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SUMMARY OF RESULTS

The fiscal year (FY) 2005 Consolidated Appropriations Act included an amendment that stated,
“With respect to the provision of assistance for Egypt for democracy and governance activities,
the organizations implementing such assistance and the specific nature of that assistance shall
not be subject to the prior approval by the Government of Egypt."* The amendment gave
USAID the authority to provide funding to NGOs and other segments of civil society that were
not officially recognized by the Government of Egypt. USAID/Egypt initiated a direct grants
program in 2005 and experienced funding increases, specifically for the direct grants program.

Since the program began in 2005, the Egyptian Government has asked USAID to stop funding
Egyptian organizations that are not registered with Ministry of Social Solidarity (MoSS) as
required by Egypt’s law on nongovernmental organizations. The government has also asked
USAID to stop funding U.S. organizations that do not have a standing agreement with the
Ministry of Foreign Affairs (MFA) or are otherwise not legally able to operate in Egypt.

After the citizen-led massive protests against the government that led to the resignation of
President Hosni Mubarak, USAID/Egypt increased its support of democracy and governance
programs. Starting in March 2011, the mission implemented the Transition Support Grants
Program, designed to help develop democracy by increasing public participation in elections
and political processes, expanding access to justice and attention to human rights problems,
and promoting transparency and accountability. This resulted in the mission working with a
wider range of civil society and labor organizations, youths, political party representatives, and
others.

To fund this program, USAID/Egypt reprogrammed $65 million for democracy and governance
activities; $32 million came from no-year funds (which do not expire) and $33 million from the
FY 2010 Economic Support Fund.? Between April and September 2011, the mission awarded
and obligated more than $45 million to 16 Egyptian and 8 U.S. grantees. USAID/Egypt
transferred the remaining $20 million to the U.S. Department of State’s Middle East Partnership
Initiative and Bureau of Democracy, Human Rights, and Labor.

As of November 30, 2011, USAID/Egypt had disbursed $9 million to grantees. For the
Transition Support Grants Program, the mission used cooperative agreements, grants, and
fixed obligation grants (FOGs),® based on the type of work being performed by the respective
grantees and the level of USAID/Egypt involvement. (Appendix Ill compares the funding
instruments.)

! Although the provision originally was specific to Egypt, a version of this provision for worldwide
application has been included in the appropriations legislation every year since its introduction.

% Congress established this fund to promote the economic and political foreign policy interests of the
United States by (1) providing assistance to allies and countries making the transition to democracy,
(2) supporting the Middle East peace negotiations, and (3) financing economic stabilization programs,
frequently in a multidonor context. USAID, with overall foreign policy guidance from the State
Department, implements most programs paid for with this fund.

% Unlike USAID grants that reimburse incurred costs, fixed obligation grants provide payments when
specific tasks have been accomplished or milestones have been reached.



The Regional Inspector General/Cairo (RIG/Cairo) conducted this audit to determine whether
(1) USAID/Egypt selected and awarded the grants in accordance with U.S. regulations and
(2) grants under the program were on track to achieve their goals to support democratic
development.

USAID/Egypt's democracy and governance technical evaluation committees, which review
applications, and agreement officers appropriately selected and awarded grants in accordance
with criteria described in the grant solicitation announcement, Agency policies, and federal
regulations (page 4).

As of March 2012, 12 of the 24 NGOs—with activities worth $28.5 million—were not on track to
achieve their goals under the Transition Support Grants Program. Although the program began
in April 2011, 11 of the 24 NGOs had not received MoSS’s approval to receive foreign funding,
as required by Article 17 of the law on nongovernmental organizations. On December 29, 2011,
the government raided NGO offices and began investigating NGOs that were not registered in
accordance with Article 6 of the same law—further delaying progress. The audit team
determined that USAID/Egypt did not make timely decisions to modify grant agreements in
reaction to the delays (page 4).

