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EXECUTIVE SUMMARY

Introduction

AIC has arreed to assist Egypt with a project to alleviate

the shortage of grain receivine and storae facilities. The
project consists of designing, constructinge and equipping

two grain silo complexes. One will be a 177,070 ton add-
ition to an existing facility at the Port of Aleaandria. The
other will be a new 100,02 ton facility in the Cairo area.
The Alexandria facility will include equipment for unloading
rraln ships. The loan arreement, which was signed June 29,
1975, provides up to $44.275 wmillion to cover the dollar costs
of the prcject. Use of loan funds zre limited to procurements
from U.S. source and origin. ‘

The project is 1implcrnented through host country contracts.

de Laureal Encineering, Inc. of New Orleans, Louisi-na is

the architectural and enrineering firm. The constrictions
services to date have been procured in Erypt and the equipment
is beinpg purchased from the United States. As initially
planned, the project was to be completed by June 1979, One
reason this could not be achieved was because the de Laureal
contract, which was for a 48 mcnth period, was not signed
until early 1977 and de Laureal did not commence work until
about nid-1%77. Apparently, at this tine, projcct completion
was envisicned at soretime in mid-1981. Duringy the course

of our audit, USAID advised that de Laureal is negotiating

for an 10-month extension to their contract which will put
completion at about the end of 1922, At the time of our review,
the Phase I construction whiah consisted of earthwork, pilincs
and foundations, was completed at both sites and the construc-
ticn contractor was mobillizing to construct the superstructures.
Also, procurement of the equipment was reportedly 80 percent
under firm order. Frior to the - finalization of this report,
we were advised that the contractor had completed 2 unit of
the silo superstructures at each site.

Purpose

This 18 our initial audit >f the Grain Silos Project. Our
purposcs wcre to determinc whether (a) the performance of

the A&E firm and other contractors/subcontractors has been
adequate; (b) the construction to date muets contract spec-
ifications; (c) the ARE has fulfilled its obligations; (d)
dollar expenditures have been proper: (e) there has been
compliance with applicaltle laws, regulations, policies and

with the terms of the loan agreement and various contracts/
subcontracts; and, (f) USAID's manarement of project activities
has been effective,.



Conclusione

Cverall, we c-nclule that US.IT nana~ement of prcject act-
ivities necd to te¢ streapthera2li. Hany of the findings pre-
sented throurhcut this rezort indicate thect, un to the time
of our auiit, USLID'S rana-cnent apprcach was too passive

te te effeccive; i.e., rather than actively an’ clcsely
nonitoringe the various facets <f project irplementation, the
USAIY prirarily relied uvon nthers te identify and report
project problens, deficieunucies in site constructinn an?® pro-
cecdures, testinpg, and similar matters of concern t:o projcet
renapenent,

Effective menitoring was further harperec because the super-
visory AAL contractor d¢id not thorcuvghly cover constivuciicn
activitics end prollems in monthly and quarterly pr-ject

status repcrts anc 4id not subrit these reports to the USAIT
when tue. This passlve or "hands-cff" monitorine stoance ray

Le. attributed, at least in part, tc the fact that the UL/
is not o direct party to the hest country contracts invzlive
and, thercefore, Jdoes ncet have Zirect authoerity over projcoct
implenentati-n, {See "Froject lMonitcrins," jares 356-£3)

Irevicus AC reports have wointed cut nurzrous preoblems we:1ld-
wide in prcject dirplementation and control when Hest Councry
centracting is lavelves?. When this type cf contracting is
use, proiect officials need tc recopnize the hich probatl-
ility that a "honds-cff® attitude will result in a2 nepative
iopact ¢n project inplenentaticns; in nwost cascs, the prorress
cf the project must e watche! ¢l 3:1v., Those instances

when it is possible to let the proiect ro withcut close mon-
Iltorine are fewv and far bLetween., The intertretaticn of the
extent ¢f sucn "nnnds-cff" anprozcelh Jduring the administration
cf a host ccuntry crutract needs tc te clarified. The theory
of Policy Letervination €0 (T £%) covering the host country
contractin~s node needs to te hetter reconciled to the real-
ities of overseas conditicns and day-to-day difficulties in
irnplementing nulti-nillicn deollar jpeojects such s the

Grain Silos.

In the case of this project, the selectinn of the superviscry
A&E firo raisel questions wvithin AIL of the nature expectcd
to rrompt project officials te watch the project progress
very closely. The Chief of the USAID's Capital Developrent an<
Engineerings Divisicn at the time of de Laureal's approval as
the A&E firm, stated for the recer” that the USAIT will need
to intensively monitor the A&E firwm. Comsiderding the civcur-
stances it was logical that, in addition tc the normal ron-
itoring of de Laureal's quentitativé.in=puts, the USAID wcu'd
also give clcse attention to the quality of le Laureal cffc:ic
espacially in regard to the construction supervision.
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USAID, however, did not pgive this special attention to

de¢ Laureal and, as a result, was nnt fully aware of the in-
effectiveness of de Laureal's supervision of the construct-
fon and cof the resultant actual and potential effects of
."nject implerentation (Sce "Sclection of the Supetrvisory
Eapineering Firu", pares 4-6).

Major continuing prcject implementation probtlems were at

the project eites, Consideriny the concerns expressed within
AIL over the seclection of de Laureal as the superviscry

A&E contractor, tco much reliance was placed on de Laureal's
capabilities as uvpposed to close, active monitoring by USAID
project managznent. These cdocumented concerns within AID over
the A&E contractor sclection, allegations resard:ng poor
quality constructvion, and the need feor close project mon-
itoring prompted our planning in-denth, comprelensive audit
coverare, 1includiny engineering assistance and testing of
in-place construction; tiiese engineeriny examinatione and
tests might normally have been done by the USAID.

The results cof that engineeriny reviecw were quite critical
of de La2ureal's supervision of cunstruction activities. The
fcllowing is an excerpt from the consulting firm's report.

" At AIL's directiomn, our efforts were concen-
trated on Shubra. We concluded that for the
Shubrz site, specifications were not adhered
to for several itums of censtruction. Tased
on available evidence, the ccarse aggrerates
used are ccnsidered potentially Zeletericus,
fine agriregates mav have contained excessive
salts, some cement was not in accordance with
specificaticns, the filter for subdrains was
not in acccrdance with specifications require-
ments, the suitalility of material used for
waterproofing is to be determined, an? concrete
strength wes found to be below specification
requirements (but conpatible with desipgn re-
quirements). The workmanship and waterproofing
vas :deternined toc be unsatisfactory and corr-
ective measurcs are indicated. Some items
related to pile design require verifications.
Quality control employed cduring construction
to Jdate has not been satisfactory. Guidelines
and reccmmendations for future quality control
are provided in the appropriate section of the
report.

Index testing of concrete at Alexandria indi-
cated that strenpgth is above design requirements
However, the coarse agpregate used may not meet
specification requirements. This 1ssue must be
thorcughly addressed as the presence of saline
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water conditione would enhance potentially
deleterious recaction of the yravel with
the cement paste. It appears that worke-
manship at Alexandria was somewhat better
than at Shubra."

The issue that probably caused the greatest concern was
whether or not the coarse aggrepates (fravel) used in the
concrete foundations will be harmful to the concrete. Results
of a 90 day expansion test which the consulting firm had
performed on a sample of the gravel became available after
the issuance of the consulting firm's renort. The results
showed that the expansion of the aggrerate was less than that
considered capable of harmful reactivity. This was the first
time that the gravel had ever teen Adeternined to te suitable.
The underlying issue here 18 the lack of adequate testing
procedures by the A&E firm to determine materials suitability
prior tc use in the structures.

Corrective acticns have already been taken on some of the
other issues. For example de Laureal has reported that they
have taken several actions to avoid further inatequacies

in quality control. USAID has cecnfirmed that de Laurecal

has establishtd a quality contrcl systenm and that the proce=
dures are being followed. Other igsues raised Ly the consult-
ing firm remain open and require further acticn by de Laureal
and the USAID. (See "Effectiveness of Project Supervision”
pages 7-17 for details on the consulting firm's findingps

and corrective actions needed and taken),.

de Laureal has also taken acticens regarding its construction
supervisory staff in Ecypt. They have replaced the project
manaper and assigned an assistant project manager to the
teeam. Also, they have put a new person in charpe cof the
Shubra site. These actions should have the effect of stren-
gthening the capability of the supervisory team. (See
"Other Matters Involviny Project Supervision,' papes 17-21).

Another area wvhere we found USAIL nmonitcring to be too passive
wae in recard to Government of Egypt centributions to the
project. Certain improvements to the Fort of Alexandria
were considered to be key elements for the full utility

of the project. These were (1) enlarginpg the quay sec that
it could acconmodate about $5 million of AID~financed grain
unloading equipment and (2) deepening the channel alongside
the quay so that it could accept larper ships. Ve found
that these actions were not being carried out as originally
planned. The quay was beinp enlarped but it was nct being
constructed 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 grain unloading operations.
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Also, the chonnel alcng sicde the quay will not Le deepened
because this will destabilize the existiny quay wall. USAID's
reply to our Record of Audit Finding on these issues in-
Jicated that sincce no AIT fundinr was invclved in these

port inprovements, the USAID had nc relationshtip teo these
activities, The reply further indicated that it was

de Laurezl's respcnsiltility tc assure itself that the quay
¢xtension could safely acconmmclate the erain unloading
equipment and to alert the USAILC of any deficicucies, actual
or potential. But, these Port imprcvements, an ARE contri-
bution, are an intepral part of the overz2ll preject, nec-
essary to achieve ARE and AID project obiectives. This
situation illustrates an extreme example of the "hands-off"
attitude in pmonitorine projects implémented through host
country contracting. Thelr stated position notwithstanding,
the USAID is now concerned with this element of the prdject
and plans on retaining the services of a consulting firm to
make an agssessment regarding qguay stability. (See "Host
Ccuntry Iroject Contributions - Alexandria Pzrt Improvements'”
page 21-27

The USAID approved the expenditure of about $3.5 million
in loan funds for the piling work under the These I con-
struction without requiring notification to U.S. business
of the availability of the AID-financed work or requesting
an AIL/W waiver of the notification requirement. The
services of the U.S. piling firm were obtaincd as a sul-
contract under the prime contract which was alvertised for
and procured locally. USAID contended that the requirement
to advertise in the U.S. was not arplicable because the
loan financed services were obtained under a subcontract,
(See "Notification to U.S. Pusiness', Page 27-20C).

We reported to the USAID that the piline sudbcontractcr had
procured the equivalent cf about $2070,042 of commodities

or services from non-U.5. source. 2nth the Locn Agrecment
and the fixed unit price subcontract stipulate that comm-
odities and services nnt of United States source and origin
shzll not be eligitle for AID~-financing. The intent of

these lcan and contract requirements, irrespective of the
type of ccntract involved, 1s to ensure that the U.S. dollars
are spent in the United States. USAID project management
officials, however, approved payment of a subcontractor's
invoice for $366,72¢ although notifiel several mcnths earlier
(through this audit) that the subcontractor's procurem:nts
included atout $20C,7JC7 from sources and origins cutside

the United States. The USAID was not clear as to the app-
licability of source and oripgin rulee. On one hand, they
indicated that the rules do not apply to the piling sub-
contract because it was fixed unit-price ccntract.



On the other hand, they said that they will review the
subcontractor's non-U.S. hard currency expenditures and

take action to either bill the subccntractor or request a
source waiver. (See '"Sourcc and Criecin Requirement"”, pages
29-34). The USAIM response did not address the open issue
of the subcontractor's Form AID-1447-3 certification regard-
ing procurenment from the United States (Pape 34).

It seems apparent at this time that the amcunt of the loan

is sulbstantially more than the dollar needs of the project.
The loan 1s for $44.275 million whereas de Laurcal's most
recent (February 1200) estimate of final project dollar costs
is $38 million. (See "Loan Amount". papes 35-34).

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 by AID Loan 263-K-528,
The results were published in a separate audit report, {(No.
6-263-65~5 dated April 23, 1983). Onc purpose of the audit
was to establish final yearly overhead rates (as required

by paragraph & of the contract) for 1977 and 1978. The
audit resulted 1n several adjustments to the overhead cost
pools proposed by de Laureal. The mcst significant adjust-
ment was cur disallowance of $112,807 in commission pay-
ments and $7,393 expense reinmbursement to cde Laureal's
Egyptian apent. The commission payments were jart cf a
$180,000 contract with the agfent fcr services he performed
in assisting de Laureal obtain the contract. (See '"contract
payments to de Laureal', pages 44~46).

Recommendations

We have macde 12 recommendations to USAID/E and directed
one for action to AID/W management, They are included in
the text of the report and are also listed in Appendix 3.
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INTRODUCTION

Backfroun:

Projoct Justificaticn - Epypt imports nearly 75 percent of its
feod grain needs, 4.5 million tons are expected tz be imported
during 1980. The only existent modern receivine and storare
facilities are twoe silo complexcs, a 43,000 ton facility at
the Alexandria Pcrt and a 583,000 ton facility at Cairc. These
facilities are not sufficient fcr the volume impcrted and
about 70 percent ¢f the.grain must be handle? zutside the silo
systen, in tays and in outside stora;c¢. As o result, the grain
is expoise! to hipgh losses in handling and infestaticon as well
ag subject to incfficient wovement. In addition, with the
enormcus cunpesticn in the Alexandria Port, and the necessity
¢f unlcading nest grain by bareding rather than by bulk, un-
loaldiny time is considerably lenpthene? resultins in hireh
denurrase costs.  AID agreed te assist with a project to
alleviate the situation.

