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UNITED ST.t.TES POST.t.l .t.DDRESS 
BOX 232 

APO N.Y. 09675 

UNITED STATES OF AMERICA 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

REGIONAL INSPECTOR GENERAUAUDIT 

INTfANAT10HAL f'OGTAL ADORna 
POST OFFICE BOX 30281 

NAIROBI. KENYA 

June 27, 1988 

MEMORANDUM FOR DIRECTOR, USAID/Somalia, Lois C. Richards 

FROM: RIG/A/Nairobi, Richard C. Thabet ~~ 
SUBJECT~ A~dit of Kismayo Port Rehabilitation Project-Somalia 

Re?ort No. 3-649-88-14 

The OttlCf= 0:: tile Regional Inspector General for Audit/Nairobi 
has completed its audit of USAID/Somalia ~ismayo Port 
Hehabditat:'(:'rJ Project No. 649-0114. Five copies of the audit 
report are enclosed for your action. 

The dr:aLt audit report was submitted to you for comment and 
your C(JfT111t::'r.ts are attached to the report. The report contains 
om: uflresol'v'ec recommendation. Please advise me within 30 days 
of actIons taken to implement the recommendation, and fUrther 
informatIon you might want us to consider. 

I apprecl~te the cooperation and courtesy extended to my staff 
Gurin'J thf:: dUCJt. 

::J ' 
;J ,:a c r: "J r 0 LJ r: c 

A.I.D. initially funded the construction of the Kismayo Port in 
riscal year 1962, at a total cost of $11.1 million. During 
operations (after construction of the port was completed) the 
facilities ceteriorated, mostly due to design and maintenance 
~il?!iciencies. A project agreement was initiated in 1982 to 
u:·i"~'Dilitate the Kismayo Port, utilizing an improved design. 
;n (JrJer tei provide adequate construction management and 
,J c r:~ i n i ~; t [ at" ''; ': e X per tis eon the new pro j e c t , A . I . D . s i g ned a 
?a::-ticipC'1 i"'j A?ency Service Agreement with the U.S. Navy in 
i'~~)ril, .i.\j 'j. The Navy subsegue'ltly awarded the construction 
_ontract to the George A. FuJler Company. 

A.I.D. oblIgated $36 million as the total U.S. funding for the 
project, of ~hich approximately $22.4 million had been expended 
by December 31, 1987. Additionally, the host government 
contributed 105 million Somalia Shillings (approximately $1.2 
million). The project was approximately 75 pE:rcent complete as 
of December, 1987, and was scheduled for completion in June, 
1988. 
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Auoit Objectives and Sc ope 

The Office of the Regional Inspector General for Audit/Nairobi 
mad e a program res ults audit of the Kismayo Port rehabilitation 
project. 'rhe a udit objectives were to determine if (1) the 
project wa s accomplishing the desired results, and (2) the 
pro~isions of the ' agreements were being implemented. The 
reView of the inte rnal controls was limited to the finding 
areas presented i n thi s report. The audit was conducted during 
the period September 1987 through January 1988, and covered 
selec ted project acti vit ies from September 9, 1985 (date of the 
cons tructi on cont ract) to December 31, 1987 . 

Auoit fieldwork was performed at the USAID/Somalia office in 
/ol ogad ishu a nd at the U.S. Naval facilities Engineering Command 
office in Klsmayo . vIe inte rviewed offi cials of both offices 
cna the Geo rge A. Fuller Company (contractor) and observed 
const r uctIon in process at the four docks in Kismayo, Somalia. 
~e tested the accou nting r eco r ds and performed other audit 
~rocedur~s as ~e considered necessa ry in the circumstances. 
: he aUdit ~as mad e in accordance with generally accepted 
90v~rnment auditi ng standa rd s . 

Resu lt s of Audit 

The objec tives were be ing accomplished s atisfactorily and the 
KIsma~' o Po r t was approx imate ly 75 percent complete at the time 
of our reV Ie~ . In gene ral, the terms and provisions of the 
con tr act anci se rvice ag re ement were being complied wi th , and 
progress ~as satis facto ry. 

However , tl,olO conditions requi r ed management attention . 
~outine construc t io n costs ~'e r e paid from a contingency 
Instead of the cont ract fund. Addit ionally, there were 
limIted provlsions fo r maintenance and spare ports for the 
facility once the const ruction contract has been completed 
othe r pertinent matte r s) . 