The team also determined that the program’s intended results will be further affected by
USAID/Egypt’'s decision to use appropriated grant funds to pay bail costs for several employees
working for two of the U.S. grantees, International Republican Institute (IRI) and National
Democratic Institute (NDI) (page 6). After the raids, the employees were charged with operating
without a license, receiving unauthorized foreign funds for activities, and engaging in political
activities; they were banned from leaving Egypt pending a trial scheduled for February 26, 2012.
On February 26, 2012, judges adjourned the trial until April 26, 2012, and the Court of Appeal
set bail at about $332,000 (2 million Egyptian pounds or EGP) per defendant. To cover the
legal costs for NGO employees at the request of the NGOs,* USAID’s Acting Chief Financial
Officer authorized the use of Economic Support Funds intended for implementing the
transitional support grants. To make the payment, on February 29, 2012, USAID/Egypt
withdrew $4.6 million (EGP 28 million) in non-appropriated local currency funds held in a trust
fund account for USAID/Egypt's administrative expenses with the understanding that the
relevant grants affected would reimburse the account. Trust funds are local currency provided
by the Government of Egypt to support the administrative and program costs of the economic
assistance program to Egypt. The Government of Egypt owns the funds and USAID/Egypt
controls and administers them. During March and April 2012, the mission deposited the $4.6
million back into the account of which $2.5 million came from obligated funds intended for the
Transition Support Grants Program.

Additionally, the audit team determined that the mission’s oversight of one of the grantees was
weak. The grantee had a $721,945 cooperative agreement and did not comply with its
accounting, audit, and records clause. The grantee did not provide any documentation to
substantiate expenditures or the overall progress of the activities. Nor did USAID/Egypt monitor
two advances it paid the grantee (page 7).

To address these findings, we recommend that USAID/Egypt:

* The 14 NGO workers were employed under grants awarded by USAID, the State Department, and
Germany.



1. Review and identify delayed projects in the Transition Support Grants Program and send
a written list to USAID/Egypt’s Procurement Office for action (page 6).

2. Make a written determination to revise, suspend, or terminate transition grants (page 6).

3. Conduct and document an assessment of the IRl and NDI grants made under the
Transition Support Grants Program to determine whether the current funding is sufficient
to complete program activities and cover anticipated costs (page 7).

4. Determine the validity of the reported results for democracy and governance activities
under the cooperative agreement and document its review (page 9).

5. Perform and document an independent financial review of the grantee’s expenditures,
and use supporting documentation to liquidate advances (page 9).

6. Determine the allowability of $526,204 in unsupported questioned costs for expenses
incurred by a grantee and recover any amounts determined to be unallowable (page 9).

Detailed findings follow. The audit scope and methodology are described in Appendix I.
USAID/Egypt's management comments are included in their entirety in Appendix Il, and our
evaluation of mission comments is included on page 10 of the report.



AUDIT FINDINGS

USAID/Egypt Met Minimum
Requirements in Awarding Grants

Mission officials identified four main criteria for evaluating the grant applications. Applicants
needed to (1) possess the requisite capability to implement the activities efficiently and
effectively, (2) propose a program that directly responded to the areas of interest, (3) propose
activities that would lead to anticipated results and expected impacts, and (4) propose a realistic
budget that was consistent with proposed activities and results, which were objective,
guantifiable, and measurable.

The mission was required to comply with applicable Agency policies and federal regulations
throughout the selection and award process. The Automated Directives System (ADS) contains
the rules employees must follow when reviewing and evaluating applications, conducting
preaward surveys, and reviewing preaward certifications, assurances, and other statements
from U.S. and non-U.S. organizations before making an award.

USAID/Egypt awarded 12 grants, 10 FOGs, and 2 cooperative agreements with a cumulative
value of more than $45 million to support its Transition Support Grants Program. (Appendix IlI
explains the different funding instruments.) The mission gave $37.7 million to 8 U.S. grantees
and $7.4 million to 16 Egyptian grantees to conduct democracy and governance activities.

