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In September 1.979, AID provided up to $33 million in grant funds 
for a Private Investment Encouragement Fund to pro.,ide medium to 
long-term credit and equity capitui. to private rxcor companies 
in Egypt. On Scptemrber 28, ].983, $22.2 million was dcobllgated, 

admini -tIer i ng the fund. Payments 

reducinq the project funding to 
1984 expendi-tires were $805,000. 

$10.8 million. As of March 31, 

The 
eve: 

project was 
disbursed. 

a non.-starter. No 
The GOE never 

loan or 
provided 

equity financing 
a staff capable 

wis 
of 

of $805,000 for advisory
 
servicce were wasted. We are recoinmending that USAID terminate 
the project and dcobligate the remaining $10 million. 

USAID/Egypt officials did not: agree with our conclusion that the 
expenditure fcor advisory services was wasted. In their opinion, 
the COE failed to properly utilize the services provided by th% 
consultants. 
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EXECUTIVE SUMMARY
 

Background 

On September 22, 1979, USAID/Egypt signed 
a grant agreement with 
the Ministry of Economy (MOE) of the GoVernment of Egypt (GOE) to
establish a Private 
 Investment Encouragement Fund (PIEF) to
provide medium to long 
 term financing to private sector
 
enterprises in Egypt.
 

The grant agreement financial plan earmarked $78.2 million forthe project to be 
funded by USAYD/E ($33 million), participating

Egyptian banks ($45 million) 
 and the GOE ($200.000). On
September 28, 1983, the USATD/E deobligated $22.2 of $33 million 
grant reducing AID funding to $10.8 million.
 

The project was requested by the GOE because of a scarcity of
capital and long term credit in Egypt which hindered the growthof the private sector. PIEF was to implement the project with a
small team of qualified xofessional staff assisted by outside
 
consultants.
 

In March 1.980 the GOE signed a contract with Robert R. Nathan
Associates, Inc. (RRVA) 
& 

to provide technical assistance. Payments
to the contractor totaled $803,000.
 

As of March 31, 1984, USAID/E had disbursed $805,C00 out of itsobligation of million. project$10.8 The assistance completion
date is September 30, 1984.
 

Objectives, Scope and Methodology 

Our objective was to dcteripine: if the project was in compliance
with the grant agreement and AID regulations; objeutives
being achieved; and amounts claimed 

were 
were e1liqible forreimbiirserment. Ou : audit covered activities of the project fromJuly 3J., 1981 through March 31, 1.984. The audit was made in

accordance with the Comptroller General's Standards for Audit of
Governmental Organizations, Programs, Activities and Functions.
 

Findings, Conclusions andJRecommendat ions 

The project never became operational. Over four years afterinception, no equity or 
Lredit funds were disbursed. According to
USA]'D/E', officials the GOE was unfamiliar with an institution andbusiness concept like PIEF. As a result, the GOE did not provideadequate staff or legal, accounting and financial expertise for
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PIEF, project planners failed to assess GOE ability to administer

the fund and ATD financed advisory services were ineffective. In
 
spite of extensive efforts by USAID to get the project on track,
the GOE has been non-responsive. As a result, millions of dollars 
committed to the project have been undisbursed for years in this

private sector initiative with no benefit to Egypt and the
 
$800,000 paid for technical assistance has been wasted.
 

USAID was well aware of the project's problems, and after four
 
years of frustrated effort to get corrective action, negotiated a
22.2 million deobligation in September 1983. We found no 
progress since the deobligation. We are recommending that the
USAID arrange for deobligation of the $10 million remaining in
 
the project.
 

Payments of 
 $8],000 to the advisory services contractor are

questioned due to either lack of documentary support or failure
 
to conform to requirements for certification and negotiation of
 
overheads.
 

USAID/Egypt Comments
 

Our draft audit report was discussed with USAID/E officials whose
 
comments were considered in preparing this report. (See Appendix

A for USAID/E comments.)
 

- II 



BACKGROUND
 

In September 1979, USAID/Egypt signed a grant agreement with 
the
Ministry of Economy (MOE) of the Government of Egypt (GOE) to

provide up to $33 million for 
a Private Investment Encouragement

Fund (PIEF). The purpose 
of. PIEF was to provide medium to

long-terin credit to private sector 
companies to finance new

productive facilities and expand 
 and modernize existing
facilities. Of the authorized amount, $30 million was 
allocated

for credit and equity financing. The remaining $3 million was for
consulting services, feasibility studies and contingencies. PIEF
 
was to be a co-financier along with Egyptian participatinq banks

who would manage the fund investments as agents. In addition,

PIEF was to develop institutional capabilities through: advisory
services for project implementation, project appraisal and

training programs.
 

