this period ~onsisted of the project nanafcr (expatriate), 
three to four expatriate en[ineers and three locally hired 
encineers. In ad~ition, de Laureal utilized enrineers 
employed by its subcontractor, Arab Consultin~ Engineers, 
to assist in supervision durinE peak construction periods. 
It would seen that de Laurenl had a sufficient nu~ber of 
en£ineers to effectively supervise the contruction, yet, 
the su~ervision was not ~ntirely effective. The problec, 
therefore, mibht be in the quality of the supervision. 

Althou£h it was beyond CWDD's scope of work to assess the 
engineering qualifications or technical capabilities of the 
construction supervisory staff, their report does stre •• the 
necessity of havine qualified people in the key p08itiona. 
The report identified sooe of the needed qualif1cat1on~. 
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'or example, tha followinr is a qU0te from the report 
r~eard1n~ the qunlifications ~f the project canarer: 

"Field Ifanapenent: The field nanarement 
shoulJ b~ he3~ed by n fiel~ project 
oanafcr with suitable a.perience on 
sicilar projects. He should be respon­
sible for keepinr n runnin~ record of all 
events durine construction. He sh8uld 
also have the enrineerinr backEround required 
to assess inpact of canstD.ction technique 
on design intent and perfcrnance and to 
allow acceptin£ or rej~ctinB work 
perforI!led by the contractor". 

The biorraphical data available at the USAID and at GASC 
show~d that the educational back£round of the project manaeer 
is in mechanical anJ in industrial enrine8rinr. The b1o­
data, on the ~ther hand, stnted that he had experience in 
manarine ether construction projects. 

Althoufh the expatriate members of the de Laureal supervisory 
team were approveJ by GASe and th~ USAID, the nature and 
extent of CWDD's findings require in our opinion, that 
the qualifications of at least the key ~ecple La reevaluated. 
The te~rn's inaLility to fully control the construction of 
the foundations raised obvious questions concerninr their 
ahility to effectively supervise the more critical nnd 
ey'3ctin~ construction yet to come. 

On a visit to de Laureal's office in Cairo cn May 7, 1980, 
we found that the project oanapar had been replaced. We 
met ~ba new project ~annger who told us that he has been 
assirned as the tea~ lender fer the ~uration of the project, 
and other nanaGcment chanBes have Leen made: an engineer 
who has recently conpleted a gr~in silos project in the 
United States has been newly assifneJ as assistant project 
nanager and a new person has been put in charge of the 
Shubra site. In response to our draft report, the USAID 
officials advised that they have reviewed the qualifications 
of de Laureal's key people in EEypt. They indicated that 
tha key people have the necessary qualifications for their 
positions. We believe that the supervisory tean has been 
subatantially strenethened; therefore, the intent of the 
recounendation in our ~raft report has been inplenented. 

Project Status Reports - The value of the de Laurenl project 
status reports as a USAID and GASC oonitorins tool was dim­
inished because the reports were not tioely ~nd diG not 
thorouehly cover construction activities and problems. Up 
to the time of our audit, the USAID c~i(~ noc'O':!:tain 
timely and cooplete reports needed for effective monitoring. 
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fbi • • ituaticn is 3 further indication of a "hands-off" 
attitude toward nonitcring this hleh-dollar, capital project, 
1mplu~~mented under th~ host country contract mcd~. 

The contract requires de Laureal to prepare monthly and 
quarterly proj~ct status reports. The reports are supposed 
to describe th~ major project activities for the reportine 
period nne any ~roblems or constraints to proBress toeether 
with recocmended solutions. The reports are to be submitted 
to both CAse and the USAID -- the m~nthly report within 
20 days after the enJ of the month and the Quarterly reports 
within 30 days after the end of the 1!iJplicable three month 
perivd. 

The reports have not teen suLmitted within the specified 
timefrarr.es. For instance, as of January 6, 1980, the most 
recent oenthly report was October, 1979. The reports were 
fairly cOffiyrehensive in rerard to project desipn and procure­
ment of equipcent which are handled by the de Laureal home 
office. The r~ports, however, rlid net thorou£hly cover 
construction activities and proGlecs. For exanple, no 
cention was ever cade cf the seepare cf water into the work­
hcvse pit. An uninitiated reader of the reports would 
assllce that the rhnse 1 construction was satisfactcrily 
conpleteJ in April 1979; but this is nisleacinc. Actually, 
as l~te as Dec~Dber, 1979 the construction contractor was 
sti~l workinc to correct the deficiencies in the wJrkhouse 
pit constructed durinr Phase 1. Quay 85 is an inportnnt 
part of this overall project, critical to neetinr. objectives; 
but, th~ reports ~id not even mention the maj8r deviation 
in the construction vf the Quay 85 extension nor the channel­
deepeninr prob1eus. The reports did contain a section for 
reportine on this project related activity. In aCJition, 
the reported financial data was not accurate. For exanp1e, 
the October, 1979, monthly report shows $5,832,lon and 
LE 658~900 ccrnnitte~ to the de Lauren! contract, although 
the fundinp had actunlly been increased tc $6,229,731 and 
LF 718,079 Lack in ~u8ust, 1979. 

eWDD was also critical of the monthly reports. The followine 
is an excerpt frou their report: 

liThe monthly reports ~ere reviewed at 
office of the area Apditor General in eniro. 
S~ch reports did not contain technical 
details on the project tc be used for 
this study. It is our opinion that 
the conthly reports are not sufficiently 
detailed to allow USAID to monitor 
t:qe adequacy of construction." 
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In our dr~ft report, we ree0Doende~ th~t de Laureal be 
made fully ~~arc of the nee~s of both the USAID anct GASe 
for t1~ely nn~ couprehensive prGj~ct status reports. We 
pOinteJ out alsc the need for the USAID te closely oan1tor 
project activiti~s durinc the initial stase of Phase II to 
ensure th3t the reports cover activities in sufficient 
detail so as to be useful as a noniterine tool. USAID 
officials re)lie~ that they hav~ since discusse~ this issue 
with officials of KCI, the corporate parent of cte Laureal. 
and that the reports have iDprove~ considernbly; also, that 
procedures have been esta~lishej wh~reby de Laur~a1 will 
also report either v~rLelly or by letter when prob1ans arise 
requirin[ USAID assistance •. The USAID reply also indicated 
that de Laurcal's new project ~nnat~r is r;ivinp closer 
attention to this facet of oper4tions. Based on the reported 
actions, we nre Dokinr no recoccendations. 

Phase II Agfrerates - The contract specifications for Phase 
II construction require basalt to be used as the coarse 
aeereente in the structural concrete. Basalt costs con­
siderably oere than the desert pravel (used in the Phase 1 
construction) nnd specifyinr it undoubtedly adject to the 
contractor's unit price for th8 structurel concrete. 

Basalt is a hare, dense volcanic rock. It is the aepregate 
that the forner Shubra s!te ensincer recoc~ended be used 
for the Phase 1 construction instead of the desert gravel 
which was ccnsidcrec to be potentially re~ctive at the 
ti:.e of the Phase 1 construction. Basalt is not as readily 
available as dcoert ~ravel and is nere costly. Accordine 
to the cannrer of the Arab Consu1tinf En3ineers, ~asalt 
costs about LE 12 per cubic neter versus n~cut LE 5 for 
desert £ravel. The source of the basalt for b~th the Shubra 
and A1exan~rie sites is a quarry locate~ abcut 25 kilometers 
east of Shubra and ~~cut 200 kilcnetcrs frc~ the Alexandria 
project site. 

The Phase II cuntract, awarced in April, 1979 shows that 
the construction will require ~~ estinated 35,000 cubic 
meters af structural concrete. The concrete consists of 
abcut 50 percent coarse 8r,:resatc. Applyin~ the cost 
ficures shown above,Lasalt aGLcd over LE 120,000 ($175,000) 
to the total cost of the concrete as cOD?nred with gravel. 
This approxina~ion does not include additional costs to 
transp~rt the ~3salt fro~ near Cairo to the Alexandria 
project site. 

Basalt was apparently specified for Phase II because of 
the questionable suitability of desert erave1. Results 
of the CWDn Gortar bar test, alone with confirnine results 
of de Laurea1's study of other construction usine desert 

- 20 -



eravel •• howed that desert rravel is n suitable a~freeate 
to us': in c.:ncrete. Therefore. we rC!c(~m:.ienl!e~ in our 
draft report th~t an attenpt be node to reduce contract 
costs by pernittin[ the cunstruction contractor to use 
desert Erav~l rather thun basalt in exchan~e for a lower 
unit rate for structural concrete. 

Durin~ a May 7.1980 neetine.de Laureal enrineers told us 
that the construction contrncts have been anenJe(! subst­
itutinf desert cravel for basalt as the specified coarse 
1128regate for the structural c,·'ncretc. The project manager 
told us that n re(.~uctiC'n in the unit price of the struct-· 
ural concrete is cp~n to nceotiations. The USAID response 
to our draft report confirueJ that desert eravel 1s now 
the sp~cified a8~reBate for the structural concrete. USAID 
officials stated that the contracts were anended on April 16. 
1980. effectin[, this chanre. 

Eased 0n the ~ctions reported taken, cur recoooendation 
has been ioplenented and cost savincs. though not yet 
deterninable. will be reali~ed. 