Proiect Description - The preoject consists of desicning, con-
strv-tiane and squippinge twe rrain silo coemplexes. One will be
a 1C5 900 ton addition to the existing facillty at the Port

of Milvxandria.  The other will be a new 100,000 ten facility
at Shubra, which 1is in the Greaoter Cairo area. The Alexandria
facility will inclule pneumatic unleoaline equivment which

will move the rrain from the ships 'irectly t:o the sil:
facility »r to railcars, .tarces or trucks for out-transoncrt.
The Shubra facility will serve as the mojer distrilution poinc
for the Caire area and will replace presvntly usel open storagpe
houses. As initially planne?, the projecs was expected to
cost $44,275,000 an? LE 15,547,000 (current rate ~f cxchange
is $€1.00 = LE 0.70; ot the time the preoject was ;lanned, the
exchange rate was $2.56 = LE 1.00). The Jdcllar costs are
funded Ly the 5.1.D. loan, not to excced 344,275,000, to the
Arab Republic of Lusynt (ARE). The lean dated June 29, 1975

is re¢peyable in 40 years, includines a crace period ten years.
Annual intercst is 2 percent Juring the crace nericd and

3 percent thereafter. The General Authority fecr Suprly
Commodities (GASC) is the ARE Agency in charge of the project.
The 2ffice of Industrial and Infrastructurc Devel:nment and
Program Suppcrt (IIDPS) is the respunsible USAIN office.

Project Imnplenentation - GASC selecte? de Laurcal Enrincers,
Inc. of New Orleans, Louisiana, as the architectural anl eng=-
ineering firm for the project. Nerctiations bhetweoen GASC

and de Laur«al teran in March 1976 anl concluled in late
Octoter 1976. The contract was sic¢ned on February 14, 1977
and de Laureal cormenced work on June 19, 1977.
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The contract fer the Phasc I construction, earthwork, pilings

and foundations, wes awarded in “'ay 1978 to a loc~l firm, MISR
Concrete Development Company (HISR). The piline work, which

was the most costly seegment of this phase, was subcontracted by
HISR to 8 U.S. firm, Faymond International of Delaware, Inc.
(Raymond). The first phase, except for the repair of some
construction defects, was completed in ‘‘ay 1979, KISR's bid for
Phase II, constructing the siles =nd workhouse, was accepted by
GASC in April 1979. ''ISP and its slipform subcontractor, AB
Bygging of Stockholm, Sweden,began slipforming the silos in
Pebruary 1930. Purchage of the equipment, which 1s being handled
through the de Laureal home office, is reportedly about 80 percent
under firm order.

The timeframe needed to complete the project will be substantially
in excess of the estimate. In the Project Paper, construction

wis planned to be completed by June 1979. This could not be
achieved because the de Laureal contract was not signed until
February 19277 and de Laureal did not commence work until June 1977.
The de Laureal contract covers 2 4% month period, so the planned
completion was apparently extended to June 1991. The USAID
advised us that de Laureal is negotiating for an 18-month ext-
ension to the contract which will =2pparently put project com-
pletion at about December 1982, The Project Paper showed that

the construction was estimated to require two and 2 half yaars
frem the date of the first construction contract. The Phnse I
construction contract was awarded in May 1978. Considerine the
proposced extension to the de Laureal contiact to December 1322,

it appcars that the construction is now estimated to require about
four 2nd a half ycars from the date of the first construction
contract.

Audit Purpose and Scope

The office of the Area Auditor General/Zgypt (AAG/E) directed
this initial audit of Lean 263-¥-023%, Grain Silos Froject.

Our purposes were to determine whather (1) the performance of
the A & E firm and other contractors/subcontractors has been
adequate; (b) the construction to date meets contract specif-
lcations; (c¢) the ARE has fulfilled its oblipations: (d) dollar
expenditures have been proper. (e) there h2s been compliance
with applicable laws, regul=tions, policies and with the terms
of the loan agreement and varjous contracts/subcontracts: and,
(£) USAID's management of project activities has been effactive.

We utilized the services of the enrinecring consulting firm
Converse 'ard Davis Dixen 1Inc. (CWDD) of Caldwell, llew Jersey
to review project design, construction and supervision. The
consultant visited the de Laurezl home office in Hew Orleans and
spent three weeks reviewing prnject activities in Egypt,



(see page { for a detailed scope of CWDD's review). An
engineer frorn the Office of Engineerinp, Bureau of Develop-
pent Support (DS/ENGR) AID/W, reviewed performance of de
Laureal in regard to procurement of project equipmcnt and
the performance of de Laureal's various subcontractors. The
AID/W enpineer also visited de Laureal's home office and the
project sites in Egypt. The Area Auditor General/Washington
(AAG/W) assisted by reviewing at de Lauteal's home office,
the docunentation supporting the claims for reimbursement and
by establishing de Laureal's final overhead rates for 1977
and 1978,

The audit was primarily performed durinpg the last half of 1979.
June 30, 15/9, was the cutoff date for the review cf the reim-
burserents to de Laureal. Review of project activities in
Egypt covered events up until the issuance of the report. See
EXHIBIT A for details of the dollar funding of the project

and the amounts audited.

llenizoetient Corrcats

urins this su'it, wo used cur lLecord cf Au it Fin'inrc (VAF)

srece urve wherely we notifiel the UZAID din writine of cur audit
fin’lin:s 2z they were develore’. ¢,I7 res-nonde’ 1n writins
tc each >f ~ur T.LTFs. Wa vrovie? the USAHIT with cerfices cf

re, crts, tcst results on! cther jertinent inf:rration as we
receive. this inforretion fror CIL . W2 alsc n~rrance” for the
Ci”. en'incer t- lrief concerme’ USAI an’ LIV]T officials.,
Cp ifarch 25, 1277, we -rovidel the UYOLID vith crics of a
Jraft aulit ra-ort for thelr reviev 2n’ ccrrmeats ~ricr tc the
issunnce ~f the formal au’it re ort. <2 *ay T, 17 ve met
with UCiI. cfficials in an au'it exit conference. The con-
ference was -~tten’'e” 'y the [ e-uty ''ission Tirector, the
Assistant Tdirecter/III S an re resentntives of the USAI™'s
Lecal an’ Contrcller offices. <on May 12, 1777, we receive
the US/ZI. 's written rec-onse tc the  raft au'it re-cort.

~ -

1 =

The US: I '3 r:

25-onses tc our ...Fs an. to the “raft autit
rerort vers coasilered in finalizia

this re—crt.
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FINDINGS, CCNCLUSIONS AND RECOMMENDATIO

Selection of the Supervisory Engineering Firm

Although the ARE selection of de Laureal as the architectural
and c¢ngineering firm (A&E) was approved, responsible USAID
and AID/W officials expressed reservations with the selection,
privarily on the basis of de Laureal's inexperience on a
project of this type and ragnitude. Some related concerns
included de Laurcal's approach - heavy reliance on sub-
contractors; conpleting the work within the planned time;
and, impact of a poor job on the USG and AID imape. The
extent and nature of concerns expressed from the start over
the selection of de Laureal alerted responsible USAID proidect
management to the need for monitoring this supervisory A&E
firm much closer than mipght normally be done for a host
country contractor,

de Laureal's responsibilities as the A&GE contractor are to
provide the professional, technical and engineering services
necessary for the desizn and implementation of the Silo
facilities. de Laureal has been engaged in the practice of
engineeriny since 1946. It was a private corporation until
1971 when its stock was purchased by Walter Kidde and Company,
Inc., of Clifften, New Jersey. The firm continued tc operate
under the de¢ Laureal name until 1978, when it became a div-
ision of Kidde Consultants, Inc. (KCI), a wholly cwned sub-
sidiary of Walter Kidde and Company, Inc. KCI continues to
use the Jde Laureal name in regard to the work performed under
the Grain Silos Project.

Both AID/W and the USAID expressed dissatisfaction with the
choice of de Laureal as the architectural and engineering
firm. One AID/W encineer, after attending dlscussions
between AID/W and Je Laureal on September 1 and 2, 1976,
prepared a menoranium for the files which concluded with:

"4s I have expressc] in cther nemos, I am
of the opinion that de Laureal is an un-
satisfactory choice for handling this job.
Their peneral approach indicates a y¢rcss
lack ¢f familiarity with the work involved
and with cverseas werk in reneral. I
believe that 1if de Laureal 1is selected,
these twe projects will result in major
difficulties, controversial issues; and
the jobs will be drawn out over six or
eight years instead of about three years,
which it should be. (These jobs wculd



requirc 14 rconths concurrently ucre in
the United Statos). As a2 rzsult, the
Egyptians will be scurc? cn Arcrican
2ffort generally an'! A.I.D. specifically.

These zre enyinccring construction
prcjuects an! frer that stanipcint, I
have previously cxpresse:l 1.y dissatis-
focticvn with the sclection of an in-
cxperienced cngincering firnm to handle
the work.

The notice published in the Concerce
Business Daily of 9/9/75 states, quote,
“The Governrant of the ARE *%% invites
subrissions of interest and prequali-
fication data fror U.S. Architectural
and Envinccering firms who can qualify
throurh cxperience with projcets of
similor types and marnitude-'. Ia

this writer's copinisn, de Laurcal does
not have “experience with projects of
similar types and magnitude’™ - which
fact 1s strengly evidant in their
approach to the work. They apparently
are dependine alvost entirely on Forles=-

P

Power & Jarvis.

If the work 1is awarded to de’Laureal,

tine miy show the award to be 2n un-~

fertunate chuice. ™
le Laureal actunlly hrs three U.S. firme as subcontractors
to assist in the Jesisn ond other technical 2spects of
the project, Ferles-Fower Service Corporation, axelson
Enrineecrine, Inc. anl Veho apnrahanian, P.E. &xelscn Engp-
incerin,, Inc. replaced Jarvis Internaticnal, Inc. referred
tuo as "Jarvis'" in the nhove tercorandun.

The USAID is alsc =on rceord =2xpressing reservations on

the sclecticn of J¢ Laureal. The f2llowing is an excerpt
fro: a Septenber 21, 1976, US.,.ID to AID/VW cable drafted

by the Chief of US/,ID's Capitzl Dev:ilcprant 2ni En¢ineering

Divisicn:

"We have ncw cowz ts the end cf what
rust bc the mest bizarre nepotiaticns
nost of us have particivated in - and
we nust 2lnit that we are nct fully
satisfied. Our major concern runs

to de Laurcal's inexperience in “ver-
seas werk, which was anply denonstrated
by the length of tiwme it has taken t»
nerotiate this ccntract.
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Monitorin, this firm will plac. =
higrher 1level of burden on USAIS thion
expectec with other firms. Also,
firnm that reducaes its zri~inal zstimate
by 60 percent Jurin; ncpotiaticns is
nct one whailch instills ccnfidence.

We dv not, howeverr sce any basis for
disapproving th: f22ei fir thot reesson.
AID approvel dz Laurealis inclusion

on short list an:d AIL approve! de
Laurcal's technicrl prcpcsal’s being
ranked first -- -ver firms with rnuch
mnore experience. To raise today the
¢xperlience issue wcull not poss ruster.”

Actual arcunts 1nvelved dn the nerctiaticng with de Laureal
werc substantial. s Lzurcal’s 1initial cosgt nroposal for
the erchitectural an: enrinceringe scrvices was 312,505,730
and LE 1,543,420, 4After neyotiaticns lastiur wvorce than six
mcnths, lJe Laurcal re:luced its cost estinnte t- $5,832,134
and LE 650,468 which included $563,279 and LE 391,292 for
subcontracts. Je¢ Laurcal's most recent estimate of its
tost 1s $10,053,85¢ and LE §78,586. (Sec¢ ILxhibitcC).

Our aulit <isclesel that AID's concerns cver the selections
¢f this A&E controctor ware valid., Si-nificant problems
materialized an’® the quality of cconstructicn wns brourht
intc question. Those preblens are dilscussced 1n succeeding
sections of this rerurt, showing the relationship te ‘e
Laureal’s supervisory responsibilities an® oodnting up the
need tc mere intensively monitor prceject implementation.


http:ne:_,otiatit.ns

Effectiveness of Project Supervision

Consilerins the concerns cxvressed within AID over the select-
ion of de Laurcal as the supervisory .4&F contractor, too nuch
reliance was pl-ced »n "¢ Laureerl's capabilities as opposed

to close monitoring LUy USALID jroject manapement. Under

de Laureal's supervision, the project expericnced problems

such 218 unsatisfactcry workmanship, pcor quality consturction,
inalcquate testiny of materials Lefore use, and construction
not mecting contract s;ecificatiovns. Detailed examination

alsc Jdiscl:sed “eficiencivs in . Laureal's quality control
rrocedurcs and documentation ¢f project constructicn activities.
The type of ccostructicn an' swu,erviscry deficiencies surfaced
duriny this review Jemcnstrate that a "hands-off" attitude

in meonitoring ¢f projects unler the Host Government Contracting
Hode does nit give full roccrniticn t- the realistic, day-to-
Cey difficultics encountere? in a hipgh visitility, mulgi-
nillicn Jollar project such as this. (A separnte report

secticn [{.37] adlresses moniteoriny as a functicn relating

to all as;ccts cf the preject.)

Because of docurented concerns within AID sver the selection
cf de Laureal 2s the supervisory A&E contractcr, an in~depth
audit cf _rcject activities was ;lanned. Sulsequently, allep~
ations regarldinc poor quality construction were Lrought to
ocur attention. These allegaticns include:’ concerns over the
rossibility that these grain silos -- the larrest in the
Mil~-East -- mipht t¢ structurally unsound Lecause cf pror
quality materials and constructicn practices. Some cof these
allesatisns could Le partially verificd by visual iasyection,
e.f., water leakage in the foundation of the workhouse
secticn cf the structure at Shutra. Examinction «f other
areas, invclving concrete strength, testing proccedures, and
quality control procedures, for exanple, required the expertise
of 2 qualifield ;rofessional engineer. Cecnsilering the poten-
tial for adversc inpact on ARE project objectives and on AID
if factual answoers were nct found, an independcnt encineer,
expert in this arca, was ol tained throurh an AID/YW contract
tc assist in the actual ficld aulit of this project.

