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! EXECUTIVE SUMMARY

T]']!Iﬁ Repar| presents the Woeld Bank Gioup Department of Insinitional Inteerity’s {INT)
lindings resulting from a Detriled Implementation Review {DIR) of four projects in the Warld
Eank’s Kerya portfolis. INT undeviook this DIR at the request of Lhe Govetmment f Ken Yl
{Cok} due o the high fevel of fraud and eormaption uncovered by [NT in an caclier investsation
concering A secific Bank-finsnced urban transpor: project toal was ullimately suspendes.’ and
ad found in three health projects fram a forensie audil conducted by Delojite & Taughe LLF
{D&Tj_l Mopreover, there have been Pm"."imts comecrns about *hefi or misuse of funds,
insuffcientimecouniability, and a lack of snecesshsl investizations or prosecutions by Kenvan
Agntti ies.

A IR iz a prosctive diagnastic tool thet examines Bank-{inanced projects i a specife coury
where initia’ concerns ol fraud or coruption have previously been reized. The objective of a
THR. is to detemmice a project’s susceptibility and possible expesure to fraud, commuption and
barm Al mismanagernent within the projeet’s procurement and cantract implemeriation
activities. e DIR identifles the types, diversity and characierastics of potential irregularities as
wel) a5 specific contracts susceplihle w irregularilies, so that actiens may be calien La mitjgate
such activifics io thase zpd ofher projects. [ addition, the DIR assesess o proest s wuloerability,
if any, to frzlfud tird cortuptian in the execution of its {inancial manzgement and contracting
propCo=its.

A DIR iz nok an in-depth investization far oceurmences of fraud snd commuplion it e traditional
sense. Howsver, aftentivnes the DIR wil) uncover credible and yertons allegations of frawd apd
camuptien that are refeited to INT andfor the berromrer counTy Tord follow-on mvestigatian. 1
additinn, the DIR process itself will oftem uncover actual wstances of fraud and eciruption.
Acmual Gndihgs of froud and coraption, whetlier Fom the DIR or [ollow-on investigationg, 10
nontracts idibntified by the OIR as "o fsk™ go 1o canfirn and validate The THR s ripaTgus
methodolopl and assessment of a project’s overal] fraud nsk.

I is hoped Uhat the findings of this Report will somulate the Bapk and GeK 1o implement
measures that will itigale furthes dsks and cxposurs, as well as to Linprove fature project.

desipn, implmentation, supersision, and MAMNILITIE.

KENYA DIR

L Tanuary INT commenced 8 DIR in Kenya with the objective oft sy derrmining Lo whal
exlent fravdland corruption sy have impacted Banlc-finaiced activities in Kenya, (i)
[dentifying iy vuinerability in design, implementation, znd supervision of prajects; ard (7))

|

I
' The ¥ema Tiran Transpart Jnfngeracture Prajest (EKUTIR) wwestigation by PN and fzl'nwe g fovens o madt iy

D&T mabptant-arad fraud and cormuption by he project diFectat, prajen coomaleete and Bank stabf Fu]lh';rir:,g
criminal refesrtls by TNT, Bank stal? were comvicied in the Lmted States and two consulians wiste conviclad bt

Sweden, Mo #idviclions Bavs wel seoTed in ¥Kenys ood o1y ane friak i pead:ng.

L e FITV LTS D lsacme Basponse Projecl [KTTAT AR, Dmcnm]imcj HPVIATS and Rtprcd'.:-:l!uc ]':l:ﬂl.!'l
Proesr t]’,.‘l.-!.ﬂ][j; and [ublic Societ Mamgemert Techo zal Agsipaper Frojest (PEM-TAF) The D&Y ropor did
rol revien the F:u: Primary Education Supron Prajest (TTESP).

1 10 Jaqunrs k1 Jin
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n:mmnmd*ng miligating measures to be implemented by the Bank and the Gal{ in cmgoing ar
future Banisfinanced activities,

Four Bark-ananced projects were sclected for reniow:
L Renya HIV-AIDS Disaster Response Project (IKHADREP] 10A 24150

Il Henya Decen‘ralized Reproductive Health and HIVAAIDS Proseat (DARE) [DA
14400 ’

i, Morthern Comidor Transport Inprovement Project (NCTTR) 10RA 30500
IV.  Free Primary Bducetion Support Praject (FPESE) CR HOs00.

Three of lve foar projects selectsd—KHADREP, DARE and NCTIP—had findings of
wrangdoing|in previaus project reviews, which was rheir primary orizeria for selectipn. The
fourth projeet—FPSESP—was edied at the mequest of Coortmy Management in view of 5
praposed surcessor profect, the Kenya Bducation Sector Support Program, (KESSF). Therefore,
the DTR alsq] incivded an azeessrient of the fraud and commaption salfeguarcs intraduced in
EESIP. Additional criteria used in selecting the projects were teat the projects pad {{] well-
advanced ‘miplementation; (i) upcoming suceessos projects; and () multiple procurement
methdologies including International Competitive Bidding (1CB), Natinnal Can:pesitive
Bidding (NC[I2], and skopping pmeedures.

DIR APPROIACH

The valua of 2 broad-based frand righ sssesanent is best defived fiom performirge 3
comprehensive and in-depth review of @ project’s contracting progess, Howewver, the large
velume of centracis generally within a Bapk-finenced project renders a manual review of all
eadividual contracts unrcalistic.