The grant agreement financial plan earmarked 
$78.2 million for.
 
the project to be funded by:
 

USAID 
 $33,0O, 000
 
Participating Banks  45,000,000

GOE 
 - 200,000 

TOTAL $78,200,000
 

It was anticipated that the participating banks would commit $45

million along with AID's $33 million to finance new productivefacilities, expansion and modeta izaicn. The PIFF would hold in
its portfolio the longer maturing 
 secur ities whereas the

participating banks would hold t 
 shorter maturities.
 

In September 1983, $22.2 million was deobligated by an amendment 
to the grant agreement reducing AID funding to $10,805,000. As of

March 3]., 1984, the financial status of the grant was:
 

Amount Obligated $10,805,000
 
Total Epe iltures 804,867

Unexpended Balance 
 $10,000,133
 

The project assistance completion date is September 30, 1984.
 

The GOE request for the project was 
based on the findings of a
feasibility study conducted 
during mid-1979 by Robert R. Nathan
Associates, Inc., a U.S. consulting firm, under AD contract. The
contract was for $96,600. 
The study concluded that there was 
a
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strong aiid expanding demand for capital and long-term credit among larger-sized projects in the Egyptian private sector. Thesupply of such finance was not adequate to meet the demandbecause banks operating in Egypt limited their project financing
to short and medium term loans. Few provided venture capital andthose that did, restricted equity participation to very modest
levels. Foreign exchange lending on a long term basis was also
severely restricted. To meet the dcmand for' development finance
for the private sector, the study proposed a special fund to
channel its resources through exirting banks to the private
sector in the form of medi:m and long term loans and equity
participation.
 

The GOE wits to dminster the project through an Executive

Director and a small. staff to assist in project implementation, 
overseen by an Advisory Board. The 
Board was to review and
monitor the implementation ot the Fund and report to ti-e Ministry
of Economy. In June 1983, the GOE transferred the Board'sfunctions to a "Steering Committee". Powever, as of March 31,

1984, we 
w--e informed by USAID/E officials that the Committee
 
never exercised its monitoring role over the Fund's activities.
 

In March 1980, the MOE signed a host country cost reimbursementplus fixed fee contract with Robert 
P. Nathan Associates to

provide technical assistance to the project. The .contract wa:.
awarded without competition. The non-competitive award was

justified by USAID/Rgypt on the 
 basis of the Contractor's

predominant capability which In turn 
resulted from experience

gained while doing the feasibility study. The contract was
compJleted on December 31, 9CA. Total payments to the contractor 
were $803,000.
 

RIG/A/Cairo performed a lm~t.d scope audi:. cf thin project inNovember 1981 and i sued a r:port on January 20, 1982 (AuditReport No. 6-263-82-4). The -report concluded that a full scope
audit should be conducted 
at s later date. The Audit Report No.
6-263-82-4 contained three recommendationr; two wore to renolvc
ques'.nIved contractor billiiL.js of $73,533, and one was that theUSAIDI/E work with the GOE to provide adequate profe:rnionaI
staffing to adininister the fund. All three recmmenindtionn wereclosec. prior to the current audit. The current status of the
recommendation to provide adequatte staff in disctussed in theFindings, Conclusions and Recommendations nection nf thin report
(Page 6).
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OBJECTIVES, SCOPE AND METODOLOGY
 

Our audit was made to: determine if the project was achieving its 
objoctives and being implemented in compliance with the grant
agreement and AID regulations. We also examined contractor 
vouchers to determine If amounts claimed, were eligible for 
reimbursement under the terms of the contract. 

We did not review internal controls because our prior audit
 
reviewed procedures for paying the contractor and substantially
all project expenditures during the period of audit were
 
reimbursements to the contractor. We 
examined contractor vouchers
 
in detail for eligibility of costs claimed.
 

The period covered was from the 
cutoff date of the last audit, 
July 31, 1981 to March 3]., 1984. 

Our audit was made in accordance with the Comptroller General's 
standards for Audit of Governmental Organizations and accordingly
included a review of project documents and reports at USAID/E and 
GOE offices, discussions with AID and GOE officials and such 
nther aud-ting procedures we considered necessary in the 
c:ircumstances. 

"3-"
 



AUDIT FINDINGS,CONCLUSIONS AND RECOMMENDATIONS 

NO PROGRESS AFTER FOUR AND ONE-HALF YEARS
 

The project agreement was executed in September 1979 to provide
medium to long term credit and equity to larger sized local and
US-i±gyptian joint venture private enterprises by arranging for 
co-financing with participating Egyptian banks. The grant
agreement allocated $30 million to provide credit and equity. At

March 31, 1984 no funds had been used for this 
purpose. AID
 
deobligated $22.2 
million in September 1983. At the conclusion of
 
the audit, there were 
 no proposals under consideration for

commitment of the $10 million remaining 
in the project. The
 
project was never operational because of: (a) a lack of GOE

commitment and failure to provide agreed to inputs, (b) poor
 

$6,767,000 from private 


planning, (cI ineffective advisory services, and 
non-responsiveness of the GOE to extensive USAID efforts to 
the project on track. As a result, millions of dollars of 
funds have remained undisbursed for years with no benefit 
Egypt. Expenditures of $800,000 have been wasted. 