The findinss, c:nclusions ant reeommendaticns presented in
this report secticn are hasced ¢n the results of a review by
the ceotechnical consultins firm of Converse Var? Davis Dixen
(CWDD) Calcwell, Uew Jersey. This review was male during
September aznd Octoler 1972. The »urjpose of this review was
to examine the technical aspects of project implementaticn:
i.e., those activities managed Ly de Laurcal, the superviscry
A&E contractor. Specific tasks assipned to CWDD were: to
determine whether or nct “esicn specificatinons have been and
are beinyg complied with; to asses the adcquacy of on-site
quality contrzl groprams employel to date' and, to cutline
sugprestions pertaining to future quality ccntrcl requirements,
staffing and procedures.



The study involved: (a) interviews with de Laureal enpg-
ineers (both at the hone office in New Orleane and 4n
Egypt), de Laureal subcontractor pergonnel, construct-
i{on comtractor personnel, material suppliers and USAID
engineers: (b) reviews and 2nalyses of relevant data,
drawings, docunents and procedures; (c) inspections of
the projects at Shubra and Alexandria; (d) retrieving
core samples from the in-place concrete at Shubra and
obtaining sanples of the naterials reportedly used 1in
the concrete at that site: and, (e) testing the stremgth
of the in-place concrete. In addition, sanples of the
in-place ccncrete from the Shubra site and of the mat-
erials reportedly used in that concrete were submitted
to Southwestern Laboratories, Fort Worth, Texas for
analysis and testing,.

CWD™ presented their findinpgs to the AAG/Ecypt in a draft
report dated November 2, 1979 and a final report dated
January 11, 1989, On January 31, 1980, we receivid a

de Laureal report respcnding to CWID's findings., CVWDD
commented on the de Laureal response in a letter to us
dated March 13, 1980. These documents are available at
the AAG/E office and the USAIT/E, both in Cairo, Egypt.
Coples are alsoc available in the office of the AAG/W,
Rosslyn, Virginia.

The following quotation from the Summary section of the
CWED final report introduces major issues. These 1ssues
are discussed in the succeeding subsection, taking into
consideration de Laureal's response as well as CWDD's
reply to that response.

"At AID's direction, our efforts were concen-
trated on Shukr~n., We concluded that for the
Shubra site, specifications were not adhered

to for several {items of constructicn, Based on
availatle evidence, the coarse arggregates used
are ccnsilered potentially deleterious, fine
agprepgates nay have contained excessive salts,
some cement was not in accordance with speeif-
ications, the filter for subdrains was n-t inm
accordance with specification requircments, the
suitability of material used for waterproofing
is to te determined, and concrete strength was
found to te telow specification requirenments
(but conpatible with desifn requirements). The
workmanship and waterproofing was deternined to
be unsatisfactory and corrective neasures are
indicated. Some items related to pile desicn
require verifications. Quality contrcl employed
during construction to date has not been satis-
factory. Guidelines and reconmendations for
future quality control are provided in the
appropriate section of the report.
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Index testing of concrete 2t Alexandria

inddicate that strencth is zbove desipn
requirenents. However, the ccarse arrrepate

ugsed may not meet crecificatinn reguiremernts.
This issuec must be therouphly addressed as the
presence cf saline water conditions wculd enhance
potentially Jeleterious reaction of the rravel
with the cement paste. It appears that work-
manship at Alexandris was somewhat better than
that at Shubra.”

Coarse Agprepates - The coarse agpregate use’ in the concrete
for the piles and foundaticns at the Shubra site was a desert
gravel which, at the time, was considered marcinal with respect
to alkali-silica reactivity. The laboratsry which tested the
gravel in Novenber 1978 recommended that it not be used in
concrete which will be in contact with grounlwvater. The
laboratory adviesed that the 90-day Mortar Bar Test 1s the only
method by which the performance of the yravel in concrete

can be qurntific’ in terms of likely expansion., Without further
testing, the de Laureal jproject manager authorized the construct-
ion centractor to use the gravel in the concrete for the Phase
1l construction 2t the Shubra site.

CUDD obtained a sample of the Jesert cravel from the source
quarry and subnitted it tec a laboratory in the Unite.! States
for testing. The "quick” tests, sinilar to the tests previously
performed, confirmed that the pravel was Dotentially reactive:
however, the 90-day mortar har test results, which bLecome
available in late February 1980, showed that the expansion at
90 days was substantially less than the amcunt cf expansion
normally considere! tc be capable of harmful reactivity. Based
on the results of this test and on the positive results of a

de Laureal study (recommencded by CUDD) of other buildings 1in
which Jcsert pgravel was used, CWDD concludel that the desert
gravel used in the Phase 1 cecnstructizn at the Shubra site is
not expected tc be harmful tc the concrete,

CWDD could not cxpress an cpinion on the appgrecate used in the
concrete at the Alexandria site becnuse they could not obtain a
sample for testing. The construction records 'id not show nor
did the constructicen engineer cr de Laureal's encineer know

the exact source ¢f the aggrepate. The cconstruction company
engineer said that it most likely came from several gravel
quarries in the Alexandria area. The rravel used 1in the
concrete at the Alexandria site was said to be similar to that
used at the Shubra site in that they were bLoth desert gravel.



Pine Apprecates - CWDD, upon completion of their review of
project activities in Ecypt, repcrted:

“Available prcject evidence indicates

that the sand used because of sulphate
content is not accor:ling to specification.
However, there 1s some confusicn as to
what sand was used. As data are limite:l
and contradictory, additional evidence of
suitability should bte provided Ly

de Laureal.”

In responding to the CWDD report de Laureal provided information
which they sai’ showed that the sand met specifications; how-
ever, the de Laureal prcject manager had previously told

CWDD that this same information had nc revelance with repard

te what sand was used. Decause project documentation is so
limited, CWDD concluded that it is doubtful that the issue

can ever be resoived,.

Cement - CWDD found that some of the available contrcl tests
on cement indicated that some cement did not meet thza specif-
ications. The tests on the concrete Jdone under CWDD's direct-

ion, alsc indicated that some problems, specifically unhydrated
cement, may have developed Jduring the Phase 1 construction.
CWDD said that this is related to cement manufacturing and
should serve notice thot the cement must e tested frequently,
accurately and thorouchly Jurinc the next Phase of construc-
tion. CUWDD recomnended that the cement auality Lte verified

by de Laureal Lefore it leaves the plant and that petrographic
test on cured cement be made pericdically.

In our draft repcrt, we recommended that de Laureal be required
to establish procedures which will c¢nsure that the cenent

used in construction 1is tested on a systematic basis. The
USAID, 1in reply, stated that de Laureal ncw has quality

contrcl procedures which specify the tests required, frequeacy
and the reportins requirements.

Filter - A fllter was constructed around the workhcuse for
use in lowce-ine the water tatle around the structure in

case inspections of or repairs to the structure should ever
te required, CUDD found that the material used in the filter
bed did n-t mect specification requirements with regard to
gradation. Because snceccificaticns were not met CWDD con-
cluded that it rust e proven that the filter will function
effectively. They sai that such proof shoull contain doc-
unentation that the filter material gradation 1is such that
it will not clcg the drain pipes and that it will not be
clogged by infiltration of overlying sand. CWDD sugpested
that a routine filter Jdeairn computation base! on the actual
gradation of materials involved should be provided by

de Laureal.
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Recznmen.'ation No, 1

USAID, 1in coordination with GASC, require
de Laureal to (a) perform the necessary
conmputations tc letermine whether the
filter, as constructed, will function
effectively: and (b) 1f the conmputaticns
show that the filter will not function
effectively, have the defective material
replaced with nmaterial which meets ccntract
specifications.

Concrete Strenpgth - Because of the inconsistency in availatle
quality contrcl records rerar?tine concrete strength, CVDD
deciled to take core Bamples of the concrete for testing to
ceternine whether 1t met the specified strensth. S8ix core
samples were taken from the workhcuse pit floor. The strength
of these concrete gamples averares? 233 Ke/cn?, This 1is below
the contract svecification of 28C Ke/en?: however, e Laureal
later 2dvised that the desirn value i.e., the strength used

in structural cesipn, is only 210 Ke¢/cm2, Therefore, the
design strength was achievel. Tests on the thre= cores

taken in the silo areas resulted in streneths cof 213, 273,
and 222 Krs/em2. Agrain, the desipn strenpeth was met although
the strencth specified in the contract was not.

Since the lesign value has *een achieved, the strength of

the concrete 1s no longer in question. But the underlying,
real 1ssue is that the quality contrcl tests either perfcrmned
by or supervise! by de Laureal erroneously showed, in 2ll
cases, that the strength specified in the contract hal Leen
achieve?. (Ouality control 1s discussed on paccs 16 & 17)

A side 1ssue-1s that GASC di not receive full value for its
money. GASC contracted for ccncrete nf a specifie! strength
Lut the cconstruction contractor provided scrmethins less.

de Laureal, as the arent of GASC, is responsitle to protect
GASC's 1interest. 1Irn this case however, de Laureal, by accept-
ine the ecaercet: 28 rmectin cdntract strencth specifications,
did not fully protect GASC's interest.

In our Zraft report, we recormnended that GASC hte advised of
this natter. The USAID renlie? that they have infcrmed
GASC of all CVWDD findings by providine then with a copy of
the CUDD repcrt.

Workmanship and Waterproofing - The rmost critical construction
defects disclose? by the CUDD review were 1in the pit of

the workhouse. The workhouse is approximately 17 neters by

30 peters with the flocr about 7 meters below finished

grade. When ccmnleted the visikle pcrtion will te about

63 meters hipgh.




Specifications called for the wvalls of the pit to be water~-
proofed. There was no requirement to waterproof the slabd.
CWDD's visua. observaticns cf the concrete work performed
in the wvorkhcuse pit revcaled the following:

- Unfinighed concrete.
- Extensive gravel pockets (honeycombing).
- Exposed steel.

- Water leakage between portions of walls
and floor slab, sone colunns and floor
slab, as well as from two holesa in the
north and south walls.

- Extensive patching.

= Nunerous verticzl hair cracks extending
from floor to ceiling.

-~ Water seeping through the floor slesbs.

~ Colé¢ Joints extending around entire wall,
- Portions of walls out cf line.

- Birdbaths in floor slab.

CWDD reported that the leakage in portions cf the workhousec
floor, portions of the walls, slab-wall junctions aand
colunn-slat junctions clearly indicates that waterproofing

i8 not functioning as intended. Seepape, they said, cculd
affect the structural intesrity of the slab and the walls as
there could be a strong pctential for steecl corosion. Since
the waterproofing of the walls is on the outside of the walls
and beneath the surface, CWDD could not be specific as to
whether the leckage in the walls was due only to poor work-
nanship, (inplied by the record) cr a combination of poor
workmanship, onlssions and defective watecrproofing materials.
CWDD reported that because of the lack of project document-
ation, they were unable t: determine whether the waternroofing
material applied tc the walls was in accordance with spec-
ifications. They suggested the contractor or de Laureal
present performance certificates from the suppliers of the
materials and documentation to show that such naterial was
used on the job.

CWDD said that leakage through the slal may be due to in-
experience and poor workmanship. They noted that there
appeared to be a correlation between excessive leakage and
heavy concentrations of reinforcing steel, where placing
the concrete would naturallybe more difficult, compared to
arcas with less steel reiuforcements.
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Horkhouse Pit Repair ~ Both de Laurcal enzincers and USAID
enrineers avreed with CWLD on the neeld for corrective actions.
The otjective 18 to effect a Jdry workhouse pit. Subsequent

to CWDD s departure frcn Lpgypt, we observed the repairs

Leinr made. We saw workers chipping cut the concrete from

the places where water had leaked 1into the pit. These repairs,
apparently, werce beine made 1in accordence with the recommend-
ations of a local consultant retained Ly Jde Laureal. The
consultant recommended breaking out the concrete in the places
of the leaks and replacing with rich mortar. CUDD2 had
previously expressed skepticism as tv the effectiveness of

this plan. CUWDD did not cover this 1issue in their report
because it was not within their scope of work. Hcocwever, in

a letter respondine to our request, thcey suggested two

methods to effect a dry workhouse pit. the letter is part=-
dally cucte? telny:

“In response to your letter of 20 December
1979, regardiny the referenced subject, we
offer the following:

As Dr. Issa S. Owels discussed with you, it

is his opinion that the patchine work proposed
for the workhouse may not result in an offect-
ively waterproofed slab and walls as a) the
slab was not waterproofed to start with., It
has leaked 1in at least 13 places Ly de Laureal
count: b) the walls have leaked 1in two places.
This prompts doubt as to the effectiveness of
the waterprocfing at the time of constructicn:
and ¢) the slab-wall juncticns have leaked in
several places.

Based! con the above, you may wish to consider
the followiny ruidelines for alternative
nethods of repair:”

CWDL's twe alternative supgestions for repairing the work-
house pit are quoted in EXHIBIT B, Briefly, the first al-~
ternative was to renove the existing slab and install a new
waterprocfed glalb., The other alternative wns to install

a new waterprccfed glal, usin~ the existins 3labt as a
subbase.

Duriny a visit to GASC on January 6, 198C. we were informed
that the leaks in the workhouse pit hal Leen repaired. The
official sai that the pumps had Lteen shut cff for several
days (therely allowin: the level of the groudwater to rise
above the level of the slal) and the pit rewained dry.

We subsequently visited the site and notaed that the slab was
dry. The encinezr o site told us that they had shut off the
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Jewaterins punps for an extended periocd an? no water had
saeped up» throuch the flecor., There was, however, seepase of
water through the norrh wall., This was a new leak. about

a foot or sc fron the leak that ha? been repaired., The
enfineer told us thet this new leck would also te repaired.
Since the wall was still lealking, it seeuned anparent that
the waterproofiny cn the outside of the wall was still de-
fective.