Hest Country Project Ccntributions - ~lexandria Port 
Inpr::venents 

Our review disclosed that the ARE has been satisfactorily 
me~tinf its coonitoents under the Loan Arreencnt with the 
exception of iGprovenen"s t" the Alexandria IJurt. These 
major Port improvements involve (a) extension of Quay 85 
and (b) drcdcins the harbor. These irnpraveruents are critical 
to successful accomplishment of ov~r~ll project c~jectives 
and were incorporated into the L'Jan Arreenent 3S "Conciticn!1 
Precedent to Initial DisburseMent.!; 

Quay 85 is a~jacent to the Alexan~ria Lrain silo area and 
uned for unlGadinp crain ships. It was to be enlarred 
to accommounte new AID-financeu ~rain unloacinf equipnent 
and the channel alonpsi~e was to be cleepened in or~er to 
accept larrer ships. These inprovements were coasidered 
key elements for the full utility of the project. The 
construction of the quay extension is substsntially behind 
schedule. ilore importantly, our review disclosed that 
the addition to the quay is not beinr constructed according 
to the apprcve~ desisn. It is possible thet the quay, 
when completed. will not meet project needs. Moreover, 
the channel next to the quay will not be de~penec as planned. 
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USAIO reapensea to questions r8iseJ dur1nr the audit on 
theae ~5tters icplied that the USAI~ ha~ no previous concern 
or 1nvolvecent sierly ~ec~use these activities were not 
AID-fina"c~~. But effective use of the AID-financed pra1n 
a1loa anJ ~ID-financeu ~quipnent at Alexandria are depend~nt 
upon ti~ely and successful coopl~c~on of Port ir.provecenta 
in accor~ance with overall project plans. Thes~ Port 
improve~entst an ARE contributi~n, are an inte[ral part of the 
ov~rall project, necessary to achieve ARE and AID project 
objectives. This situation illustrates an extrene example 
vf the"han~s-offn attitude in conitorinr projects inpleoented 
throurh Hllst Country contractinp. 

Backlroun~ - Quay 85 needs to Le enlarred to accor.coclate 
the installation of three t self-propelled unl0a~inr towers. 
This AI0-financed unloadine equipwent will transport the 
train fren ships directly to the silos or to railcars, 
trucks or bar[es for outshipment. The unloadinf. equipnent 
is Lein[ financeJ under the loan at a cost of about 
$5 nillion. The harber channel alongside the quay can only 
accept shi~s containinr 30,000 oetric tons nnd havin£ a 
draft of 32 feet or less. The present han21in[ of larper 
ships requires partial unloadine autBiJe the Quay area. 
Prcject plans call for deepenine the channel so that all 
ships can be cQnplet~ly unloaced at the quay. 

These two nee:e~ ioprovenents were incorpcrated in the 
Loan Apreecent under Section 3.02 (c), Conditions Precedent 
to Initial CisLursement. This section requires, " ••. thet 
prior tu disuurseoent, the bcrrower shall funish AIr 
assurance that Quay 65 in the P~rt of Alexandric will be 
extended and the hartor dredred as required t~ provide 
adequate draft fer ships, alcne with cletciled plans and 
a reasonable firn construction schedule for the extensio~ 
of Quay 85." The ARE had prcbleos complyinr with this 
con~ition, and on Septeober 2, 1977, the USLIJ solved the 
inpassc of nut beine able to disburse any loan funds by 
transferrine the conJition to Loan Section 3.02, A~diticnal 
Conditions Frocedent. On March 23, 1978, the condition was 
said to have been cet by the ARE's submission of a contract 
for the extension of Quay 85. 

Implementation - The ori~'inal Quay 85 is about 125 meters 
in leneth. Project plans requirec it be extended 114 
meters to accoooodate the loan-financed ~rain unloadine . 
equipnent and larrer ships. The extension was to be built 
up froc a solid foundation. This required first dredpine 
the area to th~ rock bc~, which is at a depth of about 26 
ceters. This depth has not been reache~ bacausc the 
equipcent used by the contractor could only dredge to 
23 ceters. 
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Officials of the Alexandria Port Authority (the responsible
 
ARE agency) dc not foresee any prcblers in not reachinr
 
the rock beJ and the construction is continuing; i.e., the
 
fill is being placed on the clay about 3 meters above the
 
rock bed. The Port Officials' justification for waivinp
 
contract specifications was based a study rade in
on 

September 1979, by 
a local soils consultinF firm. The firm's
 
report showed the rock bed was 
at a depth of 25 to 26
 
meters. The report recommended to fill from the dredged

depth of minus 23 meters to minus 5 meters and wait until
 
the soil increases in strenpth before fillinf; 
to rrade.
 
The report supgest placing the fill in two or three stages

and monitor to determine that some 
increase in strength

has actually occurred. It recommended that after about
 
one year, filling from the minus 5 meters to prade and
 
installing the equipment. Calculations in the report showed
 
that tutal settlement c'.uld be as hiph as one meter, with
 
about half occurting during the waiting period. 
 Accordinp
 
to the report, the additional half ueter settlement after
 
the extension has been brought to grade and 
the equipmen4

installed should not affect 
the operation of the equipment.

The report showed that the plan to constrtict the quay

extension on top two to three meters of 
clay had a safety
 
factor of 1.26.
 

As of September 30, 
1979, no action had been initiated by

the Port Authority to have the channel alongside the quay

dredged so it accommodate 
 The
enn larger ships. Port
 
officials told us that they did not know when or 
how this
 
work would be done. We subsequently learned that the draft
 
alongside the quay will not be increased because dredging
 
the extra two meters will destabilize the existinr quay
 
wall.
 

The unloadin- equipment has been or(dered. It was planned
 
so that 
it would be delivered upon the completion of the quay

extension so that it could be installed upon its arrival
 
in Alexandria. With the delay in cr'mpleting 
the extension
 
and with the year needed to increase the strength of the
 
quay before installin- the equipment, it is apparent that
 
the equipment will not be able 
to be installed promptly
 
upon its arrival in Alexandria. Therefore, it will have
 
to 
be stored somewhere in the Alexandria area for a year
 
or so.
 

USAID Monitorinp of Quay 85 and Harbor Dredging 
- We reported

the preceding audit findings to the USAID as our audit field
 
work disclosed the situations. We used the Record of Audit
 
Finding (RAF) procedure to elicit responses and to enable
 
the USAID to take actions deemed necessary at the time
 
rather than wait until the audit is completed. To illustrate
 
the "hands-off" attitude toward monitoring the overall
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project under Host Country contractinp mode, several of the
 
questions posed in the applicable rAF are presented below
 
alone with USAID responses.
 

Question 

Did the USAID apree with the contract modifi­
cation to construct the quay extension from minus
 
23 meters rather than constructing from the rock
 
bed?
 

USAID Response
 

"The dredpinii/ccnstruction contract referred to in
 
the RAF is Letween the Alexandria Port Authority
 
(APA), as the owner, and Egyco, a local construct­
ion firm, as the contractor. No financinf by AID
 
is involved. AIU has no relationship to this con­
tract with the APA so apreement was neither requested
 
nor given."
 

Question
 

Since the clay adjacent to the quay extension
 
will not be compacted, is there, in the USAID's
 
opinion, any possibility of a lateral movement
 
of the bottom of the quay extension?
 

USAID Response
 

"That a particular sub-structure area is not sub­
jected directly to surcharge load does not inply
 
that it is not sufficiently compacted nor that
 
it won't be affected by surcharges imposed else­
where. Lateral movement is always possible and
 
even probable; effects of such movement must be
 
evaluated and included in the desipn of the struc­
ture. In this case, it is the responsibility of
 
GASC and their design contractor to assure them­
selves that movement in any direction will be
 
minimized. It is their responsibility to assure
 
that there is sufficient adjustment Luilt into
 
the gantry desipn to enable the system to accept
 
calculated movement which may occur over time."
 

Question
 

How will the additional 1/2 meter settlement of
 
the quay extension that will occur after the
 
equipment is installed affect the operation of the
 
equipment? We understand that the tolerance for
 
the proper operation of the equipment is 0-3
 
inches.
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USAID Response
 

"Answer (ir.ediately) above includes
 
cc ments relevant to this question."
 

Question
 

What is the current status of the
 
dredging of the channel? Will the
 
dredging be finished by the time the
 
project is ccmpleted?
 

USAID Response
 

"In discussions with the Chairman of
 

the APA, USAID has been assured that
 
channel dredging as originally contem­
plated has been accomplished. Addition­
ally, we understand the Chairman is now
 
planning to dredge over a wider area to
 
increase the safety of ship manoeuvres in
 
bad weather, thus decreasing the number of
 
days the port must be closed. Future dredg­
ing will require plannin' and coordination to
 
minimize any effects on the project schedule
 
and overall grain unloading operations."
 

Auditor's comment
 

In this question, we were actually referring
 
to the harLor area along side Quay 85. This
 
area, al3nE' with the channel needed to be
 
dredged to a depth of 12 meters to accommodate
 
large grain ships. The area alongside the
 
quay will not be dredged because it would
 
destabilizu the quay (see USAID response
 
below)
 

Other USAID Comments
 

"Minutes of meetings between GASC, de Laureal
 
and APA show that there was agreement that
 
the draft alongside the quay would not be
 
increased, because dredging an extra two
 
meters would destabilize the existing
 
quay wall. A plan to provide deep water
 
quays located in the position of the present
 
breakwater would provide a draft in excess of
 
12 meters. However, the entrance channel cannot
 
be more than 12 meters dfep because at that
 
depth rock is encountered. It has been prop­
osed by APA and GASC that de Laureal make a
 
study to evaluate the effects of the prop­
osed new deep water-quay on the grain
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receivinL system. USAID has agreed,
 

in principle, tc such a study."
 