The DIR melhodology uees eovn-naerized data mining af a project’s sontracting date and »
combinadon|of ohjective and sabjzctive crtena to identify from a project’s portfolio of contractz
a subgzat nfE:Idi*-"i duel eqantracts o dizbursoment aotivities {i.o,, granta) that aze al sk ol laving
bren mismanaged ar oorrupted. The DIR's in-tlepth examination of the contracts or aptivdcs at
sk” provides the barrower couniry crifical information ag o the Spes, diversity and
chavactensins of the frrepularities—az well as their proliferation—to which its prujects may be
supjected, Gombined with Ity review of 2 projest’e finaneial manapement process and conkral
envirpmnent; the DIR pravides a valuable aseessment of & project’s slnerabilities and exposure
o frawd and zocruplion. This purpaes{nl appraseh differs from an investigation in the traditional
fense and from Andom-sampling bascd auditing techniques ond should net be similaly
interpreled,

Ta ientify T1e zubset of contracts or aclivities 1o underge 3 detailed manual review, INT collecls
anc imputs into 2 database (DIRDB) large volumes af detailed and earprehensive dets and
inforrmation perlaining i the prosvement and onplanentation of a praject’s individua’ cantracts.
It analyzes the information using a set of specific broad-based objective and subjective fraud-like
criteria, refotlred to ag ‘ndicators of imregularites” (or "indicaars’). An “indicgior’ is any
meaninghul quant, document, o%jecy, atatement, camalatan ar absorvati pr-—tol aBjeciive and
subjective—that creates 8 probebilir ov Hkelfhood \kat an uregulanty has gocureed. An
‘i'rr:gu.!'aril}'!—fgr purposes of & DTR and a8 used throughout this Reper—is defined as (1) e

{Sugniemenied) 2 10 Jmoenry Y
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mizeee oF Hani fnds or their diversion from their inlended purpases, or {if) finproper nr
unsatisfactbry nplementation, Conirasts exhibiting indieators of irrepularities are, in peneral,
mare suscegtible ol being exposed to rtepulatities than contracts £ot exhibiting such indicators,
dee Table & for exemples of DIR indicators and irregmlanities utilized by INT during this process.
The gpecific set of ind calors vzed ip a DR (s tailored depending on circuwmesrances and
ﬂharﬂﬂi‘l‘i#im specific to eaeh project and country under review,

i
mnnpntzrﬂmh' OF FINDINGS
The number of contracts within o preject found te exbkibil andicutors of itregulanties is certait Ly
an itaporlait statistic. Il can be generally surmised that a high number of weriocs indicators
wdentifizd i muliple contrects within a Bank-finahued project signal possible wide-spread
anclfor systemic brealcdowns and trregalarities in contract procurement within the praject. More
imparant, heweeer, ate the types, diversity sid characteristics of the indicators Inund. rzther
than just their proliferation, so as % hetéer understand the various Lypes of weaknesses,
vuloerabilities and carruption that might be paguing 2 prajeet’s cantracting process an the
whole, Arried with such lmowledge, approptiate steps may be taken by the bercpwer sountey (o
tighten controls and procedures snd mitigate the occwrence af thoze types of indicatars therehy
reducing the vish af imegulamilies on eworent and Futers projess.

A LMRs findings should not be misconztrued. Tt would be wrong to asawme thar canmacts within
a projeet not outwardly cxhibiting the specific indicatars of irregularilies looked for by the DIR
are fiee of gxy fracd risk or have not been subjected ta any imegularities. Just as the presenee of
indicators dpes not conelusively demonstrate the prezence of fraud, se too the absence of
indicaors dpeg not conelusively demanstmte the absence of fraud. The cantracts may s1i)] have
been subjecked to fraud and cocruption, sepecially in an enviromnent of weak contrals and
systemic m; snanagemant. Therefore, addittonal investipative stepa bevand the DIR must be
per.arned hefore reaching any defiritive conclusians on the contracts got selected for manval
TEATEW,

Finelly, a DERs findings on contracts exhibiting indicators nf jrregulanities in relation ta 2l of
the comracts within the Bank-financed project urder review g well a5 an assessment of the
project’s overall contraoting process must be Aterpreted with appropriate consideration for the
praject’s numereus qualitative faciors, which differ significantly acroas projects, project
compsanents) and borrower eountries. For these end ofher repsons, the DIR s s*atistical resulls
alone are oot easily comparable across the individual peajects under rmview. Nor should they be
exirapalared| as reprerentative of the borawer counlry's entire loan portfelio or direst]y
comipared with the statistical resubts fiom DIRs comdueted within olker bomorower conntrics.

The DIR s genera] methodology, strengihs and Iimitations and specifics related to the Kenya
DI are destribed in inore depth in the methadalegy sections of ikis Repolt,

FINDINGS

The DIR found that 4 meaningful number of contracts among Lhose reviewed within shree of the
faur prosects—K HADREF, DARE and b CTIP—coentained numerous indicators of sericus
iregulante;, Morc inportantly, the DIR found actusl ocourrences of fraud a3d carropien
conatstent u,;ﬂ-. fmndings of presious forensic audits and examinatons of these and ather Bank-

! [Supplemenrion) 3 10 Jananry 2197
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Enanced projects in Kenya. Not surprisingly, the TR found the finaneizl management and
cantral evaronment within those three profects Lo be exceptionally weak and higluy vulnerabls
ta fraud and earroption,

in the othezthand, the IR found that the contracting process for FFEST contracts and texhoak
procurement| 1o be reasveably well-executed, safeguarded and supervised from the perspective of
minimizing ihe potentizl for fraud and conmption.

Theac findings continue (o portrey 2 conaizlent message Lvat projects »th weals controls,
procedures and overs ght exhibit more oulward ind:cators of irvegularities 2nd have 2 higker risk
of being comupted.