In response to recv-nnendations in cur draft repcrt, USAID
officials stated that a) the north wall of the workhouse

pit 1is plannesd to intersect with another structure and, there~
fcre, was designed without waterprcofing: and k) leakage

there is attributable to this situation which will be

resolved structurally. USAIN officials further replied

that the waterproofine has bLeen accepted as neeting specifi-
cations and, Lase.i on their own inspecticns and investigations,
they are satisfied with the repairs to the waterproofing.
Based on this USAID reply. we are making no further recomm-
endations. Ve also recomnended 1in our Jdraft repocrt, that

GASC and the USAIT consider CHDD surpgestions for the repair

of the pit floor. USAID officials were not raceptive to the
recornendation, They replied that the workhcuse pit has heen
repaired and to <ate shows no evidence ¢f continued leaking.
Notwithstanding the fact that the floor is Jry at present,

it 1s our opinion that in view cf the lcons term utility

of the structure, CWDND's surpestions should Le considered.
CWDD does have exrperience in this field ans their opinions

and suggestions should not te dismissecd cffhani.

Recomnendaticn No. 2

USAID, 1n coorldinaticn with GASC, consider
CWDD sugrestions for the repair of the
workhnuse pit (attached as EXHIBIT 3 tc

this report), keenine in mind the nee? for
lon:~terr utility of the structure and the
faet that the pit flcor is not waterproofed,

Desicn Calculations - In their report, CYDD raised two

questicns in reesard to structural design. Roth cuestions

invclved the pilian~s which support the rrain silos structures.

One questicn dealt with the absence <f reizforcing steel

in the piles and the razsul+ant effect cn the lateral cap-

acity of the piles. The other involved the axial capacity

« of these niles that were not installed to the len~th or

«+ blow ccunt derived- fron the nile lcad tests. 7n beth issues,
CWDL suscested that de Laureal perfrrnm encineerinc analyses
tc confirm that the piles,. as installed, will adequately
support these massive structures.




CWND enalycel the “c Laureal response to their final report
and zonclude? that the fundamental issues hal not been

resolvel.
de Laurezl’

The following is quoted fron CYULL's reply to
6 rcspense:

‘With repard to the Dossitle need for

reinforeing steel, de Laureal should
prcvide desirn conmputations supportine
the contention that it 1isn’t needled.

In form, this shculd consist of cal-
culations of pile stresses uncaer desien
leads (~2xial and lateral) and moments.
Lateral effects shculd be L-ased cn

the worst combination of wind and un-
balanced silo lcading. Further, frict-
ional effects and passive resistence

cof the nat should not e relie:l on,

as the moverment required to molLilize
these could be more than that required
to direct almost all lateral effects

tc the pile heals.

As to axial capacity. CYDD has no arvu-
ment with Kidde Consultants, Inc. con-
tention that the pile test is still con-
sidered the proof of the pudding.... How-
cvertthe results of nile. lc~d tests-fre
conclvyive and applicable te production
plles only if the latter are driven to

the same or higher resistance, to the

same cr lon=er length, 1in sinilar sub-
surface conditions. As this was not the
case on the Grain Silos Project, further
deronstration of axial cagzacity is required
for any prcduction piles riven shorter
than or to lowcr resistance than the test
piles. Such proof coul:! be in the form of
acceptable static analyses.’

Recommendation llo. 3

USAID, 1in coordination with GASC, a) require
de Laureal to provide desipn ccnputations

to shcocw the lateral aond axial capacity of
the piles and, L) review the conmputations

to determnine that the piles, as installed,
will adequatecly supnort the structures.
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uality Control -~ The followiny¢ is an excerpt from CWDD's
report repardiny le Laurcal's guality control procedures.

"Visual observations and project reccrds appear
to indicate that the quality control exercised

to date has not been adequate. The records imply
continucus prrcblems with constructiscn procedures,
seemingly inexperierced 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 atching plant, oversanded con-
crete, concrete strength (lower than specification
requirements), an unsatisfactory filter, ctc.

The problem of apparent poor quality control
was compounded by less than acceptatle doc-
umentation, i.e. a relatively limited amount
of data con the materials used in construction,
sparse records of specific actions (1f any)
taken tc remedy deficiencies in construction.
The tolerance of repeated violations of spec-
ifications Ly the contractor (e.g. placement
of contaminated filter for several days) scems
to be indicative of either poor constructicn
management or lack of authority or bcth."

In addition to their assessment of past quality contrcl pro-
cedures and practices, CWDD provided guidelines for consider-
ation in establishing an effective quality control system,.
The puidelines 1included discussions of procedures under the
followings subheadinps: Onsite Lalbcratery, Fieléd llanarement,
Office of Technical Management-Enepineering Manarement/Epypt
Ofiice of Tcchnical Management/United States, Liaison between
Egypt and:the U,S. and Respcnsibilities of the Construction
Contractor.

de Laureal, in resyonse tc CWNC's assessment, stated that
they have taken certain actions to avold further inadequacies
in quality ccntrol, records and reporting., de Laureal re-
ported these actions taken: (a) increasiny their expatriate
field-engineerinpg staff; (1) requiring the construction con-
tractor tc have a fully equipped testing lahcratory at each
site, and, (c¢) establishiny a clesed locp quality control
procedure:tc insure that specificaticns are met and that

all tests required are performed and the results evaluated
-and reported on a timely basis. DBased on these reported
actions, it would seenm that the gquality contrecl procedures
have been considerably strengthened.



In response to ocur Jdraft report, the USAITC confirmed that
de Laureal has established a quality ccntrol system and
that the procedures are being followed on the project.
Therefore, there 1s nc need for a further recommendation.

In response to CVDD corments regarding project documentation,
de Laureal stated that they reccopnize the deficiencies 1in
their past field records and accept CWDD's comments con-
cerning them. They said that they have taken steps to

insure that detailed field reports, work orders, site notices,
etc. are properly maintained. 1In cur draft report we °
recomnended that during the initial stapes of the Phase II
construction, the documentation should be reviewed in
sufficient depth to ascertain that de Laureal is maintaining
a detailed record of project implementaticn. The USAID
responded:

"de Laureal issued Quality Controcl Manual,
January 1980, sets forth in detail project
reporting requirements, including 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
reporting requirenents are being fcllowed.
The Manual is available in IIDPS office."”

The rcsponse indicates that satisfactory corrective action
has been taken.

Other Matters Involving Project Supervision

The issues under this heading are matters related to project
supervision but not specifically covered by the CWDD study.

Qualifications of Superviscry Personnel - The findings
reported by CWDD reflect adverscly on the effectiveness of
de Laureal's supervision cf the Phase 1 construction,

de Laureal's construction supervision staff in Egyrt during
this period consisted of the prcject manarer (expatriate),
three to four expatriate engfinecers and three locally hired
engineers. In addition, de Laureal utilized engineers
employed by its subeccntractor, Arab Consultinc Engineers,
to assist in supervision during peak construction periods.
It would seen that de Laureal had a sufficient nunber of
engineers to effectively supervise the contruction, yet,
the supervision was not cntirely effective. The problen,
therefore, might be in the quality of the supervision.

Although it was beyond CWDD's scope of work to assess the
engineering qualifications or technical capabilities of the
construction supervisory staff, their report does stress the
necessity of having qualified people in the key positions.
The report identified some of the needed qualificationsa.
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Por example, the following 18 a quote from the report
regardinge the qualificaticns of the project nanarer:

"Field !anapenent: The field management
should Le headed by a field project
nanager with suitable experience on
sinilar projects. He shculd be respon-
sible fcr keeping a running record of all
events during construction. He should
also have the enrineering backpground required
to assess impact of constmmction technique
on desipgn intent and perfcrnmance and to
allow accepting or rejecting work
performed by the contractor .

The bilographical data available at the USAID and at GASC
showed that the educational background of the project manager
is in mechanical and in industrial enginecrinpg. The bio-
data, on the other hand, stated that he had experience in
managlng cther construction projects.

Althousrh the expatriate members of the de Laureal supervisory
team were approved by GASC and the USAID, the nature and
extent of {WDD's findings require 1in cur opinion, that

the qualifications of at least the key pecple le reevaluated.
The team's inability to fully ccontrol the construction of

the foundaticns raised obvious questions ccncerninpg their
akility to effectively supervise the more critical and
exacting construction yet to comne.

On a visit to de Laureal's office in Cairo c¢cn May 7, 1980,
we found that the project manaper had been replaced., We

met the new project manager who told us that he has been
assipned as the team leader fcr the Jduration of the project,
and other management chanpges have lLeen made: an engineer

whc has recently ccmpleted a grzin silos project in the
United States has been newly assirned as assistant project
manager and a new persocn has been put in charge cf the
Shubra site. In response tc our draft report, the USAID
officials advised that they have reviewed the qualifications
¢f de Laureal's key pecple in Epypt. They indicated that
the key people have the necessary qualifications for thelr
positions. We believe that the supervisory team has been
substantially strengthened; therefore, the intent of the
reconnendaticn in our draft report has been inmplemented.

Project Status Reports -~ The value of the de Laureal prcject
status reports as a USAID and GASC monitoring tocl was dim-
inished because the reports were not timely znd did not
thoroughly cover construction activities and problems., Up
to the time of our audit, the USAID <id not:'sttain '
timely and conplete reports needed for effective monitoring.




This situaticn is 3 further indication of a "hands-off"
attitude toward monitcring this high-dcllar, capital project,
impleacmented under the host country centract mcde.

The contract requires de Laureal to prepare menthly and
quarterly project status reports. The reports are supposed
to descrite the majcr project activities for the reporting
period ancd any problems or constraints to progress together
with reconmended sclutions. The reports are tc be submitted
to both GASC and the USAID =-- the monthly report within

20 days after the end of the month and the quarterly reports
within 30 days after the end of the applicable three month
perioud. '

The repcrts have not bteen submitted within the specified
timeframes. For instance, as of January 6, 1980, the most
recent ncnthly rcport was Octoter, 1975. The reports were
fairly ccmprehensive in regard to project design and procure-
ment of equiprent which are handled by the de Laureal home
office. The reports, however, did nct thorsughly cover
construction activities and problems. For example, no
pmention was ever nade cf the seepage cf water into the work-
hcuse pit. An uninitiated reader of the repcrts would
assume that the Thase 1 construction was satisfactcrily
conpleted in April 1979; but this 1is misleading. Actually,
as iate as December, 1979 the constructicn contractor was
stiil working to correct the deficiencies in the workhcuse
pit constructed during Phase 1. Quay 85 1is an important

part of this cverall prcject, critical to meecting objectives;
but, the reports did not even menticn the major deviation

in the construction of the Quay 85 extension nor the channel-
deepening probleus. The reports did contain a section for
reporting on this project related activity. In addition,

the reported financial data was not accurate. For exanple,
the October, 1979, ncuthly report shows $5,832,100 and

LE 658,900 ccmnitted to the de Laureal contract, although
the funding had actually been 1increased tc $6,229,731 and

LF 718,079 Lack in August, 1979.

CWDD was also critical of the monthly reports. The following
is an excerpt fron their repcrt:

"The monthly reports were reviewed at
office cf the area Auditor Gemeral in Cairo.
Such reports ¢id not contain technical
details on the project tc be used for
this study. It is cur opinion that
the monthly repcrts are not sufficiently
detailed to allow USAID toc monitor
the adequacy of construction."



In our draft report, we recrmnended that de Laureal be

made fully aware of the needg of both the USAID and GASC

for timely anc¢ couprehensive prcject status reports. We
pointed ocut alsc the need for the USAID tc closely monitor
prcject activities durinpg the initial stage of Phase II to
ensure that the reports cover activities in sufficient
detaill sc as tc be useful as a nonitcring toocl., USAILID
officials replied that they have since discussec this 1issue
with officials of KCI, the corporate parent of de Laureal,
and that the repcrts have inproved considernbly; also, that
procedures have been establighel whereby dJde Laureal will
also report either verbally or by letter when problens arise
requiring USAID assistance. . The USAID reply also indicated
that de Laurcal's new project rmanager is piving closer
attention to this facet of operaticns. Based on the reported
actions, we are mcking no recomnmendations.

Phase 1! Agprcrates - The contract specificaticns for Phase
II construction require basalt to be used as the ccarse
aggrepate in the structural concrete. Basalt costs con-
siderably mcre than the desert pravel (used in the Phase 1
construction) and specifying it undoubtedly added to the
contractor's unit price for the structurzl concrete.

Basalt 1s a hard, dense volcanlc rock. It is the apggregate
that the former Shubva site enginecr recenmnended be used

for the Phase 1 construction instead of the desert ¢ravel
which was ccnsidered to be potentially reactive at the

tii.e of the Phase 1 construction. Basalt is ncoct as readily
availatble as desert gravel and 1s ncre costly. According

to the nanager of the Arab Consulting Encineers, bLasalt
costs about LE 12 per cubic neter versus abcut LE 5 for
desert gravel. The source of the btasalt fcr Loth the Shubra
and Alexandric sites 1is a quarry located abcut 25 kilometers
east of Shubra and abcut 200 kilcmeters frcr the Alexandria
project site.

The Phasec 1IT ccntract, awarded in April, 1979 shows that
the construction will require oa estimated 35,000 cubic
meters <f structural concrete. The concretce ccnsists of
abcut 50 percent coarse apcregate, Applying the cost
ficures shown above, Lasalt added over LE 120,000 ($175,000)
tc the total cost of the concrete as conpared with gravel.
This approximaticn does not 1include additicnal costs to
transport the basalt from near Cairo to the Alexandria
project site.

Basalt was apparently specified for Phase II because of
the questionable suitability cf desert gravel. Results

of the CWDD wortar bar test, along with confirming results
of de Laurcal's study of other construction using desert
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gravel, showed that desert rravel is a suitalle appregate
to us: in cuncrete. Therefore, we reconuended in our
draft report that an attenpt be made to reduce contract
costs by pernitting the construction contractor to use
desert gravel rather than basalt in exchance for a lower
unit rate for structural concrete.