Question
 

If the USAID determined that the quay
 
extension as teing constructed will not
 
meet the n,'eds of the project, what would
 
be the USAID's course of action?
 

USAID Response
 

"We believe APA fully intends to provide
 
a facility adequate to permit normal
 
operation of the prain complex. The
 
procedure and timing ray not be optimal

from AID's point of view but we do believe
 
a viaLle facility will be provided."
 

There will be about $17 million cf AIL-financed equipment,

including the unloading equi,,ment, procured for the proj­
ect. The ordering of the equipment and its scheduled ship­
ment were supposedly timed so it
that could he installed
 
upon its arrival in Epypt. Now, with the delay in 
com­
pletinF the quay extension and the delay in project implem­
entation in -eneral, it is likely that sor.:e 
of the equip­
ment will arrive befere the facilities are ready and will
 
need to be stored for a period of tine. In view of the
 
fact that warehousing of the equipment in Epypt was 
not
 
planned and Lecause warehousinC af the Pert ±s.'te ',rtedly

In-phort sn-ply, w, Uei.,ive that the USAID should at
 
least assure itself that the GCS is aware 
that warehousing
 
may be needed and is making an 
effort to obtain suitable
 
space.
 

In our Draft Audit Report, we recommended that the USAID,
 
in coordlination with GASC, determine that 
the General
 
Silos Company is aware that it may be required to provide
 
temporary warehousinE for some project equipment. USAID
 
replied that GCS has contracted to provide warehouse
 
space for the 
Grain Silos Project equipment; therefore,
 
we are making no recommendation.
 

Conclusion - The improvements to the Alexandria Port, 
as
 
being constructed, will not meet 
the intended objectives

of the project. A condition precedent in the loan agree­
ment required assurance that the harbor would be dredped
 
so 
that large grain ships could completely cffload at
 
the quay. After clearing the condition precedent, it has
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been determined that to increase the draft along side the
 
quay to the 
planned 12 meters viii destablize the exitinF
 
quay wall; therefore, it will not be done. The large ships

(over 30,000 metric ton capacity)will have to continue to
 
partially unload outside the quay area 
and the AID-financed
 
unloadinE equipment will be under-utilized.
 

The extension to 
the quay is under construction but because
 
it is 
not beinr built up from the rock bed, as orifinally

planned, there is concern as to its 
lonF-term stability and
 
capacity to safely take 
the loads which will be imposed by

the grain unloading operations. USAID, in reply to 
our
 
RAF, implied that since the activity was not AID-funded they

had no concern or involvement with it. Subsequent to 
com­
pletion of 
our audit field work, the USAID has proposed enp­
aginf the services of CUDD, at AID expense, to make an
 
independent study regarding the stability of the Quay 85
 
extension. By letters dated April 15 and 20, 
1980, the USAID
 
requested the APA Chairman and 
the GASC Project Manager,

respectively, for signature coiurrence with the proposed

hiring of CWDD under a direct contract to AID. Assuming

those ARE officials concur with USAID n-w 
contracting and

paying for such study, the basic project problems remain; the
 
harbor channel next to 
the quay will nct be Iredged to a
 
sufficient depth to allow complete unloading of ships carrying

over 30,000 metric tons. the long-term stability and load
 
capacity of Quay 05 is still uncertain.
 

The objectives of the project will not be achieved until large

grain ships (over 30,000 metric tcns) 
can be safely and com­
pletely off-loaded at the quay.
 

Governi r.epulation' nnd Policies
 

Notification to U.S. Business The Phase I pilinfg work, which
-

involved the expenditure of about $3.5 million in AID loan
 
funds, was not advertised in the United States as 
required

by AID regulations. Instead, it was awarded to a U.S. firm,

Raymond, as a subcontract under the 
Phase 1 prime contract
 
for earthwork, pilings and foundations. The prime contractor
 
is an Egyptian firm. The advertisement for the prime contract
 
was made in EE'ypt and addressed to Eyptian firms only. The
 
IFB, however, authorized the construction to be paid for in
 
both Egyptian currency and U.S. dollars. The pilinp work
 
was the most costly segment of the prime contract. As bid,

it amounted to the equivalent of 62 percent of the total
 
prime contract. Raymond was 
the only U.S. piling firm in
 
Egypt at the time.
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Handbook 11, 
Chapter 2, which covers procurement of construc­
tIon services financed in whcle or in part ty U.S. dollars,
 
was reissued on March 1, 1980. The new version is very

specific as to the requirement for notifying U.S. busineqs

of AID financed work. Paragraph 2.4 in part, provides:
 

2.4 Advertisinf
 

2.41 Rule
 

In furtherance of the 
rule in 2.3 above,
 
solicitation of potential contractors is effected
 
through widely disseminated advertisinp. This is
 
accomplished by publishing a notice of the avail­
ability of prequalification questionnaires or, 
if
 
prequalification is 
not used, Invitations for Bids
 
in the Commerce Business Daily of 
the U.S. Department

of Comerce. If the estimated contract value is
 
under $500,000, publication in the Commerce Business
 
Daily is not required but may be used."
 

The paragraph further provides that authority to waive the
 
requirement to advertise in the Commerce Business Daily

is vested in the 
Regional Assistant Administrator.
 

The superceded chapter did not 
state the advertisinC rule
 
as precisely. Faragraph 2A6b did, however, provide: 
"... 
When financing of Loods and services 
procured within the
 
borrower country is authorized, payment will be rade with
 
local currency."
 

In reply 
to our RAF and to our draft audit ret.nrt, the USAID
 
tcck the pcsiti:n that 
there was no recuirenent to adVertise
 
in the U.S. because the U.S. dollar portion of the work was
 
awarded to Raymond under a subcontract. They contended that
 
the Handbook does not 
require formal competition of sub­
contract components of a fixed price competitively awarded
 
construction contract. 
 The USAID response did not address
 
the issue of whether Raymond should have been paid in local
 
currency, and not 
U.S. dollars as stipulated in AID Hand­
book 11, Chapter 2, paragraph 2A 6L.
 

Whether or not the dollar-financed work was awarded under a
 
subcontract is beside the point. 
 The advertising rule for
 
the procurement of construction services financed in whole
 
or in part with U.S. dollars is specific. It requires

notification to U.S. business in the Commerce Business Daily

if the estimated contract value is 
$500,000 or more.
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The dollar value of the piling work under the Phase 1
 
contract was in excess of $3.5 million. Therefore, it was
 
subject to the rule. If the USAID considered that it was
 
necessary to finance a portion of the contract in dollars
 
and that it was nct appropriate to nctify U.S. business of
 
this availability of AID-financed work, they should have
 
applied to the Assistant Adminstrator for the Near East
 
for a waiver of the requirement to advertise in the Commerce
 
Dusiness Daily. It 
seems to us that without the waiver,
 
USAID did not have the authority to approve this use of
 
AID funds and since Raynond's services were procured locally,
 
that Raymond should have been paid in local currency. To
 
clarify this matter, we are recommending that the USAID
 
seek AID/W Fuidance.
 

Recommendation No. 4
 

USAID (a) request guidance from AA/SER to clarify
 
the AID Handbook requirements on notifying U.S.
 
business of the availability of AID-financed work,
 
based on that guidance, (b) issue appropriate in­
structions to USAID operating divisions.
 

If AA/SER advises that the advertising rule was applicable
 
to the 
$3.5 million expended under PHASE I construction
 
contract, USAID should request a waiver of 
the requirement
 
to publish the notification in the Commerce Dusiness Daily
 
(even though it is after-the-fact) in order to establish
 
their authority to approve the use of AID loan funds for
 
services procured locally.
 

Recommendation No. 5
 

If the advertisinF rule was applicable, the USAID
 
request AA/NE for a waiver of the rule for the
 
Phase I construction contract.
 

Source and Origin Requirements - As noted in the previous
 
&ection, the piling work under Phase I was done by Raymond
 
under a subcontract financed with AID loan funds. A
 
requirement of the loan agreement and of the Raymond sub­
contract was that services and commodities financed by
 
AID dollars must be from U.S. source and origin. Our review
 
of compliance with this requirement raised the following
 
issues which need resolution:
 

- Payment procedures for loan funds disbursed
 
under AID Direct Letters of Commitment.
 

- Applicability of source and origin rules
 
to fixed-unit-price contracts.
 

- Actions which should be taken when a contractor
 
has not fully complied with source and orieln
 
requirements.
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a. Payment Procedures - The Mission has routinely approved

prorress payments to Raymond under the ,hase I construct­
ion even though Eaymond's payment requests did not 
con­
tain the Certificates 
of Source and Origin, required under
 
terms of the AID Direct Letter of Commitment (L/Com).

The subcontract, in conformance with the loan apreement,

stipulates that the United States is 
the only authorized
 
source and origin for AID-financed procurement.
 

At the time of our review, AID had paid Raymond nearly

$3.1 million without this added 
assurance that Raymond

had procured all project commodities and services from the
 
United States. Our review of Raymond's procurement records
 
showed that some of Raymond's hard currency costs for the
 
project were for cot:modities and services that were not
 
of United States source and origin. We estimated that
 
these costs were equivalent to about $200,000. We presented

these facts 
to the USAID in our RAF dated October 3, 1979.
 