The specific findings under easzh project reviewed are ac fallows:
|

I
1. KHADREP

The DIR fernd o mumber of strove Bndicators within e projece’s corfraciing for infernel
Procurepient and granifag aoivitios that were corsisignt with poteniial fiand, corcuption, and
colfyion. The mview af the Nalianal AIDS Contral Council’s (NACC) intersal procursimenl
found indicalors of callusive practices, bigsed hid evalvaton and fraud. The Team's Tnancial
mangEm ent réview adse found severe weakoesees in the MACC s iaternal control envirsmment,
accoupting pracedures, staff capaciny eod recard keeping. These indicators renained consistent
before and afer invesligations by the Gols, and the resulting stafl changes in the WACC in 2004
|

Table 1. Bu|:1mm'3' af IR statjsties — KEADRLY internal proeiirepeont

gr=ar [ T ) Lol
..--\,,-""r: -1.- fﬁlﬂ \F.': Ll

Rl T
ool Lo (3

84 A0 e | L) B I Bi55,000 $5RG2,N00

en ol the 6 copne g selactsd far roview had a noiccabbe l2ex oF docuresarica whixh hasspersd
o Ciercwph revew for dondied e o ivrepulaTites.

|
The DR Tedm also found strang indicators of imegul=eities within the small number of
KI'L&DREP’IS prapt-financed activities it revicwed. [n addition, the BTR idennfied actoal
ficdings of: {f} payments of bribes by grani cecipients o public officials; (i) duplicate,
Tabricated, or icflated claims by grant recipients; (itf) significant grant funds unaccounted for;
(i) conflicts of interest, and (v) abuse of power by public sfficials. Furthermore, the Teom
obacrved tha grant recipients aere foroed o edivert grant funds sowards egmuption, thus
undermining the groject’s abjectives.

1

|
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Takle 2. Sammary of DR stakiptics — KHAPREP ernot activifies

el LT e O
| _ 35_- cArifine f:; =mum:=mi
i *ﬂt'r Erﬂmﬁul-? N et b
ik o e PR :!
T pr | 7% 52595000 2079, 000

+ Aontad a)| 23S activivies of the [nraest |30 maipiers of pracl Siods were icitadly olasd for rewe:
]'-]-:1!-'*"—'_"-'". Fle I'.'I'.1I!_ﬂ|!-=r of acsivilies revicwed wans 3ipni Reantly hampersd due 1o ume, 72500 rce arxl
logistizal ce|nperajnig a2 wel! 35 lack of eveileale deuerentncon and graie recipients for rlene gws.

I DARE

Credible information and evidence of widespread carraption was found throtughant the Jprafect
Fhat emeplicared all levels of the Ministry of Health iMaffy. Credible wilnesses informed the
Teamn that }rllin:ial‘:r}' officials at al] levels were engaging i cormaption in virually every
camponent pf the project This is corronorated by the fact that a high propertian af the 2
coniracts rebiewad axhibited indicatprs of imegalarities, @y shown n Table 3. While the
international procurement apent caried ol its narrow respensibilities in 2ceardance with Bank
ruidelines end mainiained a | el -orzanized ecd complete callecton of docvinents, the Tean
[ounid evidence that Mo ofScidls eirownvented the limdted owersighe of the procurement agenc
Thiz was deve by: {1 supplying pre-bid information te potential bidders and soliciting Hckbacks
fram winnes; and [f) 2clivling funher kickbacks tkrovghout the voplonenieton process,
Eidders complied with sorrupt demands by icflating bid prices end payiag bribes. The Toam
alzo fqund evndenes that bidders engaged in Taudulent mistepresentation and egllunve prechices.
Credible wibtegaez alao confinmed that wader publiz pracurement MoH high level officiala

stesrad cn*‘:ira-:tt ta specific bidders ic exchange for kickbacks,
|

Table 3, Ellrnmar;r nf IITH stanstics — AR
L

gi}mnrmu

Iieiﬂ-em‘tf‘ -
.:, ) ‘='g it i3 R {IE:S :
e CamilrEt; Jra i ""j;_'-. L ':_ nHEA D
L} %u‘ﬁh}-ri{} R TR T ==,3|55fiﬂhy=‘! '_:
11 RE,200,MD0 |

III. NCUTP

Mulple indiceiors of coflusion vwerg identifred under vire prafect The DR dentihed actua)
findings of ‘Tawd by Lwo companics that submilied pratective hids by inflating unit prices io
order to permic other companies to win coniracts. The DIR, alse found eritical indicators of
irrcgularitick i four of the five contracts reviewed. Due o a pending Mo-Objeciion Lelier
(0L for flsur eivil warks contpacts, the Kenya Comlry Tearn requested that TNT producs an
ipteritn repefrt summetizing the DR aintial Andings in relatien io0 NCTIP, which was produced
by INT in Mav 2006 Bared on the Interiny Repaert, the WOTIP Tazk Team Leader {TTL) and the

1 -
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Kenya Country Management Team entered into a dialogue with INT

and reported havin
conducted pdditional due diligence. ¥ 8

Table 4. Shimmary of DIR statistics — NCTIP
; Lonti W

| ] 8% 4 80% $218 willion $216 ;nilliOn
# Value of dontracts is ba

13

sed on bidding prices. Contracts had not been awarded as of date of DIR review,

IV. FPESP

A satisfactory level of accountability from the local communities to the national Ministry
contributedito the proper use of funds under FPESP. As shown in Table S, only a small
portion of the eight contracts reviewed that were tendered by the MoE under internal
procurement cxhibited indicators of minor irregularities, such as improper procurement
procedures znd conflicts of interest. However, intemal procurement comprised a minor portion
of the overall project expenditures, since 80% of the project funds were allocated for textbook
procurement at the school level. Also, the MOE has taken measures to both identify and correct
iregularities, and thjs approach has clearly benefited the project. Overall, the project appeared
to be reasonably safeguarded and supervised.