During a May 7, 1980 neeting, de Laureal engineers told us
that the construction contracts have been amended subst-
ituting desert rravel for basalt as the specified coarse
agprepgate for the structural cvncrete. The project manaper
told us that a reducticn in the unit price of the struct-
ural concrete 1s open to negctiaticns. The USAID response
to our draft report confirmed that desert gravel 1is now

the specified agpgregate for the structural concrete. USAID
officials stated that the contracts were amended on April 16,
1980, effecting this change.

Based un the actions reported taken, cur reconmnnendation
has been inplemented and cost savings, though not yet
deterninable, will be realized.

Hcst Ccuntry Project Ccntrituticns - Alexancdria Port
Inprovenents

Our review disclecsed that the ARE has been satisfactorily
mecting its connitments under the Loan Agreercnt with the
excepticn cf improvenen*s to the Alexandria Port. These
major Feort improvements invclve (a) extension ¢f Quay 85

and (b) dredging the harber. These 1improvenents are critical
tc successful accomplishment cf overall project cbjectives
and were incorporated intc the Loan Agreement as "Conditicns
Precedent to Initial Disbursement."

Quay 85 1s acdjacent to the Alexancdria grain silc area and
used for unlcading grain ships. It was to be enlarged

to accomnodate new AID-financed ¢rain unloading equipnent
and the channel alonpsice was to be deepened in order to
accept larper ships. These 1inprovements were ccusidered
key elements for the full utility of the project. The
constructicn of the quay extensicn is substantially behind
schedule. More impcrtantly, cur review disclosed that

the addition to the quay 1s not being constructed according
to the apprcoved desicn. It is possible thet the quay,

wvhen completed, will not mect project needs, Moreover,

the channel next to the quay will not be deepened as planned.


http:confir.ed

USAID respcnses to questions raised during the audit on

these rmatters icplied that the USAIY had nc previous concern
or involvenent sirmply lLecnuse these activities were not
AlD-fineuced, But effective use of the AID-financed prrainm
eilces and AIL-financed equipnent at Alexandria are dependent
upon timely and successful complecion cof Port improvenents

fn accorcdance with overall prcject plans. These Port
improvements, an ARE contributicn, are an interral part of the
overall project, necessary to achieve ARE and AID project
objectives. This situation 1llustrates an extreme example

of the"hands-off" attitude in conitoring projects implemented
through Hust Country contracting,

Back; round - Quay 85 nceds tu Le enlarsed tc accommodate
the installation of three, self-prcpelled unloading towers.
This AIu-financed unloading equipment will transport the
grain frcnm ships directly to the silos c¢r to railcars,
trucks or barges for cutshipment. The unloading equipnent
is lLeinr financed under the loan at a cost of abcut

$5 nillion. The harbcr channel alongside the quay can only
accept shins containing 30,000 netric tons and having a
draft of 32 fecet or less. The present handling of larger
ships requires partial unloading outside the quay area.
Prcject plans call for deepening the channel sc that all
ships can be cenmpletqgly unloaded at the quay.

These twc neeided improvements were 1inceorporated in the

Loan Apreenent under Section 3.02 (¢), Conditions Precedent
to Initial Dislbursement. This section requires, "...that
prior to disLursenent, the berrower shall funish AID
assurance that Quay 65 in the Port of Alexandria will be
extended and the hartor dredred as required to provide
acdequate draft fcr ships, alceng with detailed plans and

a reasonable firnm construction schedule fcr the extension
of Quay 85." The ARE had prcllems complying with this
condition, and on September 2, 1977, the USALID solved the
inpassc of not being able to disburse any lcan funds by
transferring the condition to Loan Section 3.02, Additicnal
Conditions Frccedent. On March 23, 1973, the condition was
sald to¢ have lLeen met Ly the ARE's submission of a contract
for the extension of Quay G35.

Inplementation - The oririnal Quay 85 is about 125 meters
in length., Project plans required it be extended 114
meters to acconnodate the loan~financed grain unloading
equipnent and larger ships. The extension was to be built
up from a solid foundation. This required first dredging
the area to the rock bed, which is at a depth of about 26
neters. This depth has not been reached because the
equipnent used by the contractor could only dredge to

23 neters.
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Officiales of the Alexandria Port Authority (the responsible
ARE agency) dc¢ not foresee any prchlers in not reaching

the rock bed and the construetion is continuing; 1.e., the
f111 18 beins placed on the clay about 3 meters above the
rock bed. The Port Officials' justification for vaiving
contract specifications was based con a study nade in
Septenber 1979, Ly a 1lccal soils consulting firm. The firm's
repcrt showed the rock bed was at a depth of 25 to 26
neters. The report reconmended tc f1i1l1 frem the dredred
depth of ninus 23 nmeters to minus 5 meters anc wait until
the 801l increases in strength Lefore filling to grade,

The report supggests placing the f11ll in twc or three stages
and nonitor to determine that some increase in strength

has actually occurred. It rezommended that after about

one year, fi1lling fron the minus 5 meters tc grade and
installing the equipment. Calculations in the report showed
that total settlenent c-uld be as hieh as o2ne neter, with
about half occurting durincs the waiting period. According
to the report, the additional half ueter settlement after
the extension has been brought to frade and the equipmentg
installecd should not affect the cperation of the equipment.
The report showed that the plan to construct the quay
extension on top two to three meters of clay had a safety
fzctor of 1.26.

As of September 30, 1979, no acticn had been initiared Ly
the Port Authcrity to have the channel alcnpside the quay
dredged so it ran accommcdate larger ships. The Port
officials told us that they d1d not know when or how this
work wculd be done. We subsequently learned that the draft
alongside the quay will nct be increased because dredging
the extra twoc meters will destabilize the exlstinpy quay
wall,

The unloading equipment has been ordered. It was planned

so that it would be delivered upon the conpletion of the quay
extension so that it could be installed upon its arrival

in Alexandria. With the delay in cempletine the extension
and with the year nececed to increase the strength of the

quay before installinc the equipment, it is apparent that

the equipment will not be able to Le installed prouptly

upon 1its arrival in Alexandria. Therefore, it will have

to be stored somewhere in the Alexandria area for a year

CT BO.

USAID Mcnitoring of Quay 85 and Harbor Dredping - We reported
the preceding audit findings to the USAIL 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 monitorinc the overall




project under Host Country contracting mode, several of the
questions posed in the applicatle FAF are presented below
along with USAID responses.

Question

D1id the USAIL agree with the contract molifi-
cation to construct the quay extension from minus
23 meters rather than constructinpg from the roek
bed?

USAID Response

"The dredsing/ccnstruction contract referred to in
the RAF 1s tetween the Alexandria Fort Authority
(APA), as the owner, and Egyco, a local construct-
ion firm, as the contractor. ©No financing by AID

is involved. AILU has no relationship to this con-
tract with the APA so agreement was neither requested
nor pgiven."

Question

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

USAID Respcnse

"That a particular sub-structure area is not sub-
jected directly to surcharge load dces not imply
that it is not sufficiently compacted nor that

it won't be affected by surcharpes imposed else-
where. Lateral movement 1s always possible and
even probable; effects of such mcvement must be
evaluated and included in the design of the struc-
ture. In this case, it 1s the responsibility of
GASC and theilr desipgn contractor to assure them-
selves that movement in any direction will be
minimized. It 1s their responsibility to assure
that there 1s sufficient adjustment Luilt into
the gantry design to enable the system to accept
calculated movement which may occur over tine."

Question

How will the additional Y2 peter settlement of

the quay extension that will occur after the
equipment 1is installed affect the operation of the
equipment? We understand that the tclerance for
the proper operation of the equipment is 0-3
inches.

- 24 -



UBAID Response

"Answer (itnediately) above includes
ccrnnents relevant to this question.”

Question

What 1s the current status of the
dredging of the channel? Will the
dredging Le finished by the time the
project is ccnopleted?

USAID Response

"In discussicns with the Chairman of

the APA, USAID has been assured that

channel dredging as originally conten-
plated has been accomplished. Adciticn-
ally, we understan! the Chairman 1s now
planning to dredre over a wider area to
incrcase the safety of ship manoceuvres in
bad weather, thus decreasing the number of
days the port must be closed. Future cdredg-
ing will require planning and coordination to
mininize any effects cn the prcject schedule
and overall grain unloading operations."”

Auditor's comnent

In this questicn, we were actually referring
tc the harbor area alcng side Quay 85. This
area, alcony with the channel needed te Le
dredred to a depth of 12 meters to accommodate
large grain ships. The area alonrside the
quay will not be dredged because it would
destabilizc the quay (see USAID response
below)

Other USAID Connents

"Minutes of meetings between GASC, de Laureal
and APA show that there was agreement that
the draft alongside the quay would not bLe
increased, because dredging an extra two
neters would destabllize the existing
quay wall., A plan to provide deep water
quays locatecd in the position of the present
breakwater wculd provide a draft in excess of
12 meters. However, the entrance channel cannot
be more than 12 neters deep because at that
depth rock 1s encountered. It has been prop-
osed by APA and GASC that de Laureal nake a
study to evaluate the effects of the prop-
osed new deep water-quay on the grain
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Tecelving systew. USAID has arreed,
in principle, tc such a stucy."

Question

If the USAID deternined that the quay
extension as heilng constructed will not
neet the n-eds of the project, what would
be the USAID's course of adtion?

USAID Response

"We believe AFA fully intends to provide

a facility adequate to permit normal
cperation of the grain complex. The
procecdure and timing ray not be cptimal
frcm AID's point of view but we do believe
a vialle facility will be provided."

There will be about $17 nillicn cf AlD-financed equipnent,
including the unloacding equiurent, procured for the proj-
ect. The ordering of the equiprient and its scheduled ship-
nent were supposedly tinmed so that it could ke installed
upon its arrival in Egypt. Now, with the delay in com-
pleting the quay extension and the delay in project implem-
entation in remeral, 1t is likely that sore cf the equip=-
nent will arrive befcre the facilitics are ready and will
need to be stored fcr a period of tine. In view of the
fact that warehousing of the equipnent in Epypt was not
planned and Lecause warchousing af the iert te-tep.rtedly
Insphort 'surply, we Le2cive that the USAID should at

least assure itself that the GCS is aware that warehousing
nay be needed and is making an effort to obtain suitable
space.

In our Draft Audit Report, we reconrended that the USAID,
in coordination with GASC, determine that the General
Silos Coupany is aware that it may be required to provide
temporary warehousing for scrie project equipment. USAID
replied that GCS has contracted to provide warechcuse
space for the Grain Silcs Project equipnent; therefore,
we are nmaking no recommendation.

Conclusion - The inprovenments tc the Alexandria Fort, as

being constructed, will not meet the intended objectives

of the project. 4 condition precedent in the loan apree-
nent required assurance that the harbor would be dredged

so that large grain ships could completely cffload at

the quay. After clearing the conditicn precedent, it has
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been deterrnined that to increase the draft alonr side the
quay to the planned 12 peters will Jestablize the existing
quay wall; therefore, it will not be done. The large ships
(over 3C,000 netric ton capacity)will have to ccntinue to
partially unlcad outside the quay area and the AID~financed
unloading equipnent will be under-utilized.

The extension to the quay is under construction but because
it 1is not being built up fronm the rock bed, as oripinally
planned, there is concern as tc its long-term stabtility and
capacity to safely take the locads which will be inmposed by
the rrain unloadiny operations. USAID, in reply to our

RAF, implied that since the activity was not AIT-funded they
had no concern or involvement with it. Subsequent to comn-
pletion of our audit field work, the USAID has proposed enp=-
aging the services of CVDD, at AID expense, tc nrake an
independent study recarding the stability of the Quay 85
extension. Ey letters dated April 15 and 20, 16280, the USAID
requested the APA Chairman and the GASC Prcject Manarer,
respectively, for signature con:urrence with the proposed
hiring of CWDD under a direct contract to AID. Assuming
those ARE officials cgncur with USAID n-w ccntracting and
paying for such study, the basic project problems remain; the
harbor channel next to the quay will nct be Aredped to a
sufficient depth to allow conmplete unloading of ships carrying
over 30,C00 metric tons; the long-termn stability and load
capacity of Quay &85 is still uncertain.

The objectives of the project will not be achieved until large
grain ships (over 30,000 netric tcns) can be safely and con-
pletely off-loaded at the quay.

Governins lerulationg and Tolictles

Notification tc U.S. Business - The Phase 1 piling work, which
involved the exjenditure cf about $3.5 million in AID loan
funds, was not advertised in the United States as regquired

by AID recgulations. Instead, it was awarded to a U.S. firm,
Raynmond, as a subcontract uncer the Phase 1 prime contract

for earthwcrk, pilings and foundations. The rrime contractor
is an Egyptian firn., The advertiscment for the prime contract
was made in Egypt and addressed to Epyptian fircs only. The
IFB, hcwever, authcorized the construction to be paid for in
both Epyptian currency and U.S. dollars. The piling work

was the rost costly serment of the pripe contract. As bid,

it ancunted to the equivalent cf 62 percent of the total

price contract. Raymond was the only U.S. piling firm in

Egypt at the time.
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Randbook 11, Chapter 2, which covers procurenent of construce
ticn services financed in whcle or in part ty U.S. dollars,
vas reissued on lMarch 1, 1980. The new version is very
specific as to the requirement for notifying U.S. tusinegs

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

"' 2.4 Advertising

2.41 Rule

In furtherance of the rule in 2.3 above,
sclicitation of potential contractors is effected
through widely disserinated advertising., This 1s
acconplished by publishing a notice of the avail-
ability of prequalificaticn questicnnaires or, if
prequalification 18 not used, Invitations for Bids
in the Commerce Business Daily of the U.S. Department
of Comnerce. If the estinated contract value is
under $590,000, publication in the Cormerce Lusiness
Daily is nct required but may be used."