The USAID res[ponded:
 

"Piling subcontracts under Phase 
I construct­
ion are unit price contracts wherein the sub­
contractor 
is paid for units of work performed,

i.e., numbers and lengths of pile driven in
 
place. 
 The dollar costs eligible for reimburse­
ment were estimated on the basis of expatriate

personnel costs, U.S. source and origin mat­
erials required and equipment owned. The pay­
ment documents required by the Invitation for
 
Bid, subsequently reflected in the Letter FT
 
Ccmmitrent, are inappropriate for a unit price
 
contract. Given the fact now
that the work has 

been completed and the 
final invoice submitted
 
to GASC by the subcontractor, little would be
 
gained by amending the Letter of Commitment.
 
IIDPS will, in future unit price contracts, assure
 
that payment documentation requirements 
more
 
closely reflect the type of contract conteoplated.
 

Nevertheless, on October 9, 1979, the pilinp

subcontractor (Raymond International) submitted
 
a statement to the USAID Controller, along with
 
copies of appropriate invoices, vouchers, etc.,

attestinF to U.S. source and origin for all
 
significant dollar commodities purchased under
 
the contract. Contractor cwned equipment charged
 
out as rental was not included.
 

We recommend that RAF No 1 be closed."
 
(Underscoring Supplied)
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L/COM payment procedures, this USAID
In addition to the 

as to whether source and
 response raised other issues 


origin requirements are applicable to fixed unit price
 

to 	comply with contract
 contracts and whether Raymond has 


issue regardinr L/COM payment procedures 
is
 

terms. The 

The other issues are !iscussed in
 

discussed on pa,!e 43. 


b. 	and c. below.
 

and Origin Rules to Fixed Unit
 
b. Applicability of Source 


Price Contracts - The USAID response raises the issue as
 
needed
and origin requiremnnts a-ply to 


to 	whether source 

a fixed unit-price
commodities and services acquired 	by 


the USAID stated, "the subcon-
We 	realize, as 


for units of work performed, i.e., numbers

contractor. 

tractor is pai 1 


pile driven in place." However, to perform

and lengths of 


procure the
 
the units of work, the subcontractor needed tc 


procure ocean
 
piling shells and other commodities and 

to 


or air delivery services to transport the shells and other
 

These AID-financed commodities and
 
commodities to Egypt. 


are subject to
 
services acquired by Raymond outside Egypt 
 this loan
 

an, origin requirements, stipulated in 
the source 
 source
the United States. Application of 
and subcontr.:ct as 

unit price construction contracts 	is
 and origin rules to 


covered in AID Handbook 11, Chapter 2.
 

In 	a unit price contract, it is not pcssille to monitor
 
and origin require­source 
a contractor's compliance with 


fcr payment.
a review of the contractor's claims 
ments from 

units of work performed, do not show
 

The claims, !based on 

cost to perform the units.
 any details of the contractor's 


unlikely that personnel in the Controller's office,
It is 

who are not closely associated with the project, would
 

services (services other than
 know that commodities and 

Therefore,


those provided by the contractor) 	are involved. 

the contractor's 
cert­a necessary element of control is 


and origin requirenents have been
 source
ification that the 

In this piling subcontract, the subcontractor was
 met. 


t requests, AID Form
 required to submit with his paymc 


1440-3, Contractor's Certificate and Agreement with the
 

Agency for International Development/Contractor's 
Invoice
 

form the subcon­
and Contract Abstract. By signing this 


tractor certified, anonp other things, 
that he complied
 

For this reason,
and origin requirements.
with the source 

Source and Ori in as required


the separate Certificate of 
 this case.
 
the L/COM may not have been apVropriate 

in 

by 
 that source
the reason 


was net, however, inappropriate for
It 

not apply to unit-ptice contracts, as
 and orijin rules dc 


RAF.
 
implied by the USAID in response to our 
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In our draft audit report, we recommended that the USAID
 
issue clarifyinp instructions to ensure that all appropriate
 
I'SAID personnel understand that source and -ripin rules do
 
apply tc fixed linit price contracts. The USAID did not
 
agree with this recomrenJation as stated. The USAIn res­
ponded2 that the apr.licability of source and oripin rules to
 
fixed unit price contracts is unclear at present and they
 
will seek AID/W puirdance on the matter and apply the rules
 
in accordance with such ruidance. Respondinp to another
 
related recommendation, the USAID stated that Raymond's
 
non-U.S. procurerent is under review and action will be
 
taken to either bill Raynond or request a source waiver.
 

We do not arree that source and ori;,in rules are unclear
 
with respect to fixed unit price contracts. AID Handbook
 
11, ChaFter 2 clearly covers application of source and
 
oritin rules to construction contracts, such as involved
 
here. In this case, both the loan agreement and Raymond's
 
fixed unit price subcontract stipulate that commodities and
 
services not of United States source and oriFin shall not
 
be eligible for AID-financinF. The intent of these loan and
 
contract ruquirements, irrespective of the type of contract
 
involved, is to ensure that the U.S. dollars are spent in
 
the United States.
 

The USAID position is ambiguous -- on the one hanC', the
 
USAID contends that application of source and origin
 
re,-ulations to fixed unit price contracts is not clear, and,
 
Certificates of Source and Origin are not appropriate for
 
fixed unit price contracts; at the same tine, the USAID
 
sets forth that source and origin rules will now be applied
 
to Raymond's non-U.S. procurements under a fixud unit price
 
contract. Since the official USAID position is not clear,
 
we believe guidance on general applicability of source
 
and oripin rer ulntions should be obtained and have revised
 
our initial recommendation to better address the needs of
 
this situation.
 

Recommendation No. 6
 

USAID'.7 (a) oltain guidance from AA/SER as to
 
the applizability of source and origin regulations,
 
and, (b) issue instructions to ensure that USAID
 
personnel understand and properly apply source
 
and orioin reculations.
 

c. Contractor Procurements from non-U.S. Sources and
 
Origins - USAID payment approval procedures ignored the
 
fact that compliance with subcontract terms (and loan agree­
ment provisions) was not clearly determined. In confor­
mance with the loan agreement, the ARE subcontract with
 
Raymond stipulates that AID-financed procurements are only
 
authorized from United States source and orivin.
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USAID project manapenent officials, however, approved
 
payment of a rlaymond invoice for $366,7d8 althouth notified
 
several mnnths earlier (through this audit) that Raymond
 
procurements included about $200,00? from sources and
 
origins outside the United States. (USAID/E was notified
 
by audit LAF dated October 3, 1979; USAID/F payment
 
approval was on December 20, 1979).
 

rayment requests flow from the subcontractor/contractor
 
through the Borrower's implementinr aoency, GASC, and
 
supervisory A&E firm, de Laureal, to the USAID. At the
 
USAID, payment requests are approved by IIDPS and then
 
sent to the Controller for processing. The USAID Cont­
roller prepares the cables which authorize AID/W to make
 
payments. Actual certifications of the payments are made
 
by an AID/W official pursuant to these USAID-authorizing
 
cables.
 

During the audit, Controller personnel tol us that since
 
this is a unit price construction contract, they were of
 
the opinion that the source and oriin requirements are
 
not applicable. They also said that Raymond's invoices
 
were based )n units of work performed; therefore, they
 
were not aware that commolities or materials were involved.
 

There was infrirmation available which showed that Raymond
 
estimated the dollar costs for materials, equipment and
 
freight at about $2.5 million. Throu'h discussions with
 
Raymond's Cairo manager and review of purchase -and shipp­
ing records which he made available to us, we concluded
 
that the major expenditures were in compliancc with the
 
source and origin requirements. The records did show,
 
however, that some of Raymond's hard currency costs were
 
for commodities and delivery services from non-U.S. sources
 
and origins. Many small-item purchases were made from
 
the United Kingdom or other European Community countries
 
and shipped to Egypt via non-U.S. carriers. Also, three
 
pile driving ri[ps were transported to Eyrt on non-U.S.
 
flag vessels. We estim-te that Raymcnd's hard currency
 
costs for non-U.S. procurements of commodities and delivery
 
services was the equivalent of about $200,)00.
 

In reply to our October 3, 197§ RAF, the USAID stated
 
that Raymond submitted information showing that all sig­
nificant procurement was of J.S. source and origin. In
 
this RAF we had already noted that the major commodity
 
purchases were from the U.S. and shipped to Erypt on
 
U.S. flag vessels; but, we also reported that about $200,000
 
in hard currency was spent on non-U.S. procurement. We
 
reviewed the information provided the USAID by Raymond
 
and found that it contained only documents for U.S. procur­
ment.
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$200,0)0 is not an insienificant dollar rnin. Also, the
 
subcontractor's certification on the Fcr AID 1440-3 is 
still an open issue. Since the subcontractor did not
 
fully comply with contract source and oripin require­
ments, the certification is not entirely accurate. We
 
would think the USAID would be interested in this also. 
However, rather than following throuph on these issues, 
the USAID, on Decemter 20, 1979, approved payment of the
 
subccntractor's invcice No. 8 for $366,788.
 

Recc-imendation No. 7
 

USAID (a) review the subcontractor's non-U.S.
 
source and origin procurements, (b) determine
 
the full extent of the suLcontractor's non-U.S.
 
source and origin procurements, and, based on
 
that determination, (c) assure that AID funds
 
are not used to pay for non-U.S. commodities
 
and services, as stipulated in terms of the
 
subcontract.
 

In response to their request, we provided the USAID with
 
copies of our workpapers on Raymond's non-U.S. procure­
ments. In reply to the draft audit report, the USAID
 
stated that audit workpapers of Raymond's non-U.S. pro­
curement are under review and "... action will be taken
 
to either bill the contractor or request a sc'urce waiver."
 