(d) 
get 
AID 
to 

No Accomplishment 

In June 1981 PIEF received four financing iroposals totaling 
sector enterprises. After review and


analysis by PIEF and four participating banks, the proposals were
 
forwarded to VSAID/E for approval. USAID approved one proposal in
 
November 1981 and the remaining three in January 1982. However,
 
no financing of the proposal., materialized because of: (a)

withdr.,,,a'r h,, sponsors from the joint ventures; (b) delays by
PIEF in furthci prner,-ing applications; and (c) a breakdown in 
nego,.iations with the participating banks. 

Between October 1981 and January 
 1982, ten more financing

proposals totaling $34 million were submitted to PIEF by private
sector enterprises. H1owever, none of these proposals were
 
subjected to the required financial and technical appraisals by

PIEF, nor were they approved by the PIEF Advisory Board. None
 
were financed under the project.
 

According to USAID/E officials, the GOE was unfamiliar with an

institution and business concept 
like PIIEF which is new to Egypt.

They also attributed the failure of PE. to negotiate financing

agreements with investors and participating banks to inadequate

ntaffing and lick of legal, accounting and financial expertise.
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Lack of GOF: Commitment

he proj~et agreement was signed in September 1979. Thehowever did not issue a decree authorizing PIEF operations 

GOE 
tillNovember 
1.980. The GOE has never provided the staff required to
implement the project.
 

The project paper established the following time frame 
 for

project implementation:
 

Event 

Ministry of Economy establishes PIEF 

Date
 
October 1979Contractor Starts Work 
 November 1979
First Sub-Project Approved 
 January 1980
Last Sub-Project Approved 
 January 1982
 

Project plannors anticipated that PIEF would begin operations inearly 1980 and all sub-loans would be approved by 1982 with fulldisbursement of $33AID's million grant by September 1984. 
The grant agreement and the project paper specified that the GOEshould recruit adequate staff for the PIEF who would: 

• Promote PIEF activities with potential
participating banks.
 

• Screen and pre-select projects in
 
conjunction with USAID.
 

* Organize and 
provide consulting assistance
 
to participating banks.
 

Pe,0ew and approve project proposals.
 

• Ensure participating banks' reporting on
 
fund investments. 

• Organize and manage PIEF sponsored training
programs for participating banks.
 

The project paper stated that the PIEF staff should includeprofessional oneeconomist or financial specialist, one professionalstaff ossistant and one secretary to carry out these functiens. 
Initiation of the project was delayed for a year because therequired ministerial decree, authorizing the fund's operation wasnot issued until November 1980. 

Although the project agreemen. was executed in Septembr 1979, noGOE staff was provided until March 1981 when an Executive
Director was appointed. He resigned in May 1913. A]though the (;O.named a replacement in Pliquist 1903, the rppointee never assumedoffice. leotwoen March 191' 1 and May 1983, PTE,' also employed one 
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secretary for 8 to 9 months, and two 
professionals who worked
 
part time for 3 and 12 months respectively. According to the then 
PIEF Executive Director, he was unable to attract competent
professional staff from the Egyptian private sector because of
 
unattractive GOE salary scales. 

Our prior audit identified PIE" staffing problems and the report
included a recommendation that USAID/E coordinate thewith GOE
provide adequate profess ional staff to implement PIEF project

to 

activities. This recommendation was closed in June 1982 based on 
a memorandum from USAI,/E that PTEF had recruited one staff
 
memrl 
 and was actively seeking another. However, as noted above,
PIEF staffing has continued to be inadequate; since May lq83 P1EF 
has had no staff. 

The 'project planners also recognized the need for PTEF to obtain
 
local consulting services. The AID 
 project agreement provided
$800,000 in local currency for consulting services. Tn meetings
and correspondence with GeE officials, USAID/E urged PIEF to 
contract for legal, accounting, auditing technicaland advisory
services with local tocompetent firms facilitate implementation 
of project activities. 

In his discustions with USAID/E project officials, the PIEF 
Executive Director stated that he was engaged in negoL.atiosn 
with several local firms for legal, accounting and technical 
advisory services. However, as of March 31, 1984, only $2,345 was 
disbursed; all 
to a local attorney for legal services to PIEF.
 

The USAID exerted effort get the project Ingreat to underway. a 
lettt.r datrd April 26, 1982 addressed to the PIRF Executive
Direct '.., bJ)M.)/E said that no sub projects would be approved for 
fund i-I untiJ 1 PIH-- :as placed on a sound operational and
admi;.i -trative basis, including sufficient technically capable
staff. The letter reiterated USAIl)'s prior request.-, that P1EF
contr&.Lt with legal, accounting, auditing financial and econmiic
con'.,iltants to assist in project imp)crmnentatlon. The GOel did not 
compy.
 