After reviewing committee memos and interviewing mission officials, the audit team determined
that USAID/Egypt's democracy and governance technical evaluation committees and
agreement officers had selected and awarded the grants in accordance with the criteria
described in the grant solicitation announcement and with Agency policies and federal
regulations. The documents showed that the agreement officers obtained the appropriate
preaward certifications for all but one grantee, whose certification the mission collected during
the audit.

USAID/Egypt’'s standardized procedures contributed to its adherence to the solicitation criteria
and USAID policies and regulations. Committee members applied consistent proposal review
procedures. The technical evaluation document included the collective evaluation input from
each member, which the democracy and governance office reviewed, and the agreement
officers documented the results of their preaward determinations within the negotiation memos.

We conclude that grants awarded under USAID/Egypt’s Transition Support Grants Program met
the minimum requirements set forth by federal guidance and Agency policy.

USAID/Egypt Did Not Modify
Agreements Promptly

According to Egypt’s Minister of Planning and International Cooperation, the government has
been protesting a "unilateral" U.S. measure to direct part of its economic aid to human rights
and prodemocracy groups since 2004 in violation of Egyptian law. The Egyptian Government
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contended that some NGOs did not comply with Article 6 on NGO registration requirements or
Article 17 on approval requirements for accepting funds from foreign sources for activities.

When the U.S. Government decided in early 2011 that USAID would work directly with a wide
range of civil society and labor organizations, youths, political party representatives, and others,
the Agency knew that NGOs could encounter problems if they did not comply strictly with
Egypt’'s law on nongovernmental organizations.

Tensions were heightened after December 29, 2011, when Egyptian security forces raided the
offices of foreign and Egyptian NGOs, including some that were working under the Transition
Support Grants Program. Appendix IV outlines the status of all grantees before and after the
raids.

Some examples of the repercussions that the delays have had on the program are listed below.

e A grantee 7 months into its 24-month, $207,000 award held $23,000 in advances that it
could not use because it had suspended its operations.

e A grantee 9 months into its 12-month, $352,000 award had not started any of its planned
activities.

e A grantee 8 months into its 24-month, $328,000 award had not started its project.

e Two grantees 11 months into their 24-month, $10 million awards suspended their
operations.

e A grantee 10 months into its 24-month, $2 million award had not started its planned
activities.

In accordance with ADS 202.3.6, “Monitoring Quality and Timeliness of Key Outputs,” USAID is
required to monitor the quality and timeliness of its grantees’ outputs. Delays in completing
outputs or problems with output quality provide an early warning that results may not be
achieved as planned. Therefore, reacting early to problems is essential when managing for
results. When problems arise indicating that results may not be achieved, ADS 202.3.6.3,
“Making Necessary Adjustments,” requires missions to adjust tactics; adjustments could include
a variety of scenarios, such as developing an entirely new project or activity and simply
modifying and changing existing ones. Regardless of the tactic, USAID needs to mitigate the
risks of committing funds to grantees that do not seem able to complete outputs on time.

Aside from the delays that NGOs faced from the onset of their grants, the December 2011 raids
served as warning to USAID that the 24 grantees might not achieve their Transition Support
Grants Program goals. However, USAID/Egypt's procurement office did not make program
adjustments. As of April 2012, mission officials had not modified, suspended, or terminated
grants with time-sensitive components, significant delays, or other problems.

Mission officials said they initially believed that it was premature to determine whether the
delays would adversely affect the grantees’ ability to achieve the goals. However the mission’s
decision not to make programmatic adjustments for grantees that had implementation problems
from the beginning did not conform to USAID policy.

As a result, half of the 24 grants—worth $28.5 million—were encountering problems that
affected their ability to implement the activities and ultimately deliver the expected outputs on
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time. Although the problems that caused the delays were beyond USAID/Egypt’s control, we
make the following recommendations.

Recommendation 1. We recommend that the USAID/Egypt's Democracy and
Governance Office review and identify delayed projects in the Transition Support Grants
Program and send a written list fo USAID/Egypt’s Procurement Office for action.