But, the USAID response does not address all the issues
 
involved. The intended USAID actions are directed toward
 
the audit finding of non-U.S. procurement but not the
 
related open issue of the subcontractor's F4irn AID 1440-3
 
certificaticns. It seems that the USAID needs to look
 
at its payment approval 1:rocedures, in this case, and
 
deternine whether all pertinent facts were considered,
 
and whether all payment documents, includinv the Form.AID
 

1440-3 certifications, were properly processed. Consid­
ering that the USAID was informed by audit RAF dated
 
October 3, 1979 that Raymond's records showed about $200, C00
 

in hard currency spent on non-U.S. procurement for this
 
project, the officials approving payment on December 20,
 

1979 had reason to closely examine payment request doc­

umentation with regard to requirements that procurements
 
financed by AID dollars be of United States source and
 

origin. The following recommendation is needed, in view
 
of the USAID response and the circumstances.
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Rec'-rendatin No. 8
 

USAII (a) review all alprcved payments and
 
related ?zcuments processed in approvinp all
 

payuents unJer this subcontract to determine
 
whether Forrs AID 1440-3 certifications are
 
reconcileable sith the results of the review of
 

ncn-U.S. source and ozirin procurements (see
 

Recommendation No. 7). and () based on that
 

detertaination, ensure the proper application
 

of all pertinent Form AID 1440-3 clauses and
 

requirements constituting the Contractor's
 
Certificate and Apreement with AID.
 

The alternate action of seeking a source waiver, as set
 

forth in the quoted USAI response to our draft audit report,
 

does not seem applicable in resclvin this situation. Such
 

waiver, if requested an, granted, would apparently contra­

vene terms of legal contract and also circumvent the terms
 

of the Form All 1440-3 Certificate and Akreement between
 

AID and the contractor.
 

Loan Amount - It is evLUent at this time that the amount of
 

the loan is substantially more than the dollar needs of
 

the project. Initially, the project was estinated to cost
 

$4k.,275,000 and LE 15,547,)3", includin escalation and
 

continpencies. On June 20, 1975, the Icon agreement was
 

signed making $44,275,CO) available to the Government of
 

Egypt. After completin- the preliminary design, de Laureal
 

prepared a budget which showed that they estinated the
 

project would cost $34,456,623 and LE 29,425,103, including
 

escalatien and contin-encies. There have been substantive
 

changes in the coat estimate since the cricinal budget
 

and de Laureal's most recent Budget Summary (February 29,
 

1980) shows a final total project cost of $38,026,775 and
 

LE 19,513,086. (See EXHIBIT C).
 

At this stage in project implementation, de Laureal's cost
 

firm the major construction
estimate should be fairly --

fixed unit rates; the majority
contracts have been let at 


of the equipment has been ordered under fixed-price con­

the estimate includes a recent update of the
tracts; and, 

A&E costs. Therefore, it seems appropriate at this time
 

to adjust the loan to a more realistic amount in accord­

ance with handbook 19, 6 C 2 i, which provides.
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"Followup on Undisbursed Loan Balances
 

(1) Geographic 3ureau, through Missions,
 
maintain active and continuing surveillance
 
of each loan agreement to assure that the
 
funds obligated therein do not exceed the
 
monetary value of the poods and/or services
 
which AID agreed to finance."
 

The USAID did not agree with our conclusion as presented
 
in our RAF on this issue. The USAID response stated that
 
there is no substantive evidence that the balance of the
 
loan funds will not be needed lefore the project is complete.
 
The USAID also responded that it would be poor financial
 
management to deobligate tefore such evidence is available
 
and to decbligate funds at this stage in project implem­
entation would probably require a return to Congress for 
additional fundin- later. 

Effective financial management results from effective plan­
ning and buietary controls. All Federal activities are
 
governed in this respect by certain re'ulations, operating
 
procedures and related controls.. A function of audit is
 
to determine whether the Agency is in compliance. In this
 
case, the amount of the loan is more than $6 million in
 
excess of de Laureal's estimated final dollar cost of the
 
project. In our opinion, this warrants a detaile' review
 
of the project which will either confirm that the total
 
loan funds are required for the agreed project or show the
 
amount funds not required. If the review shows that a
 
portion of the loan is not reruired, action should be taken
 
to deobligate the unnee'e& funds. The cperatino procedure
 
is directed to the Geographic Bureau so we are addressing
 
our recommendation to the Bureau for the Near East.
 

Recommendation No. 9
 

AA/NE through the USAID, review the financing
 
of the project and either (a) confirm that the
 
total loan funds are needed for the project;
 
or (b) take action to deobligate the unneeded
 
amount of the loan.
 

Excess Currency Country requirements - The de Laureal expat­
riate employees in Egypt had not purchased their Egyptian
 
pounds from the U.S. Embassy althcuph this is a require­
ment in the GASC-de Laureal contract and in the employees'
 
agreements with de Laureal.
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an excel
 
Egypt is designated by the U.S. Treasury 

as 


In excess currency countries, AID­currency country. 

contract expatriate employees
financed contractors and 


purchase their local currency from 
the U.S.
 

are required to 

This requirement was incorporated 

in the
 
Government. 

de Laureal/GASC contract and in de Laureal's employment
 

Egypt.
 
agreements with its expatriate employees assigned 

to 

(B&F) Officer
 

We provided the Embassy Budget 
and Fisc-1 


with a list of de Laureal employees 
and 	requested him to
 

determine whether
 
review the Embassy Cashier's 

records to 


the de Laureal employees were complying 
with this require­

of that
that as
advised us 

ment. On November ", 1979, he 


the listed de Laureal employees had filled out
 
date none of 
 Fe said that this
 
a Check Casher's Identification 

Card. 

file with the cashier in order
 

card must be ccmrleted and on 
 The absence of these cards
 
a person to exchange money.
for 
 indicates that they
 

for the de Laureal employees, 
he said, 


procured any local currency from 
the Embassy.
 

have not 


Laureal records and disc:!ssions with the
 
Our review of de 


some of the
 
team administrative officer disclosed 

that 


employees purchased local currency 
directly from de Laureal.
 

its fixed fee in
 
de Laureal receives a small portion 

of 

de Laureal had sold
 

Egyptian pounds and the records showed 

four employees. Arut 90 percent of
 

about $8,000 worth to 

de Laureal's admin­one employee.
purchased by
this was 	

that they used the Embassy ex­us
istrative officer told 

$1.00) in sellinp this local
to
change rate (L.E. 0.70 	 sold any
said they had nct


their employees. He 
currency to 

local currency since March, 1979.
 

ten ex-atriate employees assigned 
to
 

de Laureal now has 	 their housing and utilities,
 
the team in Egypt. Except for 


paid by GASC, these people live off the local
 which are 

their recuirements for local 

currency are not
 
market so 	 to
 

We did nct questi-n anyone of them 
as 


insiEnificant. 
 should be noted that
 local currency but it 

their source for 
 an exchange rate
 legally available at 
local currency is 


ten percent more favoralble than the Embassy 
rate.
 

about 


The Embassy, recently pullished 
an Administrative Memorandum
 

Government,
 
reiterating the requirement 

that all U.S. 


and voluntary agency personnel must purchase 
their
 

contract 	 The Memorandum
 
Egyptian pounds through the 

Embassy cashier. 


concluded with the followin2 
paragraph.
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It is cf the utmost Importance that the
 
reoulations governing accoumodaticr exchange
 
transactions be complied with 
to the fullest
 
extent. Any vi-lation could cause embarrass­
ment to the Embassy anA result in disci-linary

S.ticn beine taken against the offender.
 

Recommendation No. 10
 

USAID take action to ensure that the contract employ­
ees 
are fully apprised of their responsibilities
 
to purchase Egyptian pounds 
from the Embassy
 
cashier and of the consequences for noncom­
pliance.
 

Recommendation No. 11
 

USAID (a) consult with Embassy officials as
 
to the actions that 
should be taken when contract
 
employees do not comply with currency exchange
 
requirements; 
and (b) based (,n these determin­
ations, take action in the of de
case Laureal
 
employees.
 

The Embassy has recently revised the accommodation exchange
rate from LE C.79 - $1.00 to LE 0.81 = $1.00. In reply 
to our draft audit repcrt the USAID agreed to implement
 
these recommendations; The USAID response also states the
 
belief that the revision in 
the exchan ve rate now obviates
 
the circumstances that led 
to the delinquency in this
 
matter.
 

As a part of the monitoring function, we supgest that, in
 
the future, the USAID periodically coordinate with the
 
Embassy B&F Officer to determine whether employees of
 
de Laureal (and other AID-financed contractors) have filed
 
the required identification cards and 
are exchaniing curr­
ency in accordance with contract terms.
 

USAID flanaement 6f'rroiedt Acti"vities
 

Project Monitorinp - Many of the findings presented in pre­
ceding sections of this report indicate that USAID mon­
itoring of the implementation of the 
Grain Silos Project

has been too passive to be effective. By passive monit­
oring we mean that the USAID primarily relied upon others
 
to 
identify and report project problems, deficiencies in
 
site construction and procedures, testing, and similar
 
matters of 
concern to project manatement.
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Effective monitoring was further hampered because the super­

visory A&E contractor did not thorour-hly cover construct­

ion activities and problems in monthly and quarterly pro­

ject status reports and did not submit these reports to
 

the USAID when due. This passive or "hands-off" monit­

oring stance may be attributed, at least in part, to the
 

fact that the USAID is not a direct party to the host
 

country contracts involved and, therefore, does not have
 

direct authority over project implementation.
 