USATI) al:so put forward alternatives to a PTE!" staff, namely: (it)
pl acing th(, management of PIEI' with a comm-ercin] or a public
sector Oank ; (b) p1 ac In PT I' mnanwq-mont. wi Lh an appropr iateconstiILing f ir m; (c) mn rI rig the PI1F project with a argoe
USA] D/IC umrcl IIa project . These nct Ionn were rev iewcd but never 
acted upon by the GOE. 

Finally, in Aigunt 1983, the USAID/E Diroctor met with the GO7 
MJnist(,r of Tnventreont and Tnternational Corporation and they
mutually nqreod to deolliqote $22.15 minllin of thi $33 million 
AIll grant leaving a balance of $10.8 m(Ilion. UISAiD/I, again urged
GO'; to take ncvensi-try mnanuriel to makot the fund operationn], 

M6 
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namely: (a) recruit an Executive Director and professionally
qualified staff; (b) establish sound operating procedures; (c)

contract for legal, accounting and economic/financial services 
with outside consultants.
 

On September 8, 1983, USATD/E placed PIEF project onthe its
"Alert list" and, in December 1983, the mission deterrmined that 
if the project was not operational by May 1984, USID/E would 
seek GOE agreement to deobligate the balance of the project.
 

As of March 31, .984, GOE had not taken any of the actions 
recommended by USAIDI/E to revive the project. 

Pri ,lct Panninq And. D(riqn Did Not Assess GOt.B Catpai]ity

USAID/ planndng ard design for the PIEF pro]e-ct was based on a

feasibility study conducted ,luring mid-1979 by Robert R. Nathan
Asociate, Inc. (RR, ) under an AID contract. The contract was 
for $96,600. The study concluded that there was a strong and
expanding demand for capital. and long-term credit in the Egyptian
private nector. The supply of such finance from Eqyptian banks
Was 1ot adequate to meet the demand. The study therefore proposed
that GO1. e F;t. a I-) sh a special fund which would channel its 
resources through Egyptian banks to provide development finance 
to the private sector. USAII)/E relied heavily on the findings and 
recomw.endations of the feasibility study in developing tile PIEF 
proje(-.!t paper. 

On deLermining the feasibility of a project implementation plan,
All) Handbook Number 3 (Appendix 3G) states in part: 

"The initial assessment of an 
agency's capabilities will load to 
ccnclusiont on the ftinct ions and 
specific tasks which the agency can 
be assigned wth the expectat: ion 
that its performance will at least 
be adequate. Should the, conclusion 
be that the agency cannot perform 
any of the functions considered, it 
iv; tantamnunt to the conclusion that 
the project cannot be imnplon('ntod.
In mr,st canses, the conclunion wi]l 
he rt:her that, there are weaknessons 
in the mannqorment, organilation or 
ntnfrli nq of the Tminp)lemnt-tL ion 
Agency which mu:st be overcome if it 
in to porform its function. Such 
wenknio,er, must be taken into 
uccouw t in ceve Iop inj ian 
linp]emointatioi plan." 
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Our- review of the PTEF project paper and the RRNA feasibility
study showed that neither document inc.uded an assessment of the 
GOE's capability to staff the project. Our discussions withUSAID/E project officials and review of project files and
correspondence showed that lack of adequate PTEF staffing was the
chronic impediment to the project's operation:s. In the opinion of
the officers responsible for monitoring the ,project, the GOE was
unfamiliar with an institution, and busniness concept like PIEF,
which is new to Egypt. USAID/E1 officials stated that PIEF stafflacked the necessary technical e>pertise negotiateto and
finalize loan proposals with participating banks and investors,
promote the project, develop relations with banks, make legal
arrangements;, risk identifications and measurements, and conduct 
financial analyses of loan proposals. 

l annq2ernent Coliv ri. s 

USAID/E did ag ree that failednot they to identify GOE
incapahbility to staff the PIET project. In their opinion, Egypt
has thou:ands of competent professionals who are capable ofimplewent.ng a programijuch loan and there was a reasonable hasis 
to ass;ume that capabhle staff would br available. The project
faiIed becauIse the GOE did not choose to crt ate the
administr;tive structure to therequired implement project. 

Technical .Avisory Se,'vices U.S.of Consultant Did Not Produce 

In 1.' rch 198C.,, G01: sin(ed a hor.t country Contract for t#'chnicalasri.,tance with a U.S. con;sulting firm - Robert R. Nathan Fv
As,;ot i aLr, (}'1,A). INA wa; to provide, the GO. with the techiical ans I st ",jc," r,',,; i red to: ,'stablish the I'II*', implement its program
of f i 'nc 0 i:C sitc:* :o the private sctor; and organize a
truiti~.;- program in project apprai|al and implemnentation. 