Table 5. Summary of DIR statistics - FPESP internal procurcment

R T
Gomtl ik
v) ‘N ok

i 0 i J,:s_‘;'ﬁéﬂ AR

18 8 4% 3 38% $527,000 $257,000

* Three of the eight contracts selected for review had 2 critjcal lack of documentation, which hampered a
thorough review for indieators of irregularities and reduced the statistical number and percentage of contracts
with irregulrities.

For textbookiprocurement, the DIR found that Ministry of Education (MoE) staff was well-
trained and motivated, and that the MoE adequately monjtored and supervised this project.
Hence, textbgok procurement at the school level exhibited only minor irregularities that were
identified and rectified by the MoE. However, the Team also observed discrepancies in the
disbursements of funds from the MoE to the schools, which indicate possible irregularities at the
Ministry leve].

I
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ummary of DIR statjstics ~ FPESP procurement of textbooks

18,10 35 2

These werp actual findings of irregularities rather than only indicators.

Safeguards| in the Kenya Education Sector Support Program (KESSP) could be strengthened.
The Team 4lso reviewed the fraud and corruption safeguards built into FPESP’s proposcd
successor project, KESSP. Based upon its findings in FPESP, INT suggests the Bank enters into
discussions{with the GoK to strengthen some IKESSP provisions.

l‘ * % ok

The Team vyishes to thank the Government of Kenya and all the staff at the Ministry of
Education, Ministry of Health, Ministry of Transport and Communications and at the Natjonal
Aids Contrq) Council, who facilitated or contributed to the execution of the DIR.
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GENERAL DIR METHODOLOGY

1.  The R mechanism. As the Bank has increased its focus on anti-corruption, to better
ensure that Bank funds arc used for their intended purposes, INT has developed the Detailed
Implementation Review (DIR), a proactive diagnostic tool designed to review Bank-financed

projects to evaluate their rigsk of exposurc to fraud and corruption and harmful mismanagement
of the contricting process.

2. TheDl]

R’s methodology is a compilation of widely-accepted practices within the forensic
accounting,

audit, and investigative disciplines. The DIR is performed by a highly specialized

team (DIR 1
managemeni
staff from th

3. TheDI
assessment t

eam) of INT investigators and forensic accountants, procurement and financial
specialists, lawyers, engineers, operational staff from a variety of disciplines, Bank

e reJevant Country Office, as well as implementation specialists.

R methodology employs a combination of computerized and manua] review and
zchniques to identify from contract data and information objective and subjective

criteria that indicate a risk of possible mismanagement, fraud or corruption.

4. INT ha:
lessons leam

5.  Review
borrower coy
advanced inr
methodologi
Bidding (NC
project reviey
the condition:
criteria may |
country.

6. The objt
grants), withi
flags’, that in
Contracts exl]
and corruptio.

(a) Indiq
obser
occut

 conducted four such reviews since 2001 and has updated its methodology with
ed from each review.

objectives. The DIR is conducted on selected Bank-financed projects within a
ntry. Generally, to be considered for selection, the projects must have: (i) well-

plementation; (i7) upcoming successor projects; and (ii7) multiple procurement
's including International Competitive Bidding (ICB), National Competitive

B), and shopping procedures. Projects with findings of wrongdoing in previous
vs may also be sirongly considered. Thesc criteria may be adjusted depending on
s and needs of the borrower country. Also, other projects not adhering to the

e included as part of the review at the request of the Country Office or borrower

cctive of the DIR is to identify a subset of contracts, or disbursement activitics (i.e.,
h the selected Bank-financed projects that exhibit specific indications, or ‘red
INT’s opinion render them susceptible to irregularities, as defined below.

ibiting indicators of irregularities experience, in general, a higher exposure to fraud
1 than contracts not exhibiting such indicators.

ators of irregularities are any event, document, object, statement, corrclation or
vation that crcates a meaningful probability or likelihood that an irregularity has
red.” The DIR’s methodology examines contracts for a set of specific indicators,

whi c]r werc drawn from INT experience, team member experiences, the investigation

? The threshold {
indicators, deper
indicators once f

br sufficiency may be met either through a single indicator, or through a combination of scveral
ding upon the seriousness of the indicator(s) found. The Team ceases fo search for additional
e threshold of sufficiency has been reached.

8 10 January 2007
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STRICTLY CONFIDENTIAL

ustry and professional litcrature.* The indicators used in the DIR process are
Is1stent with the indicators commonly used by national, state, and local law

orcement, as well as specialized audit agencies and the professional fraud control
pmunity in many member countries.® See Table 7 (page 13) and Table 8 (page 14)

cxamples of objective and subjective indicators considered by INT for its review.
» specific set of indicators used in a DIR way differ in number and type, depending
sircumstances and characteristics specific to each project and country under review.

jcators suggest different probability levels that an irregularity occurred depending on

r nature and the context in which they appear. Furthermore, when indicators
roborate each other, they further augment the probability.

rgularities, for purposes of a DIR, arc defined as any action, behavior, or

ngement that causes, or creates the risk of causing: (/) misuse of Bank funds or their
ersion from their intended purposes or (i) deficient project implementation. The

L employs the term “irregularity,” to encompass three problem areas—corrupt and
dulent practices,” non-compliance,” and implementation deficiencies’—all of which
Bank projects at risk.” Since the DIR ultimately seeks to better protect Bank-

nced projects from diversion or misuse of funds and deficient implementation, it

ts 10 maximize the scope of possible conclusions that it identifies as problematic.
Table 8 for examples of irregularities.