Previous AG reports have pointed out numerous problems
 

worldwide in project implementation and control when Host
 

Country contracting is Involved. When this type of con­

tractinp is usee, project officials need to recognize the
 

high probability that a "hands-off" attitude will result
 

in a neoative impact on project implementation; in most
 

cases, the progress of the project must be watched closely.
 
the project go
Those instances when it is possille to let 


without clcse monitoring are few and far between.
 

In the case of this project, the selection of the super­

visory A&E firm raised questions within AID of the nature
 

expected to prompt project officials to watch the project
 

progress very closely. In most capital assistance pro­
of infor­jects, the A&E firm is the USAID's primary source 


trti( n on the technical aspects of project implementation.
 

Although the A&E firm is selected by the Best Country in
 

most loan-financed projects, USAID has approval authority
 

the terms of the contract.
over selection of the firm and 


This authority provides a measure of control in that the
 

assure itself that the firm selected! is fully
USAID can 

qualified to design the facility and supervise the construc­

tion. In the Grain Silos project, however, the A&E firm,
 

because of its inexperience in silo construction and in
 

general, did not have the full confidence
overseas work in 

of AID/W or of the USAID, as discusse! in th- report
 

section entitled "Selection of the Supervisory Engineering
 

Firm" (page 4). The Chief of the USAID's Capital Dev­

the tive of de Laureal's
elopment and Engineering Division at 


approval as the A&E firm, stated for the record that the
 

USAID will need to intensively monitor the A&E firm. Con­
in addition
sidering the circumstances it was logical that, 


to the normal i initoring of de Laureal's quantitative in­

close attention to the
puts, the USAIL would also give 


quality of de Laureal's efforts, especially in regard to
 

construction supervision. USAID, however, did not give
 

this special attention to de Laureal and, as a result, was
 

not aware of the ineffectiveness of de Laureal's quality
 

control procedures or of the deficiencies in de Laureal's
 

documentation of project activities.
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1IDPS did say that they have spent more time monitoring this
 

than most, but the extra time was spent in review­project 

ing the IFBs prepared by de Laureal for equipment procure­
ment.
 

Major continuing project implementation problems, however,
 

were at the project sites. Under de Laureal's supervision,
 

the project experienced problems such as unsatisfactory
 
workmanship, poor quality construction, inadequate testing
 

of materials before use, and construction not meeting con­

tract specifications. Detailed field and project site
 
examination also showed deficiencies in de Laureal's quality
 

control procedures and documentation of project construct­

ion activities. Allegations regarding poor quality con­

struction were brought to our attention. These allepations
 

included concerns over the possibility that these Frain silos
 

-- the largest in the Mid-east -- might be structurally un­

sound because of poor quality waterials and construction
 

practices. Some of these allegations could be partially
 
verified by visual inspections, e.g., water leakage in the
 

foundation of the workhouse section of the structure at
 

Shubra. Examination of other areas, involving concrete
 
strength, testing procedures, and quality control procedures,
 

for example, require the expertise of a qualified profess­

ional engineer. These problems are discussed in prece­

ding sections of this report, showinp their relationship
 
to do Laureal's supervisory responsibilities and pointing
 

up the need to more intensively monitor project implemen­
tation.
 

Considering the concerns expressed within AID over the sel­

ection of do Laureal as the supervisory A&E contractor, too
 

much reliance was placed on de Laureal's capabilities as
 

opposed to close, active monitoring by USAID project manage­

ment. As discussed earlier in this report, documented con­

cerns within AID over the A&E contractor selection and the
 

need for close project monitoring prompted our planning in­

depth, comprehensive audit coverage, including engineering
 

assistance and testing of in-place construction. These eng­

ineering examinations and tests might normally have been
 
done by the USAID.
 

Also discussed in preceding report sections, the value of
 

the de Laureal project status reports as a USAID and GASC
 

monitoring tool was diminished because the reports were not
 

timely and did not throughly cover construction activities
 

and problems. Up to the time of our audit, the USAID did
 

not obtain from de Laureal timely and complete reports needed
 

for effective monitoring. This situation is a further indi­

cation of a "hands-off" attitude toward monitoring this
 

high-dollar, capital project, implemented under the 11st
 
Country contract mode.
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USAID's monitoring of ARE contributi-ns to the project has
 

also been too passive. The USAID's response tn our Record
 

of Audit Find'inp on the Quay 85 extensicn and dredfinp In­

dicates'a lack of involvement in this phase cf project im­

plementaticn (See rei:ort section entitled "Host Country
 

Contributions, p. 21). As an example, in reply to our
 

whether they agreed with the modification
questions as to 

to construct the quay extensicn from minus 23 meters rather
 

than Luilding it up from the rock bed, the USAID replied:
 

"The dredging/construction contract referred
 

tc in the RAF is between the Alexandria Port
 

Authority (APA), as the owner, and E7yco, a
 

local construction firm, as the contractor.
 

No financing by AII? is involved. AID has
 

no relationship to this contract with the APA
 
given."
neither requested nor 
so agreement was 


Although AID funds were not involved, the extension of the
 

quay and the dredging of the channel alongside the quay to
 

accommodate large ships (over 30,0')0 metric ton cargo cap­

acity) were considered key elements for the full utility
 

of the project. USAID is responsible to monitor project
 

activities not only in terms of insuring compliance with
 

loan conditions and proper expenditure of AID funds, but
 

also to insure that project objectives will be met by the
 

end of the project. The improvements to the port facility
 

as now being constructed will not meet project objectives.
 

Also, about $5.0 million of AID-financed equipment is to be
 

installed on the quay when completed. This fact alone would
 

seem to warrant USAID's involvement durinp the construct­
to
ion of the quay extension to assure that it is built 


contribu­specifications. These Port imt-roverents, an PADE 


tion, are an integral part of the overall project, necessary
 

to 
achieve ARE 	and AID project objectives. This situation
 

extreme example of "hands-off" attitude
illustrates 	an the 


in monitoring projects implemented throu*h Host Country
 

contracting. The USAID is now, after the fact, pursuing
 

the issue of quay stability and has retained CWDD to make
 

an independent assessment.
 

Another facet of project monitoring in which the USAID has
 

not become fully involved is contractor compliance with
 

the terms of the contract. We reported to IIDPS that the
 

de Laureal expatriate employees had not purchased their
 

local currency from the U.S. Embassy as required by the
 
us that it was not
de Laureal/GASC contract. IIDPS told 


their responsibility to make'-.sure that the employees pur­

chase their 	local currency from the U.S. Government.
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We realize that this coull be a sensitive area in which IIDPS
 
may not wish to becone involved; but, accor'ing to USAID's
 
directive on project management (Mission Order No. 3-5),
 
the Project Officer is responsible for promptly reporting,
 
for proper acticn, noncompliance with the terms of the
 
contract.
 

AID, in its various Handbooks, is described as a planning,
 
financing and monitorinp agency. The Handbooks seem to
 
provide ample guidance on the planninp and financing proc­
esses; but, they are almost toally silent on the eubject of
 
project monitoring. The USAID, to its credit, does aave a
 
directive on project management. The directive, Mission
 
Order No. 3-5, is referenced to a now obsolete AID Manual
 
Order and covers the duties and resvonsibilities of the
 
Project Officer.
 

Mon toring the implementation of an activity such as the Grain
 
Silos Project, where up to $44 million of AID funds could be
 
involved, is a stewardship function. As such, we believe
 
that it is imperative that the USAID actively monitor the
 
implemtation of the project. The USAID should at least do
 
enough active monitorinF to, for example, assure itself
 
that the A&E firm is adequately supervising the construction
 
of the facilites. Further, we believe that project monitor­
ing as a stewardship function, is sufficiently important to
 
warrant the development of an individual rcnitorinr plan for
 
each project. Each project, after all, is unicue. The Grain
 
Silos Project has actual and potential problems not common
 
to other capital assistance projects and definitely needs
 
an individualized monitoring plan to enable timely and effect­
ive decisions and actions directed toward successful achieve­
ment of project objectives.
 

Recommendation No. 12
 

USAID establish a management plan for the
 
Grain Silos project which will require active
 
monitoring of all important facets of project
 
implementation.
 

RespondinC to our draft recommendation, the USAID stated:
 

"The project is now monitored with both the
 
AAG and CWDD Reports in hand. Ile believe
 
that these Reports, together with regular
 
site visits, constitute an effective plan.
 
Additionally and mentioned earlier, the
 
Mission is reviewing its monitoring control
 
system for project review and will reissue/
 
revise its instructions as a Mission Order
 
in the immediate future."
 

We are retaining this recommendation pending completion of 
USAID actions. 
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The situations encountered in the implementation of this
 
project do bring out a clear need for AID/W guidance in
 
the area of mcnitorinEg projects under the Host Country con­
tract mode. As noted earlier, AID Handbooks do cover ade­
quately the Agency's planning and financing activities but
 
do not address the monitoring function in sufficient detail
 
to meet overseas working needs. Since this audit has only
 
covered one project, we do not believe we have a basis to
 
make a specific, overall recommendation to AID/W on this
 
matter. However, we do believe that the situations involved
 

.in this project indicate a need for AID/W manapement to
 
review the Arency's Hand!ook guidance, and elicit input
 
from USAID's, with a view toward strengthening project mon­
itoring.
 