Tho c.,ntractt awarded IdINA awas to on non-competitive hasi a
bec ,,;,, Lhe G,01' requrested a waiver for' negotiation with a single
Sou L'n contr ,tor, tSAII)/E granted the G(01. a waiver bocaune I(iMNA
conducted a fear:ihilty tud 7 of tLh1 PIET? project In mid 1979
undor an lQC contract which coft 1IDAlI)/I. $96, 100. In the opinion
of 1) A6I /.,N I002A ac h ovocl a spc J41 capahll ity In l1( ypt i an ,1)r Iv i V v focto i nv vr.Lri e ut I ilce a n a re i t of it ; f a t i I 1tyitudy. Moreover, a dolity of up to seven mont fir I n project
implemont ati n wa.t aitt.ici lat,, if COmfl)Ot Ive procodurolt wore
followed by (OE for procurement. of hatianemont consult.Itlig ne rvices. 
The IMItA rerfidnt anlvi sor arrived iln Egypt in March 1 11, hut the 
PIEIF /xJcuAtv I)irector w. n not applointod untii. March 1 901. Thu,
for one year, IilIJA d 14 nOt hivo any P11 4' ;tafUf to work with.
During thin poriod they work!oul with a GOiA official from the 
Mlii :Atry oi Econuiy, 
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The. RRNA contract was completed in December .981. When th
consultant's contract expired, PIEF had failed to finalize anyfinancing proposals and did not have a competent prof(ssional 
stafff. 

In the opinion of Uf;AIDI/E officials, absence of regular PIEF
profes nional staff and personality conflicts between the PIF
Executive )i rector and the RRNA resident advisor hindered 
progress in project implementation. The cost to USAID/E forRINA's .ervi-ces was $803,000, the only major xpenditure incurred 
under the project.
 

Although AID i:s not a party to contracts executed by hostcountries, it ir none:heless responsi.ble for assuring the proper
and prudent use by the host country of the contractor's serviceswhich are AID-funded. We believe that USAID/E failed to discharge
this rcsponibih.ity by not coordinating the activities of all
participants an(l resouLces involved in the project. 

Mana,,jgerr'.nt Comwnents 

USATD/ acknowledged that the project failed to accomplish itsobjecLtives. Powever, in their opinion, the consultants provided
the required s;ervices to GOE hy completing the scope of theirwork. lad their services been properly utilized by the GOE, the
project objectives could have been attained. 

Conlusions and PrcommerndaL ion 

The ,'roject nover became operational becauso of poor GOE support.
This USAID/I- effort. to promote t'he development of private sectorin ,n;ut --; Iod; potential investors lost a major source offinan'ing; and participating banks lost an opportunity to enter

into tong terin investments in the Egyptian private sector. 
The

only project beneficiary was 
 the U.S. techniral service

contr;irtor, Robert R. Nat:han & Associates, who received $03,000

from a non-competitive technical services contract the
on basin
of tv.ir AT!) financed feasibility study. We believe the cost of

this contract wan wasted.
 

Given the, current sitl:stion, we believe that the project: hasvirtually no chance of achieving its purpo e. The GOE does not
appeal. to have tile capuability to implement the project, nor hasIt demonstrated a will lingns to tpke aggressive corrective
action or contract for appropriate outside anistance despite
repcated prod(ing.-, by U.AITD/f. Although USAID/E has taken rnevelra.
ltepf; to react'ivate the project, its efforts have bee)n frustrated. 

Givn these circumsntances, we believe AID's doobligatlon of $22.2
million in 19A3 a andSeptember wast proper cornmondabo- action.The oob] igaton or nuch a large amount of money war a concrete 
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manifestation of USATD management's dissatisfaction wi th GOE
performance. However, it failed to elicit a positive response
from the GOE. It is now time for AID to cut its losses,
dcobligate the remaining funds and terminate the project. 

Manaqernent Comment,; 

USAID/1 commented that if no progress ' Ais made by the GOE in the 
near future in implementing the project, the balance of AID funds
should be deobJigated. However, they stated that a new financinq
proposal is currently under consideration which would utilize $5mi]lion of PIE" crc'dit funds. USAID/E' therefore propo; to delay
the deoh, igation of the remaining $10 million of PI1F project
funds until. the final outcome of this new financing proposal. 

RIGLAJCairo Comm.ents 

The project has sho:n no sign of progress over a period of four
and onr:--half yerirs because the GOE chose not to provide the
supporL agreed to in the grant agrecment. Given this situation,.

there arewe believe no grounds to reassess our conclusion. The
USAiD/I". should deobligate the balance of the project. 

Recommondatibn No. 1 

USAID/Egypt should deob' !gate the 
balance of $30.0 million of PIEF 
project funds, and terminate the
 
project.
 