“ Unlike a tra
However, ofte
purposes of sw

* Sce, e.g.. B
that the “Intert
agrec that one
corruption™) |
lttp://www. bhi

http; [Lwww.sre
and Market Al

Officials” US
hitp://www.us

litional investigation, it is not the objective of the DIR to uncover actual findings of irregulavities,
n the DIR process does uncover actual irregularities and classifies that cvidence a¢ indicators for
nmarizing the DIR’s findings.

tan’s Royal Audit Authority, “RAA Papers™ “Papcer on Nature and magnitude of corruption™ (noting
ational Organization of Supreme Audit Institutions (INTOSAT) and other Auditing Bodies generally
hv more of the following factors providc a favorable cnvironment for perpetrating fraud and

tanaudit. gov. bv/contents/papers/pnme.php#detection%200f%20F raud %20and%20Conuption;
c.gpe.cov.za/Anti-corruption¥e20baqkiet pdf; “Preventing and Detecting Bid Rigging, Price Fixing,
jocation in Post-Disaster Rebuilding Projects: An Antitrust Primer for Agents and Procurement
Department of Justice. Available at:

loi.gov/atr/public/guidelines/disaster_primer.htm ; hitp://www wmkramer.com/| basjcs himl.

¢ Corrupt and 1

7 Non-complis
rules, or (ii) th|

: Tmplementat
implementatio:

? Irregularities
contained in th
Whereas the d
proactive diag
Trregularity in¢

raudulent practices arc defined by the current World Bank Anticorruption Guidelines.

purposes underlying these policies, requirements, or rules.

anc refers more broadly to the failure to abide by (/) any Bank policies, controls, requirements, or

on deficiencies refer to any improper or unsatisfactory project implementation as compared to the
1 requested.

include, but are not limited to, the definitions of corrupt, fraudulent, collusive, cocrcive practices

e Guidelines, Procurement under IBRD Loans and IDA Credits, May 2004, Scction 1.14 (a) (i)-(iv).
Lfinitions in the Procurement Guidelines apply to the investigation and sanctions process, the DIR as a
iostic tool to identify risks in Banl projects, seeks to detect a broader spoctrum of anomalies.

icators identified in a DIR may result in subsequent investigations, but they primarily serve to

provide the Bank with information and recommendations designed to reduce the risks in ongoing and future

i

i

projects.

10 January 2007
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7. A DII‘L\ also provides a review of the project’s financial management processes and control

environmen

t. The Team will examine specific transactions, interview management and review

various financial and audit reports, among other things. In addition, a DIR undertakes a review
of contractimplementation, includin g site visits and interviews of stakeholders and beneficiaries.

8. These

reviews combined with the analysis for indicators provide a general assessment of

the overall effectiveness of the project’s contracting process as well as its vulnerabilities to
irregularitigs. Tt also identifies contracts that may warrant further follow-up investigation by the
borrower ceuntry and/or INT.

9. Revielk' approach. Duc to the naturc of fraud and corruption and the manner in which it is

practiced, t}

¢ contracting process must be manually examined by experienced investigators and

specialists—-including the manual examination of documents, site visits and conducting
interviews—t-in order to render definitive conclusions about the contract’s risk exposure to
m-egularitie[;. However, the large number of contracts in most Bank-financed projects renders it

unfeasible a
within the p

nd 100 costly to conduct a manual revicw of the contracting process for each contract
roject.

10. Therefpre, the DIR employs data mining techniques to first identify and isolate a subset of
contracts wlose known characteristics fit certain objective criteria and fraud-like conditions that

render those
procuremen|
project are i
contracts ou
examples of

11. Next, t
the subset o1

contracts more susceptible to irrcgularities. Over a period of several weeks, critical
t and contracting related data and informatjon from all of the contracts within a
1putted into a comprchensive database (“DIRDB”). The data is then mined for
twardly exhibiting a specific set of indicators of irregularities. See Table 7 for

the objective criteria used in the initial data mining review.

¢ contracting processes for all or a large portion of those individual contracts within
 contracts undergo a detailed manual cxamination by the DIR s multidisciplinary

Team of explerienced investigators and specialists to confirm the initial indicators and to
determine thie nature and full extent of the irregularities and vulnerabilities—potential and

actual—that

may be plaguing the project on the whole.'’ The two-step DIR approach differs

from an inve
techniques a

stigation in the traditional sense and from random-sampling bascd auditing
hd should not be similarly interpreted.
|

12.  Basis df Findings. As stated previously, the objcctive of the DIR is to identify contracts

and funding

ctivities that are susceptible to, or have been impacted by, procurement

irregularities, namely in the form of fraud, corruption or harmful mismanagement. This is

accomplishe
from the pro

1 by identifying which contracts exhibit specific indicators, or ‘red flags’, obtained
surement data or from interviews and site visits and other review activities that

render the cgntracts susceptible to potential irregularities. The DIR also identifies any contracts
where actual findings of irregularities were discovered as part of the DIR process.

' Although INI''s goal in a DIR is to manually review all of the contracts identified by the initjal review, resource
and timing as well as logistical restrictions can limit thc number of contracts ultimately revicwed.