Review of Payment Documentation - We reported (page 30) that
 
the USAID had approved payments to the piling subcontractor
 
although the payment requests submitted by the subcontractor
 
did not contain all the rec:uired documentation and, in
 
other respects, did not conform to the specific requirements
 
of the L/COM. The most notable deficiency was that the pay­
ment requests did not contain the Certificates of Source and
 
Origin, as required by the L/COM. The USAID response indi­
catad that a Certificate of Source and Origin was not appro­
priate, for a unit price contract and for that reason pay­

ments were approved without this docuEzent. If the document­
ation as specified in the L/COM was not appropriate, USAID
 

dhould have taken action to have AID/U amend the L/COM.
 
L/COM's are, after all, leral documents and the provisions
 
and requirements contained therein should be appropriate
 
to the activity being financed and should be strictly adhered
 
to.
 

Some of the other areas where the payment requests dil not
 

conform to the specific L/COM requirements were: the L/COM
 
number was not shown on the documents, the contract number
 

was not shown on the documents, the documents were not always
 

dated, and the contractor's certification was not always
 

complete. In addition, an outdated AID Form 1443-3, Con­

tractor's Certificate, was used to support the payments.
 

The January 1, 1969 version of the form was used whereas
 

the L/COM specifically required the subcontractor to use
 

the June 1977 version of the form.
 

These exceptions indicate a certain casualness in USAID's
 

procedures for review and approval for disbursement of sig­

nificant sums of money. We see no reason why AID's pay­
more nor no less formal and
ment procedures should be no 


restrictive than the procedures utilized by a commercial
 

bank under Letter of Credit payments. In the event of a
 

dispute wi. a contractor, it would be unfortunate if AID's
 

position was weakened, in a legal sense, because of a tech­

nicality in the payment documentation.
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Recommendation No. 13
 

USAID issue appropriate instructions to
 
ensure that personnel reviewing and approving
 
!iayment requests understand that the payment
 
request documentation should conform to the
 
specific requirements of the Letter of
 
Commitment.
 

Contract Payments to de Laureal
 

As part of the comprehensive audit of the Grain Silos Project,
 
we reviewed the contract payments made to de Laureal Engin­
eering, Inc., from the funds provided ty AID Loan 263-K-028.
 
The purposes of the audit were to examine contract payments
 
and to establish final yearly overhead rates. Our audit
 
period was from inception of the contract, February 1977,
 
through June 1979. Payments to de Laureal for services during
 
this period totaled, $4,169,692.
 

The results of this segment of the Grain Silos Project audit
 
were published in a separate audit report, (No. 6-263-'0-5
 
dated April 28, 1980). Following is a summary of the audit
 
results.
 

Overhead Costs - One purpose of the audit was to establish
 
final yearly overhead rates (as. required by parapraph 8 of
 
the contract) for 1977 and 1976. The audit resulted in sev­
eral adjustments to the overhead cost pools proposed by
 
de Laureal. The most sipnificant adjustment was our dis­
allowance of $112,800 in commission payments an, $7,393 ex­
pense reimbursement to de Laureal's Eoyptian agent. The
 
commission payments were part of a $180,000 contract with
 
the agent for services he performed in assistinp de Laureal
 
obtain the contract. The balance of the contracted amount
 
was paid subsequent to 1978. We excluded the commission
 
and related expenses from the overhead pool for the follow­
ing several reasons.
 

(a) The services of the avent were performed
 
prior to the signing of the GASC/de Laureal con­
tract. The costs, therefore, were incurred
 
prior to the date de Laureal was authorized
 
to incur costs and are not reimbursable under
 
the contract.
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(b) The agent's agreement with de Laureal
 

shows that the agent's services were solely
 

for the purpose of assisting de Laureal to
 

obtain the contract with GASC. The cost of
 

the agent's services, therefore, directly
 

benefit the contract and, so, are direct costs 

and not properly classifiable as overhead 
(indirect) costs. 

(c) The GASC/de Laureal contract stipulates
 
that all costs incurred in Egypt are direct
 

costs. The agent's services were performed in
 

Egypt; therefore, according to the contract,
 

are direct costs and are not eligi!)le to be
 

included in the overhead cost pool;
 

(d) The GASC/de Laureal contract prohibits the
 

use of AIL) funds to pay local costs. The agent.
 

is an Egyptian national and his services were
 

performed in Egypt. The costs, therefore, are 

local costs and cannot be reimbursed with AID 

funds. The contract stipulates that local costs 

will be funded by the APRE. 

The record shows that during contract negotiations both AID
 

and GASC informed de Laureal that agent fees will not be
 

allowable as direct costs. A de Laureal representative told
 

us that the USAID advised him that the aFent's fees could
 

be included in the overhead cost pools, but this could not
 

be documented or substantiated.
 

Based on the above and on other adjustments to the proposed
 

overhead pool, we established final overhead rates of 126.36
 

for 1977 and 75.2C percent for 1978. We recommended
percent 

that payments to de Laureal be adjusted to reflect the
 

two that de Laureal
final overhead rates for the years and 


be advised to the final 1970 rate the provisional
as 


overhead rape for billings from July 1, 1979, foreward.
 
use 


Direct Costs - We reviewed the direct costs claimed by
 

and paid to de Laureal for services performed during the
 

audit period and deternined that costs of $102,624 
were
 

not eligible for payment. A significant part of this dis­

allowance was $67,2)7 in subcontracting costs. Although
 

the subcontract was on a cost-plus-a-fixed-fee basis, the
 
for some salaries at
subcontractor billed de Laureal 


fixed rates which were in excess of the salaries paid. The
 
to do the job at fixee
subcontractor contended that he agreed 


to de Laureal be
rates. We recommended that the payments 


adjusted to recover the disallowed costs.
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- Our review was somewhat hampered because
 Accountin' Records 

were not entirely adequate.
de Laureal's accountiln, recorcds 


For example, there were two general ledgers for 1973,
 

neither of which was complete or accurate 
beceuse ending
 

balances had not been carried forward 
properly.


and beginniln 

In lieu thereof, de Laureal used wcrkpapers for control
 

a reliable method of accounting. We
 
not
purposes which is 


recommended that de Laureal be required to maintain a 
com­

record all AID-funded trans­plete accounting system to 


actions for the project.
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L/Com 


2801 

2802 

2303 

2804 


2305 

2806 

2808
2807 


2809 

2810 

z811 

2812 

2813 

2814 

2815 

2816 

2817 

2318 

2819 


Grain Silos Project
 
AID LO, 263-K-028 


Sub-Obligations, Disbursetients and Amounts Audited
 
A.s of December 31, 1979
 

Company 


de Laureal Engineering Inc.

Raymond International 

U.S. Steel 

Transoceanic Shipping 


Viola Industries 

Fuller Company

Cardinal Scale
CSI Scale Intl. Ifg. 

Abbett Power Corp. 

Midwest Conveyor 

Stephens Adamson 

George A. Rolfes 

CE Carter 

Huss & Schliener 

CEA - Carter 

CEA - Carter 

Triple/s Dynamics 

Triple/s Dynamics 

American Egyptian Group 


Totals 


Sub-Obligated 


$ 6,260 

3,544 

1,740 

2,188 


190 

4,854 


811
462 


1,008 

3,429 

2,608 


179 

73 


120 

124 

37 

66 

74 


112 


$ 27,879 $ 10,612 


Loan Imount 
 $ 44,275

Sub-Obligated 27 379
 
Balance 
 $ 16,396
 

_/ The IFB pro:eduLes, bids and award of
contracts were reviewed by the engineer

loaned to us by the Office of Engineering,
Bureau of Development Support AID/WI.
 

Disbursed 


$	4,545 

3,077 

1,740
 
-0-


10
 
466
 
75
43
 

410 

-0­
246
 
-0­
-0­
-0­
-0­
-0­
-0­
-0­
-0-


A
 

Audited
 

$ 	4,170
 
3,077
 

1.
 

1/
 

1/
 

$ 7,247
 



Grain Silos Project 
 EXHIBIT B
AID LOAN 263-K-028
CWDD Su'gestions for Repairint 
the Workhouse Pit
From a Letter, dated 1/10/80s, to AAG/E

In response to 
your letter of 
20 December 1979 
reparding the
referenced subject, 
we offer the 
following:
 
As Dr. 
Issa S. Oweis discussed with you and (your staff)
Is his opinion that the it
patchint work proposed for
house may not the work­result in an

walls as 

effectively waterproofed slab and
a) the slab 
was not waterproofed to 
start with.
It has leaked in at 

b) 

least 13 places Ly de Laureal count;
the walls have leaked in 
two places.
as This prompts doubt
to the effectiveness of 
the waterproofin-r
construction; and at the time of
c) the slab-wall junctions have leaked
in several places.
Based on the above, you may wish to 
consider the 
followinp
 
guidelines for alternative methods of repair:
 

Alternative A
 

I. 
 Remove existinF slab.
 

2. 
 Prepare exposed base and place 
a bed of clean
aggregate with particle sizes between

1 1/2 inch and No. 
4 sieve.
 