COSTS FT,aD BY T. PRO JECP COIFLITUVAMTS, ROBE'RT . NATHAN &
ASSOCIAr13 , Inc. (IUMNA) NOT... 

We reviewed expense vouchers ".-.tl.]inq $316,437 billed to USAID/1.by RPNA corpi,ising of: (a) U.S. dollar expendituros of $158,536
incutrred from Aurpirt P)81. thL-ough January 3.982; and (h) locat 
currency expenses of LF I]k:,531. ($1,57,901) incurred frolml April.
1.980 tl,;'ouqh Septeenher IN; I.. Of this amount we found costs

totaling $80,913 
 which were not supported by adequate.documentation. The major portion of this amount, $66,31.1, was a
oLnil.ateral adjustment by the contractor of provis.onal oveh'lhad
and fringe benefit rates. This adjustment did noL conformcontract requirements for audit and negotiation of said rates.

to 

The details are show, in Exhibit I. 

We also reviewed the interest charges billed by USAID/E on RRNA's
delinquent accounts receivable balances and found an ,3nderbhillng
to RHNA by USAID/E of $765. The details are shown in Exhibit IT. 
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Recommendation No, 2 

USAID/Egypt 
certification 
overhead and 

(a) 
and n

fri,'ie 

arrange 
egotiation 
benefit ra

for 
of 

tes 
in accordance 
with the terms of
 
Section 7 
 (c) of the contract,
 
(b) require documentatiol and 
justification 
 of $14,602
 
questioned costs, 
anI, (c) issue 
a bill for collection for $765 of
interest due plus any portion of 
the $14,602 questioned costs that
 
RINA cannot support. The bill for
 
collection should be adjusted for 
changes in overhead and fringe

benefits resulting from the above 
negotiation.
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EXHIBIT I
 

Page 1 of 3 

PRIVATE INVESTMENT ENCOURAGEMENT FUND

ROBERT R. NATHAN & ASSOCIATES, INC.
 

Summaryof Questioned Costs

For the Period March 1, 1980 throulhJanuary 31, 1982 

Costs Billed Costs Questioned
LE US Dollar LE US Dollar 

rallar Costs:
 
August 1, .981 - January 31, 1982 1/ 

Direct Labor 
 $ 26,649

Overheads and Fringe Benefits 
 97,249 66,311 3/

Service Fee 
 18,584

Post Differentia]. 
 2,906
Travcl and Transportation 
 10,839 2,661 4/
Other Direct Costs 
 2,309 I,259 _/
 

$158,536 $70,231
 

Local Currency Costs
 
April 1., 1.980 - September 30, 1981 2/
 

LEl10,531 157,901 LE7,478 10,682 4/
 

$316,437 "B90913
 

NOTES:
 

1/ Dollar costs from contract inception (March 1.980) to July 31,

1981 were reviewed in the prior RIG/A/C audit.
 

2/ Represents the entire local currency costs billed by. the
contractor' for period 
April 1, 1980 - September 30, 1981. The
exchange rate in effect for the period was LE.70 
: $1.00.
 

2/ Overhead and Fringe Benefit Adjustments - $66,311In their final reimbursement voucher, RRNA hi].led USAID/E for$66,311. basc3 v uril.ateral adjustment overheadof and fringe
benefit rates for the fiscal years ended January 31, 1981 and1982. Section 7(c) the and
of host country contract between GOE 

RINA states:
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"The contractor, not later than
 
six months after the close of each 
fiscal year of the contractor,
 
shall submit to the governmentA and 
AID a proposed final overhead rate 
for that period, together with
 
appropriate supporting cost data.
 
If available this shall be the
 
final rate certified by a U.S.
 
Government audit agency. In the
 
absence of such rate, the
 
contractor shall submit a rate
 
certified by the contractor's
 
independent certified public
 
accountant (CPA). The rate
 
certified by the contractor's CPA
 
shall be certified to be in
 
conformance with the requirements
 
of this contract and shall be
 
subject to negotiation. Such
 
negotiation shall be undertaken as
 
promptly as possible thereafter,
 
allowing for the time necessary
 
for audit or other independent
 
verification of the data on the
 
contractor's cost proposal."
 

RRNA's FY 1.981 final overhead and fringe rates were %'irti-'ied by

the Defense Contract Audit Agency (DCAA); however, t'teir FY .1982
 
rates were: (i) not certified by a U.S. Government iudit agency;
(ii) not certified by their independent CPA to be iin conformance 
with requirements of this contract; (iii) not negotiated by RRNA 
either with GOE or USAID/E. Also, RRNA did not provide adequate 
cost data in support of their computations. Thiz unilateral
 
adjustment of overhead rates did not conform to the requirements 
of the contract. 