Recommendation 2. We recommend that USAID/Egypt's Procurement Office, in
coordination with USAID/Egypt's Democracy and Governance Office, make a written
determination to revise, suspend, or terminate transition grants.

Funds Obligated to Support
Democracy and Governance Goals
Were Not Used as Intended

Under the Transition Support Grants Program, the mission awarded and obligated more than
$45 million to 16 Egyptian and 8 U.S. grantees between April and September 2011 to
implement democracy and governance activities. Through the provision of technical assistance,
the activities were intended to build the capacity of political parties, civil society organizations,
and other groups so they could take part in Egypt’s political reform process.

The program, however, will not benefit from the full amount intended to achieve the goals
because two grantees had to use some of their grant funds for legal costs. NDI and IRI used
about $2.5 million from their $10 million grants to cover bail and legal fees for several of their
employees. The mission’s grant to IRl was designed to allow it to support organizations in
implementing targeted voter education campaigns throughout Egypt and build capacity of these
groups to serve as watchdogs that would hold Egypt’'s emerging government accountable and
the NDI grant was designed to allow it to strengthen democratic institutions and processes.

After the December 29, 2011, raids, several NGO employees were charged with operating
without a license, receiving unauthorized foreign funds for activities, and engaging in political
activities. They were not allowed to leave Egypt pending a trial scheduled for February 26,
2012. On February 26, 2012, judges adjourned the trial until April 26, 2012, and the appellate
court set bail at about $332,000 (EGP 2 million) per defendant. On February 29, 2012, the bail
was paid and the travel restriction lifted.

To pay the bail costs, USAID/Egypt submitted a request to USAID’s Acting Chief Financial
Officer and Assistant Administrator for the Middle East Bureau to use its authority under the
Foreign Appropriations Act (FAA), Section 636(b) to pay for legal costs and bail for the NGOs
facing criminal proceedings in Egypt. In the mission’s request, it stated that Section 636(b) of
the FAA provides USAID with special authority to make extraordinary payments for expenses
incurred in carrying out its foreign assistance activities when certain conditions are met.

USAID’s General Counsel interpreted the section 636(b) to mean that the Agency could
exercise this authority when the following three requirements were met: (1) the expenditure
arises or occurs outside the United States, (2) the expenditure is necessary to accomplish the
purposes of the act, and (3) the expenditure does not cover compensation to U.S. Government
personnel. USAID’s General Counsel also stated that although not required by statute, it
recommended that equity and fairness also be considered when evaluating whether Section
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636(b) authority is appropriate where it can be established that the U.S. Government has a
moral obligation to provide relief or a special hardship would result.

USAID’s General Counsel determined that these three requirements were met. The
circumstances causing need for legal costs arose in Egypt with the majority of the payments,
including those for Egyptian counsel and bail costs were expended in Egypt. The expenditure
was necessary to accomplish the purposes of the FAA and considered integrally linked to the
purposes of the FAA. The expenditure did not compensate U.S. Government personnel; it
covered legal and court fees, bail, and other associated expenses related to legal proceedings
in Egypt. Lastly, USAID’s General Counsel determined that moral or equitable considerations in
this situation, justified the expenditure on behalf of USAID's partners who put themselves at risk
while implementing programs, particularly in unstable political environments.

Responding to USAID/Egypt’'s request, the Acting Chief Financial Officer authorized the use of
Economic Support Fund money intended for implementing the NDI and IRI grants to pay the
associated legal costs. As a result, NDI spent $1,643,400 in obligated funds and IRI spent
$830,000 that it intended to use to achieve the goals under USAID’s Transition Support Grants
Program.

Therefore in order for USAID/Egypt to adjust its plans and to reassess the expected outcomes
of its Transition Support Grants Program, we make the following recommendation.

Recommendation 3. We recommend that USAID/Egypt’s Office of Democracy and
Governance conduct and document an assessment of the International Republican
Institute and National Democratic Institute grants made under the Transition Support
Grants Program to determine whether the current funding is sufficient to complete
program activities and cover anticipated costs.