3. Pour a 6 inch, plain 
concrete sub-slab.
 

4. Install cement 
plaster at 
least I inch thick and
applied in 
3 ccnts. 
 The plaster should 
consist
of one part Portlan' cement, 
two 
no more than twc 
parts sand, and
 

parts water. 
 The sand should not
contain particles smaller 
than No. 
200 sieve size,
should be salt-free and shouldl be
No. 100 and rra~ed betweenNo. 8 sieve. The cement paste coatinp
should extend under the 
new slab (Step 5),
pile caps and ul; up aroundalonp the walls (or wall collar). 
5. Install new slab 
structurally connected t, pile
caps, columns, walls and pilaster. To accomplish
this it may be necessary to build
structurally connected 

a wall collar
 
to the existini. wall. 

6. 
 *Repair waterprocfinE outside the walls.
tan:be. accomplished Thisby expcsinf' the walls (usin&,existing sheet piles 
for support), removinp
existing waterproofing and replacing it with 
a cement
plaster coating of at 
least 
3/4 inch thickness in
two coats.
 



Alternative B EXHIBIT I
 

Patch thw existing slab and use it as a subbaae
 
(Step 3 aLbve) and irnplement Steps 4 through 6
 
above. This alternative would require reconsider­
ation of final design grade for the floor slab.
 

Details for imllementing either of the above scheres should be
 
worked out by the designer. It should be ncti& that cement
 
plaster wa erproofinp is suppested hecause it is easier to
 
inspect 0- imperfections and can be easily rcvaire if
 
necessary. Thus the suggestion is Epyptian-criented. The
 
waterproofing system specified and used to date nn the project
 
is more vulneratle to damage, and it coulW be harcr to 
repair damane, areas, as such areas can be difficult tc 
locate. 

We trust that this letter satisfies your request. Please
 
contact us for any questions.
 

Very truly ycurs,
 

CONVERSE WARD DAVIS DIXON
 



rain Silos Project EXHIBIT 
ED LOAN 263-K-028 

..-ated Project Costs 1/ 

Original Cost Cost to Total 
Budget Incurred * Complete Final cost 

Engineering LE 650,500 778,343 100,243 873,586 
(de Laureal) $ 5,332,100 7,404,806 2,649,050 10,053,056 

Construction LE 23,259,682 7,35E;306 5,428,445 12,784,751 
Y 737,977 5,232,028 544,307 5,826,335 

Equipment LE 5,048,425 345,258 5,037,925 5,383,183 
$ 19,221,955 14,723,305 2,320,089 17,043,394 

Technical 
Services LE -0- -0- -0- -0-
Equipment 4 1,033,748 836,502 136,555 1,073,057 

Spare LF -0- -0- -0- -0­
parts C 1,844,522 -0- 1,-44,522 1,044,522 

Shippinr LE 466,576 -C- 46J,575 466,576 
Y _ 6,326 2,115,611 -0- 2,135,611 

Totals 
LE 29,425,13

$ 34,456,622 
$,47?,07

30,4'2,252 
11,033,129 
7,544,523 

19,513,096 
3-,026,775 

1/ This dat2 was taken fror. de Liureil 
February 1930 ronthly report. 



APPENDIX A
 

ACRONYMS, ABBREVIATIONS, DEFINITIONS
 

Area Auditor General Office in CairoEgypt

AAG/E 
AAG/W 
AA/NE 

--

--

--
Area Auditor General Office in Washington 

Assistant Administrator, Bureau for Near 

AA/SER --

East,AID/W 
Assistant Administrato-. Bureau for Program 

& Management Services, AII'/W 

AID/W -- Agency for International Development, 

Washington, D.C. 

A&E 
APA 
ARE 
B&F 
CWDD 

--

--

--

--

--

Architectural and Enpineering 

Alexandria Port Authority 

The Arab Republic of Egypt 

Embassy Dudget and Fiscal Officer 

Converse Ward Davis Pixon, a geotechnical 

Consulting Firm.with offices in Caldwell, 

N.J. 

de Laureal -- de Laureal Engineerinp, Inc., The 

for the Grain Silos Project, U.S. 
A&E firm 
office 

DS/ENGR 

GASC 

--

--

in New Orleans, La. 

Office of EnnineerinF, Bureau for Developmen 

Support, AID/W 
General Authority for Supply Commodities, 

Divisicn of the ARE Ministry of Supply 

IIDPS --

responsible for the Graii, Silos Project 

Industrial and Infrastructure Development 

and Support, the division of USAID/E respon­

sible for the Grain Silos Project 

KCI -- Kidde Consultants Inc. Corporate parent 

of de Laureal 

L/COM 
MISR 

--

--

AID Direct Letter of Commitnent 

MISR Concrete Development Company, the 

prime contractor for the Phase I and II 

Phase I 

Phase II 

--

--

construction 
The first construction phase, involving the 

earthwork, pilinps, and foundation 

The second construction phase, involving 

the silos and workhouse superstructures 

RAF 
Raymond 
USAID or USAID/E 

--

--

--

Record of Audit Findinr 

Raymond Engineering of Delaware, Inc. 

U.S. Agency for International Development, 

Cairo, Egypt 



APPINDIX 1 

LIST OF REPORT RECOMMENDATIONS
 

Recommendation No. 1
 

USAID, in coordination with GASC, require de Laureal to (a) per­
form the necessary computations to determine whether the filter,
 
an constructed, will function effectively; and (b) if the com­
putations show that the filter will not function effectively,
 
have the defective material replaced with material which meets
 
contract specifications.
 

Recommendation No. 2
 

USAID, in coordination with GASC, consider CWDP suggestions for
 
the repair of the workhouse pit (attached as EXHIPIT B to this
 
report), keeping in mind the need for long-term utility of the
 
structure and the fact that the pit floor is not waterproofed.
 

Recommendation No. 3
 

USAID, in coordination with GASC, (a) require de Laureal to
 
provide desipn conputations to show the lateral and axial cap­
acity of the piles arid, (b) review the computations to determine
 
that the piles, as installed, will adequately support the struc­
tures.
 

Recommendation No. 4
 

USAID (a) request guidance from AA/SER to clarify the AID Hand­
book requirements on notifying U.S. business of the availability
 
of AID-financed work, based on that guidance, (b) issue appropr­
iate instructions to USAID operatinp divisions.
 

Recommendation No. 5
 

If the advertising rule was applicable, the USAID request AA/NE
 
for a waiver of the rule for the Phase I construction contract.
 

Recommendation No. 6
 

USAID (a) obtain guidance from AA/SER as to the applicability
 
of source and origin regulations, and, (b) issue instructions
 
to ensure that USAID personnel understand and properly apply
 
source and origin re(-ulations.
 

Recommendation No. 7
 

USAID (a) review the subcontractor's non-U.S. source and origin
 
procurements, (b) determine the full extent of the subcontrac­
tor's non-U.S. source and oripin proct'rements, and, based on
 
that determination, (c) assure that AID funds are not used to
 
pay for non-U.S. commodities and services, as stipulated in
 
terms of the subcontract.
 



APPENDI .
 
Recommeneation No. P 
 rape 2 '
 

USAID (a) review all approved payments and related. documents
 
processed in approving all payments under this subcontract to
 
determine whether Forms AID 1449-3 certifications are recon­
cileable with the results of the 
review of non-U.S. source and
 
origin procurements (see Recommendation No. 7), and (b) Lased
 
on that determination, ensure the proper application of all
 
pertinent Form AID 1440-3 clauses and 
requirements constituting
 
the Contractor's Certificate and Agreement with AID.
 

Recommendation No. 9
 

AA/NE through the USAID, review the financing of the project and
 
either (a) confirm that the total loan funds are needed for the 
project; or (b) take action to deobligate the unneeded amount 
of the loan. 

Recommendation No. 10
 

USAID take action to ensure that 
the contract employees are
 
fully apprised of their responsibilities to purchase Egyptian

pounds from the Embassy cashier and of the 
consequences for
 
noncompliance.
 

Recommendation No. 11 

USAID (a) consult with Embassy officials as to the actions that
 
should be taken when contract employees do not comply with
 
currency exchang-e requirements; and (b) based on these deter­
minations, take action in the 
case of de Laureal employees.
 

Recommendation No. 12
 

US&ID establish a management plan for the Grain Silos project
 
which will require active monitoring of all important facets
 
of project implementation.
 

Recommendation No. 13
 

USAID issue appropriate instructions to ensure that personnel

reviewing and approving payment requests understand that the
 
payment request documentation should conform to 
the specific

requirements of the Letter of Commitment.
 



APPENDIX C
 

LIST OF REPORT RECIPIENTS
 

USAID/Egypt
 

Director 5
 
Inspections and Investigations Staff (AG/IIS/Cairo) 1
 

Al /Washington
 

Deputy Administrator 1
 
Assistant Adminstrator/Near East 5
 
Office of Middle East Affairs (NE/ME) (Egypt Desk) I
 
Bureau for Hear East (Audit Liaison Officer) 1
 
Lureau for Near East (Office of Project Development) 1
 
Office of Legislative Affairs (LEG) 1
 
Office of the General Counsel (GC) 1
 
Office of the Financial Management (FM) 1
 
Bureau for Levelopment Support (DS/DIU) 4
 
Bureau for Development Support (DS/ENGR) 1
 
Bureau for Program and Policy Coordination (PPC/E) 1
 
Auditor General 1
 
Auditor General (AG/PPP) 1
 
Auditor General (AG/EMS/C&r) 12
 
Auditor General (AG/IIS) 1
 
AAG/Washington 1
 

AAG/East Africa 1
 
AAG/East Asia 1
 
AAG/Near East 1
 
AAG/Near East, New Delhi Sub. Office I
 
AAG/Latin America 1
 
AAG/Latin America, La Paz Sub. Office 1
 