" A DIR is a miore cfficient and cosi-ef{ective methocl than traditional investigations or random-sampling based

auditing techni
irregularitics.

ques of identifying and understanding the broadest measure of the types and characteristics of

il

!
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and
cators
ank and other stakeholders with
and implementation, so as to facilitate
and system response. Indicators identified in a DIR may

ator, it reasonably believes that an ixregularity is probable. INT reports its indj
old of persuasion because it seeks to provide the B
reliable observations of risks to Bank funds
ropriate policy, design,

: subsequent INT investigations, in which investigators further identify indicators to
th reasonable sufficiency (more likely than not),'? that Bank rules have been

etation of Findings. Tt should be noted that the identification of a contract

fong indicators of irregularities does not signify that the contract—-or project itself—
been subjected to any irregularities; rather the contract merely possesses an elevated
100d that irregularities have occurred during the contracting and/or implementation
n the other hand, given the manner in which corrupt actors may have concealed

1 acts, the absence of any indicators does not imply that a contract or project has
ected to an irregularity.

ts exhibiting indicators of irregularities are, in general, subject to a higher risk of
d to irregularities than contracts not exhibiting such indicators.'*  Therefore, the

number of coptracts within a project found to exhibit indicators of irregularities is certainly an

important sta
identified in»
irregularities
are the types,
50 as to bette

ristic. Jt can be generally surmised that a high number and diversity of indicators
nultiple contracts signals possible wide-spread and systemic breakdowns and

in contract procurement within a Bank-financed project. More important, howcver,
diversity and characteristics of indicators found, rather than only their proliferation,
understand the various types of weaknesses, vulnerabilities and corruption that

might be plag

uing a project’s contracting process on the whole. Armed with such knowledge,

appropriate steps may then be taken by the borrower country to tighten controls and procedures
and mitigate the occurrence of those types of indicators thereby reducing the risk and occurrence
of irregularitits on future projects.

16. More cri

that contracts

part of the dat
sequential bid

not been subj

indicators of 1
fake invoices,

the DIR must

whether those

17. More im

relation to all

assessment of]

tically, a DIR’s findings should not be misconstrued. It would be wrong to assume
within a project not outwardly exhibiting any of the objective indicators that were
a mining detection process—such as objective indicators of collusion (i.e.,
guarantees, pricing patterns)—are not necessarily free of any fraud risk, or have
icted to any irregularities. A manual review of these contracts may uncover

raud not previously detected in the data mining process, such as ghost vendors,
over-charging or under-delivery. Therefore, additional investigative steps beyond
be performed on those contracts before a definitive conclusion can be rendered on
contracts actually were at risk or have been impacted by fraud or corruption.

[}

portantly, a DIR’s findings on contracts exhibiting indicators of irregularities in
of the contracts within the Bank-financed project under review as well as an
the project’s overal] contracting process must be intcrpreted with appropriate

' This standard

ST

¢
|

i{ persuasion is dictated by the World Bank Sanctions Procedures.
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consideraticn for the project’s numcrous qualitative factors, which differ significantly across
projects, prgject components and borrower countri es, inoluding: the project’s type of contracts
(or disburse/nent activities); the complexity or simplicity of its contracting process; the number
and size of dontracts; the proportion of contracts that are ICB, NCB or local shopping; the
strength of the project’s financial management process and personnel as well as vulnerabilities to
fraud and cofruption; the quality of its documentation and record-keeping; the degree of dircct
involvement| of scnior government officials in the process; the use of any procurement
consultants or specialists; and other important considerations.

{
18. For the";e and other rcasous, the DIR’s statistical results alone arc not casi] y comparable
across the inflividual projects under review. Nor should they be cxtrapolated as representative of
the borrower| country’s entire loan portfolio or directly compared with the statistical results from
DIRs condudted within other borrower countries.

1
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Table}7. Examples of objective indicators used in data mining

Multiple bidders sharing common addresses or phone numbers

id sccurities issued by same hank, on same date and with sequential numbers, often uilized by
ifferent companics bidding for the same contract

F
d
E|id amounts clustered close to cost estimate
G

[ ]

e Common names of officers of different companies bidding for the same contract
»  Eid Evaluation Committee members having interests in companics bidding

* Pattems of same company(ies) winning bids

=  Patterns same company(ies) losing bids

*  Patterns of rotation of contract award amongst limited number of companies

¢ Unexplained variations in cost of same /similar goods amongst contracts awarded in same time

piriod or throughout a certain period of time

» Identical/similar bid prices for same Jine itcms

* Cpmpanics sharing same bapk account number

s Uniformity in bid proposal format

s Bid proposal missing

e Fdrgerics in bids

=  Ssme mistakes in bid proposals

e Bill of quantitics changed by PMU and contractor before contract award

s Diffferent data on bid proposal compared to bid evaluation report

¢ Bijl evaluation report bias

» Biljlders representatives names missing in bid cvaluation report
. Biq!dcrs representatives names the same in different bids
.

Bid prices rounded
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Table 8. Examples of irregularities and objective and subjective indicators

Bid Steurity Signs of bid security wealkness include: insufficient bid security of a winning

Weakhesses bidder; a missing bid security; a bid securily that was not on Bank letterhead and/or
lacked a serial number; bid scouritjes with sequential serial numbers: and/or false
bid securities.

Lack ¢f Competitive | Lack of competitive bidding is found when the bidding process appears to be

Bidding manipulated for the purpose of simulating competition. Indicators include

similaritics in bid proposals such as identical spelling, grammatical, and arithmetic
errors, unit prices, and formats.

Inapprppriate Bid
Bvalugtion Review

|
|

An inappropriate Bid Evaluation Review consists of: favoring a specific bidder;
disqualification of bidders without proper justification; evaluation of bidders who
should have been disqualificd; omission of an arithmetic verification as part of the
BER; inconsistencies in the evaluation of similar procurements; and/or discrepancy
between an original bid proposal and the one disclosed in the BER.