The paragraph further provides that authority to waive the
requirement to advertise in the Comnerce Business Daily
18 vested in the Rerional Assistant Administrator.

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

In reply to cur RAF and to our draft audit report, the USAID
tcck the pesiticn that there was no requirerent tc advertise
in the U.S. because the U.S. dollar portion of the work was
awarded tc Raymond under a2 subcontract. They contended that
the Handbook does not require formal ccmpetition of sub-
contract compcnents of a fixed price competitively awarded
construction contract. The USAID response did not address
the issue of whether Raymond should have been paid in loeal
currency, and not U.S., dollars as stipulated in AID Hand~
book 11, Chapter 2, paragraph 2A 6t.

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 cf the pilin: wurk under the Phase 1
contract was in excess of $3.5 million. Therefore, 1t 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 aprropriate to nctify U.S. business of
this availability of AID-financed work, they shculd have
applied to the Agsistant Adminstrator for the Near Fast

for a waiver of the requirement to advertise in the Conmnmerce
Lusiness Daily. It secems to us that withcut the wvaiver,
USAID did not have the authority to approve this use of

AID funds and since Raymond's services were procured locally,
that Raymond shculd have been paid in local currency. To
clarify this natter, we are recormending that the USAID

seek AID/W cuidance.

Recommendation No., 4

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

If AA/SER advises that the advertising rule was applicable
to the $3.5 million expended under PHASE I construction
contract, USAIL should request a waiver cf the requirement
to publish the notification in the Ccnrerce Dusiness [aily
(even though it 1s after-the-fact) in order to establish
their authority to approve the use of AID loan funds for
services procured locally,.

Reconmendation 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.

Source and Origin Requirements - As noted in the previous
cection, the piling work under Phase I was done bty Raymond
tnder a subcontract financed with AID loan funds. A
requirenent of the loan agreement and of the Raymond sub-
contract was that services and conmodities financed by

AID cdollars must bte from U.S. source and ori~in. Our review
of compliance with this requirement raised the following
issues which need resolution:

- Paynent procedures for loan funds disbursed
under AID Direct Letters of Comnitment.

- 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 origin
requirenents.
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a. Payment Procecdures - The Mission has routinely approved
prorress paynents to Rayncnd under the Phase I construct-
iom even thougrh Laynond's Faynent requests did not con~
tain the Certificates of Source and Orifin, required under
terms of the AID Direct Letter of Conritment (L/Com).

The subcontract, in confcrmance with the lcan agreement,
stipulates that the United States 1is the only authorizaed
scurce and origin fcr AID-financed procurement.

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

$3.1 million without this added assurance that Raymond

had procured all project ccmmodities and services from the
United States. Our review of Raymond's procurement records
showed that scme of Raymond's hard currency ccsts for the
project were for cornmodities 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 resyonded:

"Piling subcontracts under Fhase I construct-

ion are unit price contracts wherein the sub-
contractor is paid for units of work performed,
i.e., nunbers and lenpths of pile driven in

pPlace. The dollar costs elipible for reimburse-
ment were estimated con the basis of expatriate
rersonnel costs, U.S. source and origin mat-
erials required and equipment owned. The pay-
ment documents rcquired by the Invitation for

Bid, sulbsequently reflected in the Letter of
Ccmpitrent, are inappropriate for a unic price
contract. Given the fact that the work has now
been cenpleted and the final invoice sutmitted

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 docunentation requirements more
closely reflect the type of contract conterplated.

Nevertheless, on October 9, 1979, the pilinp
subcontractor (Raymond International) subnmitted

a statement to the USAID Ccntrcller, along with
coples of appropriate invoices, vouchers, etc.,
attesting to U.S. source and origin for all
significant collar comnodities purchased under
the contract. Contractor cwned equipment charged
out as rental was not included.

We recommend that RAF No 1 be closed."
(Underscoring Supplied)



In addition tc the L/COM payment proccedures, this USAID
response raised cther issues as to whether source and
origin requiremente are applicable tc fixed unit price
contracts an) whether Raymond has to ccmply with contract
terms. The issue regarding L/COM payment procedures is
discussed on pae 43. The other 1ssues Aare Adscussed in
b, ané c. below.

b. Applicability of Source and Oricin Rules to Fixed Umit
Price Ccntracts - The USAIT response raises the issue as

to whether source and coripgin requiremnnts apply to needed
commodities and services acquired by a fixed unit-price
contractor. We realize, as the USAID stated, '"the subcon-
tractor is paild for units of work perfcrmed, 1.e., nunbers
and lengths of pile driven in place.'" However, to perform
the units of work, the subcontracter needed tc procure the
piling shells and other cormmodities and to procure ocean

or air delivery services to transport the shells and cther
commodities tc¢ Egypt. These AID-financed ccrmcdities and
services acquired by Raymond outside Egypt are subject to
the source an’! origin requirements, stipulated in this locan
and subcontruct as the United States. Anolication of source
and orijin rules to unit price construction contracts is
covered in AID HandlLook 11, Chapter 2.

In a unit price contract, it is not pcssitle to monitor

a contractor's ccmpliance with source and oriein require-
nents from a review of the contractcr's claims fcr payment.
The claims, %“ased on units of work performed, do not show
any details of the contractor's cost tc perfcrm the units.
It is unlikely that personnel in the Ccntreller's office,
who are not closely asscciated with the project, would

know that comrodities and services (services other than
those provided by the contractor) are invelved. Therefore,
a necessary clement of contrcl is the contractor's cert-
ification that the source and origin requirements have been
met. In this piling subcontract, the subcontractcr was
required to sulnit with his payme t reguests, AIT Form
1440-3, Contractor's Certificate and Agreement with the
Apency for Internmational Development/Contractor's Invoice
and Contract Abstract. By signing this fcrm the subcon-
tractor certified, ancng other thinrs, that he conplied
with the source and origin recuirements. For this reason,
the separate Certificate of Scurce and Origin as required
by the L/COM may not have been appropriate in this case.

It was nct, however, inappropriate for the rcason that source
and origfin rules dc not apply to unit-ptice contracts, as
implied by the USAID in response to our RAF.



In our draft audit report, we reconmnended that the USAID
issue clarifyinp instructioms to ensure that all appropriate
I'SAID personnel understand that source and crigfin rules do
anply tc fixed nnit price contracts. The USAID did not
agree with this reconmrenldation as stated. The USAIT res-
ponded that the aprlicability of source and criecin rules to
fixed unit price contracts is unclear at nresent and they
will seek AID/W guidance on the matter and apply the rules
in acccrdance with such ruidance. Respcnding to znother
related recommencdaticn, the USAID stated that Raymend's
non-U.S. prccurcrient is under review and action will be
taken to either bhill Raynmond or request a source waiver.

We co nct agree that scurce and orisin riuies are unclear
with respect to fixed unit price contracts. AID Handbook
11, Chapter 2 clearly covers application of source and
ocrigin rules to comstruction contracts, such as involved
here. In this case, both the loan apreement and Raymond's
fixed unit price subcontract stipulate that commodities and
services not of United States source and oririn shall not
be elicitle for AID-financinp. The intent cf these loan and
contract rcquirements, irrespective of the type of contract
involved, 18 to ensure that the U.S. dollars are spent in
the United States.

The USAID position is amtiguous =-- on the cone hand, the
USAID ccntends that application of source and origin
rec-ulations to fixed unit price contracts 1s nct clear, and,
Certificates of Source and Orisin are not appronriate for
fixed unit price ccntracts; at the same time, the USAID

sets forth that source and origzin rules will now be applied
to Raymond's non-U.S. procurements under a fixcd unit price
contract. Since the official USAID position 1s not clear,
we Dbelieve guidance on general applicalbility of source

and oriein rerulations should Le cbtained and have revised
our initial recommendation to better address the needs of
this situation.

Recomrendation No. 6

USAID’: (a) oltain guidance from AA/SER as to

the applicability of source and oriprin regrulations,
and, (b) issuc instructions to ensure that USAID
personnel understand and properly apply socurce

and origsin reculaticens,

c. Contractor Procurements from non-U.S. Sources and

Origins - USAID payment apprcval procedures igncred the

fact that compliance with subtcontract terms (and loan agree-
ment provisions) was not clearly determined. In confor-
mance with the loan apgreement, the ARE subcontract with
Raymond stipulates that AID-financed procurements are only
authorizaed from United States source and origin.
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USAID prcject manapenent officials, however, apnroved
paynment of a Raymond invoice for $366,7386 although notified
several nonths earlier (throurh this audit) that Raymond
procurcments 1included atout $200,007 frcm sources and
oriyins outsile the United States. (USAID/E was notified
by audit RAF dated October 3, 1979: USAID/F payment
approval was on Decenber 20, 1979).

Fayment requests flow frcem the subcontractor/contractor
throurh the Borrower's implenmentinr acency, GASC, and
supervisory A&E firm, de Laureal, to the USAIT. At the
USAID, paynent requests are approved by IIDPS and then
sent to the Contrcller for processing. The USAID Cont-
roller preparcs the cables which authcerize AID/W to make
payments. Actual certifications of the payments are made
by an AIS/W official pursuant to these USAIt-authorizing
cabtles.

During the audit, Controller personnel tcld us that since
this is a unit price construction contract, they were of
the cpinicn that the scurce and orircin requirements are

not applicable. They alsc said that Raymond's invoices
were lLased on units of work performed; therefore, they
were nct aware that conmodities or materials were involved.

There was information availabtle which shcwed that Raymond
estimated the dollar costs fur materials, equipment and
freight at about $2.5 million. Throuch discussicns with
Raymond's Cairo manager and review of purchasz and shipp-
ing records which he made available to us, we concluded
that the majcr expenditures were in ccmpliance with the
source and origin reguirements. The records <id show,
however, that some of Raymond's hard currency costs were
for commodities and delivery services from ncn-U.S. sources
and corircins. Many small-item purchases were made from

the United Kinpdcm or other Eurcpean Community countries
and shipped tz Ecypt via non-U.S. carriers. 4Also, three
pile driving ripgs were transported to Epypt on non-U.S.
flag vessels. We estin.te that Raymend's hard currency
costs for nen-U.S. procurenments of commodities and delivery
services was the equivalent of about $209,700,.

In reply to cur October 3, 197% RAF, the USAID stated

that Raynond submitted informaticon showing that all sig-
nificant prccurement was of J.S8. scource and origin. In

this RAF we had already noted that the majer commodity
purchases were from the U.S. and shipped to Erypt on

U.S. flag vessels; bLut, we also repcrted that about $200,000
in hard currency was spent on ncn-U.S. procurement. Ve
reviewed the informaticn provided the USAID by Raymond

and fcund that it contained cnly documents for U.S. procur~

ment.



$200,000 18 not an insignificant dollar “rain. Also, the
subcontractor's certification on the Fcorn AID 1440-3 1is
still an open issue, Since the sulcontractor did not
fully comply with contract source and origsin require-
ments, the certification 1is nct entirely accurate. We
would think the USAID wculd be interested in this also.
However, rether than followinpg throurgh on these 1issues,
the USAID, on lecembter 20, 1973, approved payment of the
gubeccntractor's invcice No. 8 for $366,788.

Reccnmendation MNo. 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 reauest, we provided the USAID with
coples of our workpapers on Raymond's non-U.S. procure-
ments. In reply to the draft audit repcrt, the USAID
stated that audit workpapers of Raynmond's non~U.S. pro-
curement are under review and "... acticn will be taken

to either %ill the contractor or request a scurce waiver,”

But, the USAID response does not address all the 1ssues
involved. The intended USAID actions are directed toward
the audit finding of non-U.S. procurcment but not the
related open issue of the subcontractor's Fornm AID 1440-3
certificaticns., It secems that the USAIL needs te look

at its payment approval procedures, in this case, and
deternine whether all pertinent facts were comnsicdered,
and whether all payment documents, including 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 alout $200,700
in hard currency spent on non-U.S. procurement for this
project, the cofficials approving payment on Lecember 20,
1979 had rcason to closely examine payment request doc-
umentation with regard tco requirements that procurements
financed ty AID dollars be of United States source and
origin. The following recommendation is needed, 1in view
of the USAIT respcnse and the circumstances.
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Reerrcrendation No. §

USAIC (a) review all ajprcved payrents and
related Z:ccuments processed in approvinp all
payuents unler this sutccantract to deternine
whether Forms AID 1440-3 certifications are
reconcileable with the results of the review of
nen-U.S. scurce and osigin procurements (see
Reccmmendation No. 7). and (%) based on that
determination, ensure the proper applicatinsn
of all pertinent Form AID 1440-3 clauses and
requirements constituting the Contractor's
Certificate and Apreement with AID.

The alternate action of secking a srurce waiver, as set

forth in the quoted USAIN response to our draft audit report,
does not seem applicable in resclvine this situation. Such
waiver, if requested an’ franted, would avparently contra=-
vene terms cf leral contract and alsc circumvent the terms

of the Form LIl 1440-3 Certificate and Arrecement hbetween

AIC and the contractor.

Loan Amount - It 1s evident at this time that the amount of
the lozn is sulstantially more than the dollar needs of

the project. Initially, the project was estinated to cost
$44,275,000 an? LE 15,547,302, including escalation and
contingencies. On Junc 2°, 1975, thc lcan agreemcnt was
sirned making $44,275,070 available to the Government of
Erypt. After completins the preliminary design, de Laureal
prepared a budpet which showed that they estirated the
project would cost $34,456,623 and LE 29,425,183, 1including
escalaticn and contincencies. There have bteen substantive
changes in the cost estimate since the cririnal budpet

and de Laureal's most recent DBulpet Summary (February 29,
1987) shows a final total project cost of $38,026,775 and
LE 19,513,086. (See EXHIDIT C).