USAID/Egypt’s Oversight of a
Grantee Was Weak

Organizations receiving federal funds under a grant are required to comply with the grant’s
accounting, audit, and records clause, which requires the recipient to maintain financial records,
supporting documents, and all other records pertinent to the award in accordance with generally
accepted accounting principles. At a minimum, the grantee should maintain documentation
regarding the procurement and use of goods and services, the costs of the program, and overall
progress.

USAID is responsible for monitoring any advances it pays to grantees. ADS 636.3.3.2,
“Excessive Advances/Periodic Review of Requirements,” states that mission controllers must be
sure that grantees’ requests for advances are reasonable and not excessive for immediate
disbursement needs. They should also review outstanding advances at least quarterly to verify
that advances do not exceed immediate needs. For advances worth more than $10,000, the
grantee must return any funds over and above immediate disbursement needs to USAID unless
the excess funds will be disbursed within 7 days.

ADS 303.2.f, “Primary Responsibilities,” requires the agreement officer’s representative (AOR)
to be sure that USAID exercises prudent management over its awarded assistance by
monitoring the recipient and its performance during the award. The Government Accountability
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Office’s Standards for Internal Control in the Federal Government states that all transactions
and other significant events need to be documented clearly and that the documentation should
be readily available for examination.

The audit team determined that Human Development Association, a grantee with a $721,945
cooperative agreement to provide services that would contribute to fairer, democratic, genuine
and competitive elections, did not comply with the grant’s accounting, audit, and records clause.
It did not maintain any documentation to substantiate expenditures or the overall progress of the
activities. Therefore the audit team could not determine whether this grantee was on track to
achieve its goals under the Transition Support Grants Program.

During an interview, the managing director of Human Development Association said it paid 3
consultants to provide workshops to 30 trainers. In addition, the grantee paid 4,000 people to
(1) conduct door-to-door campaigning, (2) monitor the voter registration process and media
coverage, and (3) monitor the external and internal environment at polling stations. He said the
grantee paid all charges related to the program activities, including payments of $25 (EGP 150)
to each of the 4,000 people who monitored polling stations. The grantee also paid $0.83 (EGP
5) to each person for the door-to-door campaign for a total of $103,333 (EGP 620,000).

However, he could not provide evidence to support these payments. Later in the same
interview, he said his organization had not paid the individuals $25 each for monitoring
activities, but planned to pay them each $17 (EGP 100) when it received an advance from
USAID/Egypt.

When asked about the 3 consultants, the managing director could not provide any contact
information for them, nor did he have copies of their contracts. He said he could not remember
where the workshops took place, and he did not have attendance lists, sign-in sheets, or
training agendas.

USAID/Egypt’'s financial management office gave Human Development Association
two advances—$347,239 in October 2011 and $178,965 in November 2011.

During the audit, the managing director did not provide adequate records to support how grant
funds were used. The grantee manually recorded expenditures in a ledger but did not maintain
the records sufficiently. As a result, there were material deficiencies in the accounting internal
control procedures.

USAID/Egypt considered Human Development Association a high risk during the preaward risk
assessment but intended to mitigate its risks with a hired contractor to review expenses and
supporting documents before the mission liquidated the advances. However, these mitigating
factors did not include appropriate initial actions, like providing adequate technical assistance to
build the grantee’s capacity before disbursing the first advance.

During the audit, the mission’s agreement officer took corrective action on January 10, 2012,
and notified the grantee that subsequent advances would be suspended until the grantee
liquidated the first two.

To decrease the likelihood of financial loss, USAID can provide timely oversight of operations to
verify that funds are accounted for. With a high-risk grantee, managers can increase the
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likelihood of a program’s success by providing sufficient technical assistance up front in
documenting critical events, maintaining documentation of transactions, and liquidating funds

properly.
To determine the allowability of this grantee’s costs, we make the following recommendations.

Recommendation 4. We recommend that USAID/Egypt’s Democracy and Governance
Office determine the validity of the reported results for democracy and governance
activities under the cooperative agreement and document its review.