Poor Liocument

Indicators of poor document management include the absence of: procurement and

Wealntsses

Management contract documents; bills of quantities (BoQ) or other bid proposal documents; the
retention of bids in their entirety; sufficient number of cvaluated bid proposals with
dacumentation to conduct a review; records of the number of bid receipts; and/or
accounting documents,

Implementation Implementation weaknesses are indicated by: non-compliance with tcchnical

Weaknssses specifications; less worl performed than required by the contract without a price
reduction; poor workmanship; and/or significant project design changes after the
contract has been awarded.

Financial Financial management weaknesses include the fajlure (o pay invoices on a timely

Managiment basis; lack of management supervision; and authorized payments differ from the

contract amount without any justification heing provided.

Conflict of interest

Conflict of interest occurs when one person, or close family members, arc holding
positions or playing roles that impact on how the person conducts himself or
herself due to the interests inherent in the roles. Examples include holding
positions in multiple companics, competing under the same countract, or projeot
officials influencing the procurement process for the advanta ge of their own
company or that of a close family member.

Protective Bid

Protective bids arc bids submitted by one or more bidders, possibly carte] members,
who do not intend to win the contract, but rather “protect” the designated winner
(and the cartel). To accomplish this, winning bidders submit bids closc to the
estimated contract value and losing bidders submit considerably higher-priced bids
compared ta the wirning bidder in order to simulatc a competitive procurement
Process.
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KENYA DIR METHODOLOGY

19. Kenyta’s DIR began in January 2006. Details of the two-step contract review process for
Kenya’s [JIR were as follows: |

20. Phase One — Data collection, entry and selection of subser of contracts 1o review, The
DIR Team| led by INT, with the support of other Bank Units including the Procurement Policy
and Servicps Group (OPCRP) and the Kenya Country Office, met with Ministry officials for
each projeiit selected to Sécure government cooperation while undertaking the review. The Team
then obtainjed comprehensive data and information related to each project’s contracts and
disbursement activities in order to review that data for objective indicators to identify and isolate
the subset of contracts and activities eligiblc for manual examination. The data collection
process toor< place from January to March 2006.

(2) Over a ten-week period utilizing six staff, data and information specific to the

(b) In addition to contracts, data and information from pre-existing database sources were
colleeted related to the procurement and disbursement activities for over 0,000 grant
actiyities under KHADREP (as compiled by NACC-FM) and textbook procurement
under FPESP for 18,100 schools across Kenya .

21, Selection of contracts 1o review. The procurement-related data within the various
databases wals mined to identify a subset of contracts and activities that warranted further manual
cxaminatjoniby the DIR Tcam. The critcria and method used to select the subset of actjviti es
differed depending on the project and type of contracts or activities.

(2) Produrement Contracts, The DIRDB was mined to determine which of the 450
contiacts related to intema) or external procurement within the four projects should be
seledted for review. The DIR Team searched for contracts that exhibited specific
objeqtive indicators consistent with potential irregularities, such as deviations from
agregd upon procurement procedures, unusual or inconsistent pricing, collusion and
conflicts of interest. See Table 7 for 3 sample list of these indicators. Of the 450
contracts entered into DIRDB for the four projects, 135 contracts exhibited one or more
of th¢se indicators, '

|

" Refer 1o the gyjidance provided in the General DIR Methodology section as to how to intorpret the findings of (he
initial objective sicview and data mining. Also refer to the guidance related to the lintitations of the DIR contract
review sclectioniprocess. The presence of objective indicators is not nccessarily indicative that irregularities cxist,
Conversely, the {lbsence of objective indical'qs is not indicative that irregularities, or the risk of them, do not exist.

~
i
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22, As disdussed previously,
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DIR methodology selects
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23. Phase ;
second phase
under rcview
detailed man
relating to pr
staff, govern;

i€am sought to review the

Tesource and logistical Nimitations,

LSP Textbook Procurement.
=L J X000 [rocurement,

| logistical constraints, the DIR was able to examine textb
ited number of schools out of the 18,100 schools within Kenya. The DIR Team used

data from the comprehensive FPESP database developed by
its sample to review that were at a hi gher risk of exposure to
DIR Team looked

graphic locations and other criteria and selected 35 schools for site visits. The DIR
m ultimately visited only 30 sch

"Wo ~ Procurement,
of the DIR took pl
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ADREP Grant 4 clivities. Fi

om an z.tctivity list provided by the NACC, the DIR
grant activities of the 150 largest grant recipients ranked by

Organizations (NGO),

aber of docum entation
activities. The actj vitieg

only a small portion of
anual review by the DIR

Similar to the grant activities, due to timing, resource
ook procurement for onl ya

PwC to select schools for
iregularities. In doing so,

at enrollment figures, the school’s use of 1ts bank accounts,

ools within four provinces duc to logistical

rictions. Again, simjlar to KIADREP grant actjvities, only a small number of
pospible schools were m

anually reviewed as part of the DIR process.

the objective of the DIR is to identify a subset of contracts and

at risk of exposure 1o irregularities. The DIR bases its findings on
g prooess for a subsct/sample of contracts within the
contracts for its sample based on the presence of specific
d-like criteria that are detected through data mining procedures, rather than random

sed techniques. The sample of contracts initially sclected is not intended to
)V those contracts susceptible to irregularities, but it
'y exhibit the set of known fraud-like indicators looked for by the DIR, and thus are
ible to irregularities than the contracts not exhibiting such indicators.

merely reflects those contracts

financial management and implementation reviews. The
ace in Kenya from March to April 2006. For each of the projects
the subset of contracts or activities identified in Phase One was subjected to a

1al review. The review involved the examination of available documentation
pcurement, financial management, and implementation; interviews with project
nent officials, contractors, and beneficiarics; site inspections and ficld visils.

Detailed recotds of the Team’s review and supporting documentation are retained by INT.