At this stage in project implementation, de Laureal's cost
estimatce should be fairly firm -- the major construction
contracts have been let at fixcd unit rates; the majority
of the equipment has been orderec under fixced-price con-
tracts; and, the estimate inclucdes a recent update of the
ASE costs. Therefcre, it seems appropriate at this time
to adjust the loan tc a more realistic amount in accord-
ance with Handbook 19, 6 C 2 1, which provides.



"Followup on Undisbursed Loan Balances

(1) Gecgraphic 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 goods and/or services
which AID apreed to finance."

The USAID did not apree with our conclusion as presented

in our RAF on this issue. The USAID response stated that
there 18 no substantive evidence that the balance of the

locan funds will not te needed lefore the prcject is complete.
The USAIT also responded that it would be poor financial
managenent to deobligate tefore such evidence is available
and to dectligate funds at this stape in project implem-
entation would probably require a return to Congress for
additional funding later.

Effective financial management results from effective plan-
ning and bupetary controls. All Federal activities are
governed in this respect by certain resulations, operating
procedures and related controls. A functicn 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 3Jollar cost of the
project. 1In cur opinicn, this warrants a detaile? review
of the project which will either confirm that the total
lcan funds are required for the agreed preject or show the
anount funds not required. If the review shows that a
portion of the lcan 1is not recuired, action should be taken
to deobligate the unneelel funds. The cperating procedure
is directed to the Geopraghic Bureau so we are addressing
our reccmmencdation to the Bureau for the Near East.

Recommendation No. 9

AA/HE through the USAID, reviev the financing
of the project and either (a) confirm that the
total loan funds are neecded for the project;
or (b) tzke 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. Enbassy althcugh this is a require-
ment in the GASC-de Laureal contract and in the employees'
agreements with de Laureal.




Bgypt 1s designated by the U.S. Trcasury as an excess
currency country. In excess currency countries, AID~
¢inanced contractcrs and contract expatriate employees

are required to purchase their local currency from the U.S.
Government. This requirement was incorporated in the

de Laureal/GASC contract and in de Laureal's enmploynent
agreements with its expatriate emplcyees assirned to Egypt.
We provided the Embassy Budget and Fisc"l (D&F) Officer
with a list of de Laureal employees and requested him to
review the Embassy Cashier's records to determine whether
the de Laureal emplcoyees were conplying with this require-
ment. On November °, 1979, he advised us that as of that
date none of the listed de Laureal cmployees had filled out
a Check Casher's Identificaticn Card. Fe said that this
card must be ccmpletecd and on file with the cashier in order
for a perscn to cxchange money. The absence of these cards
for the de Laureal employees, he said, indicates that they
have not procured any local currency from the Embassy.

Our review of de Laureal records and discussions with the
team administrative officer disclosed that some of the
enmployees purchased local currency directly from de Laureal.
de Laureal recelves & small pcrtion of 1ts fixed fee in
Egyptian pounds and the records showed de Laureal had sold
about $6,000 worth to four employees. Alcut 90 percent of
this was purchased by one emplcyee. e Laureal's admin-
ijstrative cfficer told us that they used the Ewnbassy ex=
change rate (L.E. 0.70 to $1.0C) in sellinf this local
currency tc thelr employees. He said they had nct sold any
local currency since March, 1979%.

de Laureal now has ten expatriate enployees assicned to

the team in Egypt. Except for their hcusing and utilities,
which are paid Ly GASC, these people live off the local
market so their recuirements for local currency are not
ingignificant. We did not question anycne of them as to
their source for local currency Hut it should be noted that
local currency is legally available at an exchange rate
about ten percent nore favorable than the Embassy rate.

The Embassy recently putlishecd an Administrative Memorandun
reiterating the requirement that all U.S. Government,
contract anc¢ voluntary agency perscnnel nust purchase their
Egyptian pounds through the Embassy cashier. The Memcrandum
concluded with the followin~ parapraph.
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It 18 cf the utmost fmportance that the
rerulations goviernlng accosmodaticn exchange
transactions te complied with to the fullest
extent. Any violation could cause embarrass-
ment to the Embassy an? result in discirlinary
s<ticn being taken apainst 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
requirenents; and (b) based on these determin-
ations, take acticn in the case of de Laureal
employees.

The Embassy has recently revised the accommcdation exchange
rate from LE 0.70 = $1.20 to LE 9.81 = $1.00. 1In reply

to ocur draft audit repcrt the USAID agreed to implement
these recommendations; The USAID response also states the
belief that the revision in the exchanse rate now obviates
the circumstances that led to the delinquency 1in this
matter.

As a part of the monitoring function, we supprest that, in
the future, the USAIL periodically coordinate with the
Embassy B&F Officer to determine whether employees of

de Laurecal (and other AID-financed contractors) have filed
the required identification cards and arc exchanging curr-
ency in accordance with contract terms.

USAID Manacement ¢f Project Activities

Project Monitoring - 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-
ocring we mean that the USAID primarily relied upon others
to icdentify and report project problems, deficiencies in
site construction and procedures, testing, and sinilar
matters of concern to project management. :




Effective menitering was further hampered because the super-
visory A&E ccntractor did nct thorcughly cover construct-
{on activities and problems in monthly and quarterly pro-
ject status repcrts 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 prcject implementation.

Previous AG rejpcrts have pointed out numerous problems
worldwide in prcject implementation and contrcl wvhen Host
Country contracting is involved. When this type of con-
tracting is used, project officials necd to recognize the
high probability that a "hands-off" attitude will result

in a nerative impact on project implementation; in most
cases, the proesress of the project must be watched closely.
Those instances when it is possitle to let the project go
without close moniterinpg 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
prcpress very closely. In most capital assistance pro-
jects, the A&E firm 1is the USAID's prinary source of infor-
tatisn on the technical aspects cf prnject implementaticn.
Altaough the AGE firn 1s selected by the Hest Ccuntry in
most loan-financed projects, USAID has approval authority
over selection of the firm and the terms of the contract.
This authority provicdes a measure of control in that the
USAID can assure itself that the firm selecte? 1is fully
qualified to design the facility and supervise the construc-
tion. In the Grain Silos project, however, the ASE firm,
because of its inexperience in silo constructicn and in
overseas work in general, did not have the full confidence
of AID/W or of the USAID, as discussel in th2 report
gsection entitled “Selection of the Supervisory Engineering
Firn" (page 4). The Chief of the USAID's Capital Dev-
elcepment and Engineering Division at the time of de Laureal's
approval as the A&E firm, stated for the record that the
USAID will need to intensively monitor the ASE firm. Con-
sidering the circumstances it was logical that, in addition
to the normal 1 nitoring of de Laureal's quantitative in-
puts, the USAIL would also plve close attention tc the
quality of de Laureal's efforts, especlally in regard to
constructicn supervisien., USAIDL, however, diéd not gilve
this special attention to de Laurcal and, as a result, was
not aware of the ineffectiveness of de Laureal's quality
control procedures or of the deficlencies in de Laureal's
documentation of project activities. )



1IDPS did say that they have spent more time monitoring this
project than mcst, but the extra time was spent in review-
ing the ITLs prepared by de Laureal for equipment procure-
ment.

Major continuing project implementation problems, however,
were at the project sites. Under de Laureal's supevvision,
the project experienced preblems 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
exanination also showed deficiencies in de Laureal's quality
control procedures and documentation of project construct-
ion activities. Allepations regarding poor quality con-
struction were brocught to our attention. These allegations
incluled concerns over the possibility that these grain silos
-~ the largest in the Mid-cast -- might be structurally un-
sound becausc of poor quality materials and construction
practices. Some of these allegations could be partially
verified by visual inspecticns, e.g., water leakage in the
foundation of the workhouse section of the structure at
Shutra. Examination of other areas, involving concrete
strength, testing procedures, and quality control procedures,
for example, require the expertise of 2 qualified profess-
ional engineer. These problems are discussed in prece-

ding sections of this report, showing their relaticnship

tc Jde Laureal's supervisory responsibilities and pocinting

up the need to more intensively monitor project implemen=
tation.

Censidering the concerns expressed within AID over the sel-
ection of de Laureal as the superviscry A&E contractor, too
nuch 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 prcject monitoring prompted our planning in-
depth, comprehensive audit coverage, including engineering
assistznce and testing of in~place construction, These eng-
ineering examinations and tests might normally have been
done bty the USAID.

Also discussed in preceding report sections, the value of

the de Laureal project status raports as a USAID and GASC
monitoring tcol was diminished because the reports were not
tinely and did not throughly cover construction activities
and problems. Up to the time of our audit, the USAID dicd

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 HOSBT
Country contract mode.
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USAID's monitoring of ARE contrituti~ns to the project has
also been too passive. The USAID's response tc our Record
of Audit Finclinc on the Quay 65 extensicn and dredging in-
dicates'a lack of involvenment in this phase cf project im-
plementation (See repcrt secticn entitled "Host Country
Contributions, p. 21). As an example, in reply to our
questions as to whether they agreed with the modification
tc construct the quay extensicn from minus 23 meters rather
than Luilding it up from the rock bed, the USAID replied:

"The dredginpg/construction contract referred

te in the RAF is between the Alexandria FPort
Authority (APA), as the owner, and Egyco, a
local construction firm, as the contractor,

No financinp by AID is involved. AIl heas

no relationship to this contract with the AFA
so apreement was neither requested nor given."

Althouph AIT funds were not invclved, the extension of the
quay and the dredging of the channel alonyrside the quay to
accommodate larce ships (over 30,070 metric ton cargo cap-
acity) were considered key elements for the full utility

of the project. USAID is responsitle to monitcr project
activities not only in terms cf 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 tc the port facility
as now being constructed will not meat project objectives.
Alsc, abcut $5.0 million of AID-financed equipment 1is to be
installed on the quay when completed. Thils fact alone would
seem to warrant USAID's 1involvement during the construct-
ion of the cuay extension to assure that it is built to
specifications. These Port 1improverents, an ADRE contribu-
tion, are an integral part of the overasll prcject, necessary
to achicve ARE and AIDl project objectives. This situation
fllustrates an extreme example of the "hands-off'" attitude
in monitoring projects implemented throueh Hest Country
ccntracting. The USAID is now, after the fact, pursuing
the issue of quay stability and has retained CWED to make
an independent assessment.

Another facet of project monitoring in which the USAID has
not become fully involved is contractor compliance with
the terns of the contract. We reported to IIDNFS that the
de Laureal expatriate employees had not purchased their
local currency fron the U.S. Embassy as required by the

de Laurcal/GASC contract. IIDPS told us that it was not
their responsibility to make-sure that the enployees pur-
chase their lcocal currency from the U.S. Government,
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We realize that this could be a sensitive area in which I1DPS
may not wish to becone involved; but, accorling to USAID's
directive on project manarenent (Mission Order No. 3-5),

the Project Officer is respcnsible for promptly reporting,
for proper acticn, noncompliance with the terms of the
contract.

AID, in its various Handbooks, 1s described as a planning,
financing and menitoring agency. The Handbooks seenm to
provide ample puidance on the planning and financing proc-
esses; but, they are almost toally silent on the subject of
project monitoring. The USAID, to its credit, dces nave a
directive on project management. The directive, Mission
Order No. 3-5, 18 referenced tc a now obsclete AID Manual
Order and covers the duties and respcnsibilities of the
Project Officer.

Monitoring the implementation of an activity such as the Grain
Silos Project, where up to $44 million of AID funds could be
involved, 1s a stewardship functicn. As such, we Lelieve

that it is imperative that the USAID actively monitor the
implemtation of the prcject. The USAID should at least do
enough active mcnitoring to, for example, assure itself

that the ASE firm is adequately supervising the construction
of the facilites. Further, we btelieve that project monitor-
ing as a stewardship function, is sufficiently important to
warrant the develcprent of an individual weniterine plan for
each project. Each project, after all, is unicue. The Grain
Silcs Project has actual and potential problems not common

to octher capital assistance projects and definitely needs

an individualized monitoring plan to enatle timely and effect=-
ive decisicns and actions directed toward successful achieve-
ment of project objectives.

Recommendation No. 12

USAID establish a management plan feor the
Grain 5ilos project which will require active
monitoring of all impeortant facets of project
implementation.

Responding to our draft recommendation, the USAID stated:

"The project is now mcnitored with bLoth the
AAG and CWDD Reports in hand. We believe
that these Reports, together with regular
site visits, constitute an effective plan.
AdcZitionally and mentioned earlier, the
Mission 1is reviewing its monitoring control
system for project review and will reissue/
revise its instructions 28 a Mission Order
in the immediate future."

We are retaining this recommendation pending complet’on of
USAID actions.
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The situations encountered in the implementation of this
project cdo brinpg out a clear need for AIL/W puidance in

the area cf mcnitoring projects under the Host Country con-
tract node. As noteld 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 bLelieve we have a basis to
nake a specific, overall reccmmendation to AID/W on this
matter. However, we do believe that the situations involved
- in this project indicate a need for AID/W management to '
review the Arency's Handlook guidance, and elicit input

from USAID's, with a view toward strenpgthening project mon-
itoring.

Review of Payment Documentation - We reported (page 30) that
the USAID had approved payrents to the piline suhcontractor
although the payment requests submitted by the subcontractor
did not contain all the recuired documentation and, in

other respects, did not ccnform to the specific requirements
of the L/COM. The most notakle deficiency was that the pay-
ment requests did not contain the Certificates of Source and
Orizin, as required by the L/COM. The USAID response indi-
catad that a Certificate of Scurce and Origin was nct appro-
priate, for a unit price contract and for that reason pay-
ments were approved without this docuuent. If the document-
ation as specified in the L/COM was not appropriate, USAID
dhould have taken action te have AIN/W amend the L/COM.
L/COM's are, after all, legal 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 cther areas where the payment requests did not
conform to the specific L/COM requirements were: the L/COM
nunber was not shown on the documents, the contract number
was not shown on the decuments, the documents were not always
dated, and the contractor's certification was not always
complete., In addition, an outdated AID Form 1445-3, Con-
tractor's Certificate, was uscd to support the payments,

The January 1, 1569 versicn of the form was uscd 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~-
ment procedures should be no more ner no less formal and
restrictive than the procedures utilized by a commzercial
bank under Letter of Credit payments. In the event of a
dispute wit.. a centractor, it would be unfortunate if AID's
position was weakened, in 2 lecpal sense, because of a tech-
nicality in the payment documentation.
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Recommendation No. 13

USAID issue approrriate instructions to
ensure that personnel reviewing and approvinmg
payment requests understand that the payment
request cdocumentation should conform to the
specific requirements of the Letter of
Comnitment.