Some 
fund 
only 
port 
(see 

Routine Construction Costs We re Bein Char ed To a Contin enc 
Fund Without Adequate Justification - In addition to the 36 
mIllion obligated for construction, the Participating Agency 
Se rvic~ Agreement , section D.3, established a contingency fund 
to p r ovide tor unf ore see n d i f ficulties encountered during 
cons tructi on . Duri ng the co urse of construction, the U.S. Navy 
s ubmitted 14 charg e o rd e r s (as of the date of audit) totaling 
$916 , 273 as cos t rei mbu rsable under these contingency 
pr ovisions . HO wever, in fou r instances, normal construction 
cos ts r equi re d by the PASA were charged to the contingency 
fund. Consequently the contingency fund was erroneously 
cha rged $147 , 578 . This misclassification of expenditures was 
due to the lack of cost j ustif ication in the billing procedures. 
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Discussion The Participating Agency Service Agreement 
provided for a small contingency fund (approximately $1 ,1 
million) to provide for accidental omissions, and errors in 
estimating quantities of materials and labor requirements . 
Additionally, the agreement stated that "Routine modifications 
for unforeseen cohditions/design changes , etc . shall not 
require USA,ID approval, .•. 11 

The U.S. Navy claimed expenditures for reimbursement from the 
contingency fu nd to maintain vehicles ($30,000), purchase a 
sa tellite communication system ($69,469), and claim airfare and 
per ciem cost for naval personnel ($11 , 998) . These costs were 
specified in the const ruction contract and/or the Participating 
A~reement , .... ·ere anticipated for administering the construction 
contract , and therefore , s hould not have been charged to and 
paic from the continge ncy fund. 

Adcitlonally , the contingency fund was charged $36,111 for a 
contractor ' s claim for reimbur sement of port charges which the 
contractor defined as being lIexcess", and therefore beyond the 
scope of the cons truction contract . In response to our request 
for supporting documentation , the contractor was unable to 
substantiate that these costs were in excess of normal 
anticipated ope rational expenses. Therefore , in the auditors I 

opinion, these costs were misclassified, and would be more 
app ropriat e allocated within the fixed price contract. 

Under the repor t ing procedures, the Mission had insufficient 
data to detect that the U.S. Navy had included some uncorrect 
charges . Pr oced ures for billing USAID included submitting an 
approved U, S, Nav y form (2277) which did not itemize billing 
data , Conseque ntly , the Navy was able to claim $147 , 578 
additional cons truction costs as contingency expenditures , 
whlCh were subsequently reimbursed by the USAID/Somalia 
Controller Idthout adequate justification or understanding of 
the natu r e at the expenditures. 

Recommendatio n No . 1 

We recommend tha t the Director, USAID/Somalia: 

a . reclassify the $147,578 as normal construction costs; and 

o . obtain from the U. S. Navy an adequate justification for 
each item of contingency expenditure when submitting the 
monthly bill ing i nvoices. . 
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USA I D/Soma li a officials generally concurred with the finding 
a nd r ecomme nda tions. However, they stated that USAID/Somalia 
cont inued t o have problems with our recommendation for recovery 
of the $36 , 111 attributed to excess port charges. They 
conceded , howeve r , th at th e services represented by these 
bil l ings had no t b e~n render ed . 

However , Fede ral Pr ocu reme nt Regulations (Section 1-15 . 201-2) 
r eq u ir es that , in or de r f o r an i tem of cost to be al l owable, it 
must be r easonab le. Add i tionall y , Sect i on 1-15. 201.3 c ) defines 
reaso nable as "The ac t ions th a t a prudent business man would 
take in the ci r c umst an ces ... It. In our opinion, the payment for 
services neithe r requeste d no r r eceived is not the actions of a 
prudent man . Co nseq uen tly, we stand by our rec omme nd a tions. 

AdDIt10naily USAI D/Somali a requested t hat the rec ommendati on 
concernlng the requi r ing of an itemiz ed su pplemental report be 
c r oppea rrom the aualt because of t hei r pr i or (un s uccessful) 
attempts to moaify Navy billing pr ocedures . 