4/ Other Costs not supported by adequate documentation - $].4,602 
This is made up of $10,682 (LE 7,478) local currency and $3,920 
of U.S. dollar costs which were not supported by invoices,
 
receipts, cancelled checks or other acceptable documentary

evidence. The costs comprised of telephone, telex, travel,
 
storage , and office services. 
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AID reimbursement regulations require such 
costs to be supported
by adequate documentation. Therefore the amount of $14,602eligible for reimbursement is notby USAID/E. The costs questioned forlack of documentation were:
 

U.S. Dollar Questioned Costs
 

RR14A Invoice Period of 
 Item of
 
Number Expenditure 
 Expenditure 
 Amoiint
 
16 August 198] Telephone $ 281
 

Storage
17 September 1981 278
Telephone 
 37
18 October 1981 
 Storage 
 278
 
Telephone 
 118
 
Travel
19 210
November 1981 
 Travel/Per Diem 
 450
 
Telephone 
 30
20 December 1981 
 Mir Travel 2,001
 
Storage 
 139

Telephone 
 98 $ 3,920
 

Local Currency Costs
 

Telex 
 LE 732
 
Telephone 
 965
 
Cables 
 667
 
Lodging 
 3,655
 
Photocopy
 
Services 
 721.


Car Driver's
 
Salary 
 504
 

Error in Fiscal
 
Report 
 230
LE 7,-478 ,687
LE
Conversion @ 0.70 


TOTAL 
 $14,602
 



EXHIBIT II 

PRIVATE INVESTMENT ENCOURAGEMENT FUND
 
ROBERT R. NATHAN & AS...C:ATES, INC.
 

Recomputation Of Interest Cha-os On Overdue
 
Bills Of Collection
 

Bill of
 
Callection Billing 
 Amount Interest Number Interest
Number Date Outstanding Period 
 Rate of Days Computation
 

CO-.263-91437 07/07/82 $14,377.22 08/07/82 20% p.a. 146/360 
 $1,166
 
to
 

12/31/82
 
01/01/83 16% p.a. 73/360 466
 

to 

_632
 

03/14/83 
 (A)
 

CO-263-91434 06/29/82 $12,556.54 07/29/82 20% p.a. 155/360 
 $1,081
 
to
 

12/31/82
 
01/01/83 16% p.a. 73/360 407
 

to
 
03/14/83 $1,488
 

Total Interest Due (A) 4 (B) $3,120
 

Amount of Interest BiMlrc:
 
CO-263-91437 $,l17
 
CO-263-91434 $1,178 2,355
 

Amount Recoverable from RRNA 
 $765
 

= 

http:12,556.54
http:14,377.22
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:, UNI FED STATES AGENCY ror INTERNATIONAL DEVILOI'i.'I ,:'r 

CAIRO, C-OYPT 

June 21, 1984 
H E0 RA N D U H
 

TO: Harold R. Gill, RIG/A/c Q 4 i, " 

FROM: H.P.W. Stone, Director USA1D/Egypt
 

SUBJECT: Draft Audit 
 Report
 
The Private Inves tment Encour,!enicnt Fund
 
Project (PlEF) 
 - Project No. 263-0097
 

Tie mission 
 would like to respond to the following points raised by thesubject draft audit report. 

1. Payments of $805,000 for advisory services to the consultatRobert R. Nathan & Associates, Inc (RRNA), were wasted. 

2. RRNA's feasibility. study and USAID's initial assessilient ofproject failed to identify th,,
weakness in GOE'n capability in staffing

the PIEF project. 

3. The balance of $10 million of PIEF project funds be deobligated. 

1. The mission agrees that so far the project ha failed to vcomplish itsobjective of providing medium to long term financing to p, v'te sectorenterprises in Egypt. But doe s. imply that the amounto sperit on the
that not 


consultants were 
 wasted. The consultants provided the services for which theywere hired and submitted their report for implementation of hlic PIEF project.No question has been raised about their competency aboutor their failure incompleting the scope of work assigned to them. Their findings andrecommendations, if Implemented, would provide credit to finance newproductive fac!li, :ies and expandto and modernize cxistingirrespectIve of whether the GOE 
facilities, 

uses the Fund orPIE another instrumentalityfor thovne purposes and irrespective of whether implementation occurs ill 1.984or 1985 or 1986. The GOE is still planning to establish a medium-term credicInstrument, and so long as that intention remains the policy, HIAGOE thestudy has relevance and value. The consulting contract did not call for theconcultant to guarantee implementation of their design. We disagree with theconclusion that the expenditure on the consultant's contract was wasted. 