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 Ly AID Loan 263-K-028,
The purposes cf 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,
throuph June 1979. Payments to de Laureal for services during
this pericd totaled, $4,169,692.

The results of this segment of the Grain Silos Project audit
were published in a separate audit report, (No. 6-263-70-5
dated April 28, 1980). TFcllowing is a summary of the audit
results.

Overhead Costs - One purpose of the audit was to establish
final yearly overhead rates (as required by pararraph 8 of
the contract) for 1977 and 1975. The audit resulted in sev-
eral adjustments to the overhead cost pools proposed by

de Laurecal. The most significant adjustment was our dis-
allowance of $112,800 in ccmmissicn payments and §7,363 ex-
pense reimbursement to de Laureal's Epyptian arent. The
commission payments were part of a $180,009 contract with
the agent for services he performed in assisting de Laureal
obtain the contract., The bhalance of the contracted amount
was paid subsequent to 1978. Ve excluded the commission
and related expenses from the overhead pool for the follow=-
ing several reasons.

(2) The services of the agent were performed
prior to the sipgning 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.



(t) The arent's apreement with de¢ Laureal
shows that the agent's services were solely
for the purpose of assistinp de Laureal to
obtain the contract with GASC, The cost of
the agent's services, therefore, directly
benefit the contract and, so, are direct costas
and not properly classifiable as overhead
(indirect) costs.

(¢) The GASC/de Laureal contract stipulates
that all ccsts incurred in Egypt are direct
costs. The agent's services were performed in
Egypt; therefore, acccrding to the contract,
are direct costs and are nct elipihle to Ve
included in the overhead cost pcol.

(d) The GASC/de Laureal contract prohitits the
use of AIl funds to pay local costs. The ageant
is an Egyptian national and his services were
verfcrmed 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 ARE.

The record shows that Juring 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 arent's fees cculd

be included in the overhead cost pocls, but this could not
be documented or substantiated.

Based on the above and on othar adjustments to the proposed
overhead pool, we established final cverhead rates of 126.36
percent for 1977 and 75.2C percent for 1978. Ve recommended
that payments tc de Laureal be adjusted to reflect the

final overhead rates for the two years and that de Laureal
be advised to use the final 1270 rate as the provisional
overhea! rape for billings from July 1, 1975, foreward.

Direct Costs - We reviewed the direct costs claimed by

and paild to de Laureal for services performed during the
audit period and deternined that costs of $102,624 were
not eligibtle for payment. A significant part of this dis-
allowance was 567,227 in subcontractlng costs. Although
the sulcontract was on a cost-plus-a-fixed-fee basis, the
subcontractor billed de Laureal for some salaries at

fixed rates which were in excess of the salaries paid. The
subecontractor contended that he agreed to do the job at fixed
rates. We recommended that the payments to de Laureal be
adjusted tc recover the disallowed costs.
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Accountine Records - Our review was sonmewhat hampered because
de Laurcal's accountin{ records were not entirely adequate.
Por exanple, there were two general ledgers for 1078,

neither of which was conplete or accurate becsuse ending

and beginninp balances had not been carried forward properly.
In lieu thereof, de Laureal used wocrkpapers for control
purposes which is not a reliable method of accounting. We
recommended that de Laureal be required to maintain a com-
plete accounting system to record all AID-funded trams-
actions for the project.
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L[Com

2801
2802
2303
2804
2305
2806
2307
2808
2809
2810
4811
2812
2813
2814
2815
2816
2317

318
2819

Loan /n
Sub-0bl
Balance

Grain Silos Pro ect

Sub-Obligations,

AID 10AN 263-K~028

Company

de Laureal £ngineering Inc.
Raynond International

U.S. Steel

Transoceanic Shipping

Viela Industries
Fuller Conmpany
CSI Scale Intl.

Cardinal Scale yfg.

Abbett Pover Corp.
Midwest Conveyor
Stephens Adangon
George A. Rolfes
CEA Carter

Huss & Schliener
CEA ~ Carter

CE4A - Carter
Triple/s Dynanics
Triple/s Dynanics

4nerican Egyptian Group

Totals
ount $ 44,275
igated 27,879

$ 16,396

Disburscuents and Lnounts Audited
48 of Decenber 31, 1979

EXHIBIT A

Sub~Obligated Disbursed Audited
$ 6,260 $ 4,545 % 4,170
3,544 5,077 3,077
1,740 1,740 1
2,188 ~-0- 1,
190 10 1
4,854 466 1
462 43 1/
311 75 1/
1,008 410 1/
3,429 -0- 1/
2,608 246 1/
179 -0~
73 ~0~
120 -0~
124 -0~
37 -0~
66 ~0-
74 -0-
112 -0-
$27,879 $10,612  § 7,247

XY The IFB Proceduces, bids and award of

contracts were revicwed
loaned to us by the Offi
Bureau of Development Sup

by the engineer
e of Engineering,
port AID/W.



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

In response to your letter of 20 Decermber 1979 reparding the
referenced subject, we offer the follcwing:

A8 Dr. Issa S, Oweis discussed with you and (our staff) 4
i8 his opinion that the patching work proposed for the work-
house may not result in anp effectively waterproofed slab and
walls as a) the slab was not waterproofed to start with.
It has leaked inp at least 13 Places Ly de Laureal count;

b) the walls have leaked in two rlaces. This rrempts doubt
48 to the effectivenecss of the waterproofin: at the time of
construction; and ¢) the 8lab-wall Junctions have leaked
in several rlaces.

Based cn the above, you may wish to consider the following
guldelines for alternative methods of repair:

Alternative A

l. Remove existing slab.

2, Prepare exposed bage and place a bed of clean
agrregate with pamdcle sizes Fetween
1 1/2 inch and No. 4 siecve.

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

4, Install cement rlaster at least ] inch thick and
applied in 3 cc-ts. The plaster should consist
of one part Portland cement, twe parts sand, and
N¢ more than twc parts water. The sand should not
contain jarticles smaller than No. 200 sieve size,
should be szlt-frec and shculd be rradad hetween °
Nc. 100 an No. 8 sicve. The ccment paste coating
saould extend under the new slab (Step 5), up around
Plle caps and uy aleone the walls (or wall cellar),

5. Install new slat structurnlly ceonnected t. pile
caps, columns, walls and pilaster. To accorplish
this it may be necessary te build a wall ecllar
Structurally connected to the existing wall,

6. ‘Repair waterprocfing outside the walls. This
€an 'Le. accomplished by expcsing the walls (usding?
existing sheet plles for support), removing
existing waterproofing and replacing it with a cement
plaster coating of at least 3/4 inch thickness in
two coats.



Alternative B EXHIBIT B

Patch the existing slab and use it as a subbage
(Stey 3 ateve) and inplement Steps 4 throuph 6
abeve. This alternative would reaquire reconsider-
ation of final desigen grade for the flnor slab,

Details for implementins either of the atove schemes should be
worked cut Ly the designer. It should be ncted that cement
plaster wa erproofing is surrested teczuse it is casier to
inspect f-: dimperfecticns and can be ensily revaired 1if
necessary, Thus the sucvestion is Epyptian-criented. The
waterproofing system speccified and used te date on the project
18 more vulneratle to damage, and it could be harlcr to

repair lamajyet arcas, as such arens can bte dJdifficult teo
locate.

We trust that this letter satisfies your requeet. Please
contact us for any questicns,

Very truly ycurs,

CONVERSE WARD DAVIS DIXON



Enpincering
(de Laureal)

Construction

Equipnent

Technical
Services
Equipnent

Spare
parts

Shipping

Totals

LE

<>

rain Silos Project

[D LOAN 263-7-~028

.1ated Project Costs 1/

EXHIBIT ¢

Original Cost Cost to Total
Budget Incurred - Complete Final cost
650,500 778,343 100,243 873,586
5,332,100 7,404,806 2,649,050 10,053,856
23,259,682 7,35€,306 5,428,445 12,784,751
707,977 5,252,028 544,307 5,826,335
5,048,425 345,258 5,037,925 5,383,133
19,221,955 14,723,305 2,320,089 17,043,394
-0~ -0- ~0- ~0-
1,033,748 836,502 186,555 1,073,057
-0~ -0~ -0~ ~0~
1,844,522 -0- 1,544,522 1,744,522
465,575 -C- 452,575 466,576
5,21¢.325 2,125,611 -G~ 2,125,611
29,425,123 3,472,997 11,033,125 19,513,096
34,456,627 32,422,252 7,544,523 32,026,775

;] This dat~ was taken fro— de Laureal
February 1930 ronthly revort.



APPENDIX A

ACRONYMS, ADBREVIATIONS, DEFINITIONS

AAG/E —- Area Auditor Ceneral Office in Cairo,Egypt

AAG/VW -- Area Auditor General Office in Washington

AA/NE -- Assistant Administrator, Dureau for Near
East,AID/W

AA/SER -~ Aggistant Administrato~. Bureau for Program
& Manapement Services, AIT /W

AID/W -- Agency for International Developnent,
Washington, D.C.

ASE -- Architectural and Engineering

APA -- Alexandria Port Authority

ARE -- The Arab Repuhlic of Egypt

D&F -- Embassy Dudcet and Fiscal Officer

CWDD -- Converse Ward Davis Dixon, a ceotechnical

de Laureal

DS/ENGR

GASC

I1IDPS

KCI
L/COM
MISR
Phase 1
Phase II
RAF

Raymond
USAID or USAID/E

Consulting Firm.with offices in Caldwell,
N.J.

de Laureal Engineerinp, Inc., The ASE firm
for the Crain Silos Froject, U.S. office
in New Orleans, La.
Office of Enrineering,
Support, AID/W

General Authority for Supply Commodities,
Divisicn of the ARE Ministry of Supply
responsible for the Graiu Silos Project
Industrial and Infrastructure Cevelopment
and Support, the division of USAID/E respon-
sible for the Grain Silos Project

Kidde Consultants Inc. Corporate parént

of de Laureal

AID Direct Letter of Commitnent

MISR Concrete Levelopment Ccmpany, the
prime centractor for the Thase I and II
construction

The first ccnstruction phase, involving the
carthwork, pilings, and foundation

The second construction phase, involving
the silcs and workhouse superstructures
Record of Audit Finding

Raymond Enginecring of Delaware, Inc.

U.S. Apency for International Development,
Cairo, Egypt

Gureau for Developmen



APPENDIX T

LIST OF REPORT RECOMMENDATIONS

Recommendation No. 1

USAID, in coordination with GASC, require de Laureal tc (a) per-
forn the necessary computations to determine whether the filter,
as constructed, will function effectively; and (b) 1if 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 CWDD suggestions for
the repair of the workhouse pit (attached as EXHIRIT D to this
report), keeping in mind the need for long-term utility of the
structure and the fact that the pit floor 1is not waterproofed.

Recommendation No. 3

USAID, in coordination with GASC, (a) require de Laureal to
provide design conputations to show the lateral and axial cep-
acity of the piles and, (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-
bock rejuirements on notifying U.S. business of the availability
of AID-financed work, based on that guidance, (b) issue appropr-
iate instructions to USAI2 operatinp divisions.

Reconmmendation No. 5

If the advertising rule was applicable, the USAIDl 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 repulations, and, (b) issue instructions
to ensure that USAID personnel understand and properly apply
source and vrigin reculations.

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 procrrements, 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.



APPBNDI¥Q§

Recommencation No., 7 Tage 2

USAID (a) review all approved payments and relate. docupments
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 ncn-U.S. source and
origin procurements (see Recommendation No. 7), and (L) tased
on that determination, ensure the proper aprlication of all
pertinent Form AID 1440-3 clauses and requirements constituting
the Contractor's Certificate and Agreement with AID,

Reconmendation No. O

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

of the loan.

Recommendation No. 10

USAID take action to ensure that the coatract enployees are
fully appriscd of their responsibilities to purchase Egyptian
pounds from the Embassy cashier and of the consequences for
nonconmpliance.

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 exchanye requirements; and (b) based on these deter-
ninations, take action in the case of de Laureal employees.

Recommendation No. 12

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

Recommendation No. 13

USAID issue appropriate instructions to e¢nsure that personnel
reviewing and approving payment requests understand that the

payment request documentation should conform to the specific

requirements of the Letter of Commitment.



APPERDIX

LIST OF REPORT RECIPIENTS

USAID/Egypt

Director ‘
Inspections and Investigations Staff (AG/IIS/Cairo)

AIl/Washington

Deputy Administrator
Assistant Adminstrator/Near East

Office
Dureau
Lureau
Office
Office
Office
Lureau
Bureau
Zureau

of Middle East Affairs (WE/ME) (Egypt Desk)
for Mear East (Audit Liaison Officer)

for Near East (Office of Project TCevelopment)
of Legislative Affairs (LEG)

of the General Counsel (GC)

of the Financial Manapement (FM)

for Levelopment Support (LS/DIU)

for Uevelopment Support (DS/ENGR)

for Program and Folicy Coordination (FFPC/E)

Auditor General

Auditor General (.LG/PPP)
Auditor General (AG/EMS/C&L)
Auditor General (AG/IIS)
AAG/Viashington

LAG/East Africa
AAG/East Asia
AAG/Near East

AAG/Near East, New Delhi Sub, Office

AAG/Latin America
AAG/Latin America, La Taz Sulb. Office
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