!
(a) Thel
techn

PIR Team conducted a detailed manual review using forensic cxamination
iques on 70 of the 135 procurement contracts highlighted from

Phase One. The

The data mining;
irregularitics and

process is merely a
thus warrant

powerful tool utilized by the DIR to determine which

coniracts exhihit a risk of
additional manua) review.
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€am was unable to revicw all 135 contract
nstraints,

s maijnly due to time and resource
ne Team also reviewed the
) of the 18,100 schools und
'gest 150 grant recipients
‘*IADREP.

procurement of textbooks and the financial management in
er FPESP, as well as 53 of the 225 grant activities of the
(ranked by currency value of grant funds received) under

24. The sL:cond phase was divided into three reviews:

(2) Prc
bid
exa
(BE
Cor

(b) Finimcial management review. The aim of the

in tk

curement review. For each contract reviewed, the Team examined the contract
ling and award phases in order to identify indjcators of irregularities. The review
mined the full procurement packages, including contracts, Bid Evaluafi on Reports

R), winning and losing bids, and any correspondence between the Bid Evaluation
pmittee (BEC) and the bidders;
i

review was to identify any weaknesses
€ control environment as well as discrepancies betwcen formally codified procedures

and flaily cxecution. The process consisted of a review of the financial control

arev
selex
orga

cnvirornent, identification of weak fiduciary practices/adequacy of internal controls, and

riew of audits. The Team examined specific transactions related to the contracts
ited under the procurement review: interviewed management of the implementing
lizations; and reviewed financial reports, audit reports, and project financial

management reports; and

(c) Imp:

ementation review, The Team undertook site visits for the contracts selected for

review to physically verify the results of implementatjon, interviewed stakcholders and

bene
limit
Servi

orph:
the g

ficiaries, and reviewed implementation-related documentation. The Team was
2d in the extent to which it could verify implementation given the nature of the
tes and goods provided under the projects (e.g., feeding programs for HIV/AIDS

IS, awareness programs, distribution of condoms, and purchase of textbooks), and
rographical spread of project sites.

|
|
|
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PROJECT DETAILS

Kenya HIV/AIDS Disaster Response Project (KHADREP) CR 3415-KE

CTION

oject. The Kenya HIV/AIDS Disaster Response Project (KRHADREP) is part of a
country HIV/AIDS program for the Africa Region, which aims to significantly
//AIDS prevention, health carc, and treatment, particularly for vulnerable groups—
in of child-bearing age, and high-risk communities. KHADREP supported five

s: (f) prevention and advocacy; (/i) treatment and support to the infected and

) management and coordination; (iv) mitigation of socio-economic impacts; and (v)
nitoring, and evaluation. The project was approved on December 9, 2000 and
cember 31, 2005.

9. KITADREP: Disbursement summary (amounts in

USS$ millions as of April, 2006)
SB[ EAReeatans |

i
o
3]

IDA-3

4150

[ ,ﬁ: o
0.00

Closed | 56.63 56.63

26. Projecr,
funded anti-}]
Unit (PIU), t
Canstituency

structure. Funds under KHADREP were disbursed in the form of grants that
UV/AIDS activities (hereinafter “activities”). The GoK's Project Implementation

pe Nationa] AIDS Control Council (NACC), and its local affiliates, the

AIDS Control Councils (CACC), were responsible for awarding the grants and

monitoring tlie implementation of the activities. NGOs, Community-Based Organizations

(CBO), and I
activities,

27. Previou
serious progr
the Presidenty
uregularities,
and the awar
NACC staff.
identify any i
D&T to cond:

‘aith-Based Organizatjons (FBO) (hereinafier “grant recipients™) implemented the

s reviews. Both a GoK review and an independent review of the NACC showed
am shortcomings. In 2003, the Efficiency Monitoring Unit (EMU) of the Office of
of Kenya began an investigative review of the NACC and noted serious

including instances of fraudulent practices in financial management, procurement,
L of grants." The EMU review resulted in investigations and the replacement of
Tn 2005, the Bank requested that the GoK review internal control systems and
nstances of fraud and conruption under KHADREP. In April 2005, the GoK. hired
ict the review. D&T identified cvidence of malfeasance and serious shortcomings

in the governance and control cnvironment. '

'* The report wa

'$ Based on the f

DIR.

5 ultimatcly issued in April 2005, and transmitled to the Bank on May 27, 2008,

ndings of the D&T report, the Kenya Country Team requested that KHADREP be included in this

B

p———r

g
y

. —
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28. DIR s

exer
(b) Inte
con
inst

STRICTLY CONFIDENTTAL

rope. The Team reviewed threc operations under the project:

(a) Grar

1t award and exccution. The DIR reviewed the grant award process as well as the
ution of activitics by the grant recipients;

'rnal procurement. The NACC and the CACCs also conducted procurement of
racts for services and goods, which they needed in order to function properly as
tutions. The DIR reviewed this intemal procurement; and

(c) Fi'n:ll.ncial Management. The Team revicwed the financial management arrangements
\h{lthln the NACC and the CACCs. 1t also reviewed the activities of the NACC’s
Financial Management Agent (FMA), responsible for managing the disbursement of

fung
Acci
insti

fo

29.  Comparison before and after the 2004 EMU review. The DIR tested whether significant

changes had -
review, whic

GRANT Al

30. Selectio
the NACC, t}
ranked by c

I>

therefore, selg

§ to organizations receiving support from NACC under the Community Initiative
sunt for KHADREP. The financial controls, the organizational structure, and the
rutional capacity of NACC and NACC-FMS were also reviewed.

bceurred in the level of irregularity indicators before and after the 2004 EMU
1 resulted in investigations and the replacement of NACC staff. The Team,

cted contract