The lac~ of Itemized bil l ngs had res ul te d i n USAID r e imbur s ing 
$147 , 578 1n unallowable e xpendit ur e s. Without a p r ocedure to 
explain future b i ll ings , we hav e n O ass ur a nce that additional 
amounts will no t be s ubseque nt l y c l a i med f or reimb ur s ement. 
Consequent ly we agai n stand by ou r r ec omme ndat ion. 

Othe r Pertinent Ma t ters 

Th e audlt noted a l ack of pr ovlsions f o r ma i ntenance and repair 
of the port fac ility , incl udi ng t he pr oposed water treatment 
plant. Only orief mai nt e na nce co ur ses had been provided to 
date , and these we r e poo rly at t ended. Additionally , the 
quantity of s pare pa r ts , i n the opinion of the const ruction 
chief englneer , was i nadeq uate . Al though the report makes no 
recommenaati on , the audi t o r s ' bel i e ve that provision for 
maintenance ana repair r eq ui r e close r management attention . 

USA I D/Somal,a r equest ed that we de lete the 
repo r t wh ich exp r essed t he a udi to r' s concern 
provisions fo r mai nt e na nc e and spare part s . 

secti on 
with the 

of the 
lack of 

This r equest appe ars to 
r ep r esentatlve ' s opini on 
adeq uate . 

be based on t he Somalian designated 
th a t the eX i s ting provisions were 

RIG/A/Nai r obi does not cont end that USAID/ Somalia or the 
cont r actor has fail ed t o fu l f i ll the provisions of the 
p r oject . Howeve r, USAID ha s i nves ted over $22 million in 
r ehabliltating the port at Ki smayo as a result of the previous 
tacilitles dete ri ora ted c ondi ti on, which was attributed largely 
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to lar.k c f maintenance and spare parts. We are concerned that 
S 1 m i .1 a ! ~; h ') r t com i n 9 s co U 1 d 1 i mit the pot e n t i a 1 use f u 1 n e s s 0 f 
t~is Inve~-;tment. We therefore believe that our statement is 
c: set u 1, ,1: III c: h 0 u 1 d rem a i n i nth ere p 0 r t • 

',.-= nutt'li 1:.::.,1:. Invoices submitted by the contractor 
r,c:cuncllec '"Ltn monthly invoices submitted by the 
:;(Jrtolk, VA.) to USAID/Somalia. For September 

had not been 
US Navy (at 
and October 

contractor 19d7, USAID relmbursements to the Navy exceeded 
request tor rCllTiGU[Sem0nts by $37ij,497. 

'~ :It'' L c1 \',: i t'.0 S 1 (J t' n t - u ttl c e r - 1 n - C h a rye - 0 t - Con s t r u c t ion s tat e d 
'. :1cH h () . ~ J.' G '.: tJ t the (1 1 t t p r v nee was due tot h e U. S. N a v y I S nee d 
: '.:) hi \' e ~ d!; ': :.i a v d 11 a h ; e top a y the con t rae tor i nor de r t 0 

,.'(,flIrlj' ',,:~~; t[lI: Pruflipt Pdymt"nt f\ct . .... ie were unable to confirm 
::1t:=- C,.·I:J:~·:-, ~:'.I·"i~'·.'er, SlncC' :,upportltllj [(·cords are Iliaintained by 
'.:-:P u.~. :.:,':y FaCllltle::; t.n'-j~ne(~rlnq Commana ot Norfolk, 

•• 'C' ,~l:'l:' ~;. !J't: Olle in:oLancp r,.,tP·[f'· l.i;-./\IU/>;IJf[ialia had ml~;posted a 
:: ..: I) I) , U i) U : ',; r; ,} Ie- tarn (, n U IfI ('Il tIn c [C' c! ~,' C' • The inc rea ~ e had bee n 
~~(Jst(.'u 1(, L~Jt· con~;trLlctl()n f",)[tion ~)L the contract, [ather than 
:: [' e (, r c h : ~ t::' ,',' t u r a 1 a r: (J " n q 1 r if' f' [ 1 II gpo r t Lon . W eat t rib ute d t his 
~lspostlng to ~ clerIcal error. Consequently nc 
recOlflmencct 1 ons (1re (',1-:1I1g made. 
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