2. The USAID/E disagreen with the auditors' conclusion that the 11lstifoifailed to identify that GOE will be incapable of staffing the I'IEF project. 
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With tile benefit of the hindsight such determinntion can posulbly be wadetoday, but there were no indications ill 1981-82 that tile GOE would not-actively. pursue the staffing of 1IEF project. The GOE has thousands ofcompetent Fy)'ptialli employed ill the day to day running of the governmentmachinery. Its banklia structure is well ectablirled and fulfilledhas thefitalzncial needut of the country in tile public and, prlvae sector for tile las;tfifty years. There was a reasonable basis to assume that capa b.e 
professiouals would be available to fulfill the tacks required for runnin, aloan program like PIEI'. There was no tobasis suspect that GOE would notaggressively move to set up an office with an able chief executive to run thePIF. The PIEF project goale; have not yet been fulfilled because over thelast four year:; COE did not choose to establish and thestaff admlnIstratlvestructure required for running the program. COE choice was Involved, not COE
capability. Neither the consul.ant nor tile USAII) could have foreseen that in 
1981.
 

3. USAID recognizes that if no progress is made by the COE in the near futurein establishing the adilnistrative support for the PIEF project, the renatl li,;;$l0 million chould be deobligated. However, a new plan is under consideration
for utilization of the funds, whicb, if it materializes, will constitute in
important iwplementatLion of the project'n purposes. 

The Investme:nt Authority Egypt authorizedIn has General Notors Egypt (GME) a Law 43 joint stock company incorporated in April. 1983 - to produce light andmedium duly trucks and buses In Egypt. CHE is a joint venture with the equityshares owned variouby shiareholderc: 33% owned by several private EgyptianInvsttors; 31% by Ceneral Plotors Corp; 20% by lnuzu Iotora Livfted (GM owns34.2% of ]tsuzu); 8% by Kuwaiti iwivestors and 8% by Saudi investo.:s. The paidup capital of CNE ic LE 16,800,000 
 (Equivalent to t20,200.00). Theccnutruct'loou of the plant, located in 6ththe of October City, ii expvcteu totu completed by June 30, 1985. In the initial. stages the plait will employ470 people. Tlhe emp].oyolnt is expected to increase Lo 1200 J"69 whenplant is expected to reach 85% of 
by ile 

Uts double shift capacicy producing 1400 
units annually. 

GHE i it prefient nttcepttng to secure a coriprelie:rlve nyndicated bank creditfacility In the area of LE 1.00 million, one part of W¢hich Is propoi.ed to be at5 million loan from PIET to procure comlmldities and techniica.i vervices fr'i-nUSA. If .-thi PILF activity Is successful, it In expected to I n:r'en;#dramatically US investor interest thein I'EF. USAID proposes to delay thedeobli1iatIon of the remaining $10 mi11ion in the PIEF project until allprospects for tile succensful use of this new activity ,.re exhausted. 

-- the CH project 

http:propoi.ed
http:t20,200.00
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LIST OF REPORT RECOMMENDAT TONS 

Paqe 

Recommendation No. 1 10 
USAID/Egypt should deobligate the 
balance of $10.0 million of 'PIEF 
project funds and terminate the 
project. 

R11(_,,co1ti'miltion No. 2 I
UIA,'..vpt (a) arrange for 

certifira tion and negotiation of 
overhead cnd fringe benefit rates 
in accordance with the terms of 
Section 7(c) of the contract, (b) 
requ i re documentat ion and 
justification of $14,602 
questioIVcd cotAS and (c) issue a 
bill for collection for $765 of 
interest OLIe plus any portion of 
the $14,602 questioned costs that 
RRNI. cannot ,"ipport. The bill for 
coll-,t ion shouV,1 be adjusted for 
chtnj e.- in o'':erhezad ind fringe
benef . ru's. -inJng from the above 
nego'." ation. 
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LIST'OF REPORT RECIPIENTS
 

Assistant To The Administrator For Manaaement (AA/M) 1 

Assistant Administrator/Bureau For Near East (AA/ME) 5 

Director, USAID/Egypt 5 

Audi.t Liaison Office (AA/NE) 1 

Office Of Egypt Affairs (NE/I) 1 

Office Of Financial Management (I-1/VM/ASD) 2 

Directorate For Program And Management Services (M/DAA/SER) 6 

Bureau For Program AndPolicy Coordination (PPC/PDPII/PDI) 1 

General Counsel (GC) 1 

Office Of Legislative Affairs (LEG) 1 

Office Of Public Affairs (OPA) 2 

Office Of EvW".uation (AAA/PPC/E) 1 

Office Of Deve.opment Information And Utilization (S&T/DITU) 4 

Offi,- Of Interriaticin' Training (S&T/IT) 1 

Inspector General (IG) 1 

RIGA/Da k ar I 
PIG/A/Kar- chi 1 
AAP-New Delhi 1 
RIG/A/Latin America/W 1 
RIG/A/-a i].a 1 
RIG/A/4ai robi 1 
RIG/A/Wash ing ton 1 

Office Of Policy, Plans And Programs (IG/PPP) 1
 

Executive Management Staff (IG/EMS) 12
 

Ass,,stant In:pector General For Tnvestigations
 
And Inspections (ATG/IT/W) 1
 

Regional Invqspctor General For Inve!ctigationn
 
And Inspections (Rl;/II/C) 1
 