Recommendation 5. We recommend that USAID/Egypt’s Financial Management Office
perform and document an independent financial review of the grantee’s expenditures,
and use supporting documentation to liquidate advances.

Recommendation 6. We recommend that USAID/Egypt’s Procurement Office
determine the allowability of $526,204 in unsupported questioned costs® for expenses
incurred by the grantee and recover any amounts determined to be unallowable.

® These include costs incurred and liquidated by USAID/Egypt and costs incurred but pending liquidation
by the mission.



EVALUATION OF MANAGEMENT
COMMENTS

In its response to the draft audit report, USAID/Egypt agreed with the six recommendations.
Summarized below are the comments and the audit team’s evaluation of them.

Recommendation 1. The mission agreed to review and identify delayed projects and send a
written list to the procurement office for action.

Recommendation 2. The mission agreed to make a written determination to revise, suspend,
or terminate transition grants.

In response to Recommendations 1 and 2, the mission stated that on May 14, 2012, it formally
reviewed and documented the Transition Support Program grants to determine the adequacy of
funding for completion of program activities and anticipated costs, performance, etc. The
mission provided the documented analysis and decisions that it intends to take with each of the
24 grantees. The mission’s action adequately addresses both recommendations. Accordingly,
Recommendations 1 and 2 will be closed on issuance of this report.

Recommendation 3. The mission agreed to conduct and document an assessment of the IRI
and NDI grants to determine whether the current funding is sufficient to complete program
activities and cover anticipated costs. It plans to review their program activities, costs, and
funding in light of obligated funds available and the ongoing constraints that IRl and NDI are
operating under. The target date for completion is November 30, 2012. Based on the mission’s
described actions, a management decision has been reached.

Recommendation 4. The mission agreed to determine the validity of the reported results for
the Human Development Association cooperative agreement and document its review by
November 30, 2012. Based on the mission’s described actions, a management decision has
been reached.

Recommendation 5. The mission made repeated requests of the Human Development
Association to provide supporting documentation to liquidate outstanding advances. Because
the grantee did not provide sufficient support, the mission issued a bill of collection for the full
amount of the outstanding advances as of May 17, 2012. Mission officials said they would take
final action by November 30, 2012, upon the grantee submitting a reimbursement voucher with
adequate supporting documentation or return of the advancement. Based on the mission’s
described actions, a management decision has been reached.

Recommendation 6. The mission concurred and on May 17, 2012, it issued a bill for collection
for $526,204 for the unliquidated advances. The mission’s target date for final action is
November 30, 2012, when it will either liquidate the advance pending receipt of adequate
support or settle the bill of collection. Based on the mission’s described actions, a management
decision has been reached.
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Appendix |

SCOPE AND METHODOLOGY

Scope

RIG/Cairo conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
in accordance with our audit objective. We believe the evidence obtained provides that
reasonable basis.

The audit objective was to determine whether USAID/Egypt selected and awarded the Egyptian
transition support grants in accordance with regulations and whether projects under the program
were on track to achieve their goals to support democratic development.

Between April and September 2011, the mission awarded and obligated more than $45 million
to 24 democracy and governance grantees—16 Egyptian and 8 U.S. grantees. Grants to U.S.-
based grantees were worth $38 million (or 84 percent of the total funding), and the Egyptian
ones were worth $7 million (or 16 percent). As of November 30, 2011, USAID/Egypt had fully
obligated $45 million for democracy and governance program activities and disbursed $9 million
to grantees.

We conducted audit fieldwork at USAID/Egypt and grantee offices from November 30, 2011, to
April 5, 2012, and covered activities implemented by all 24 grantees for the period April 1 to
November 30, 2011, with updates through May 6, 2012. Interviews were conducted at the
offices of the Arab Office of Law, Arab Penal Reform Organization, Arab Program for Human
Rights Activists, Coptic Evangelical Organization for Social Services, Coptic Orphans Support
Association, Creative Associates International, Forum for Development and Human Rights
Dialogue, Hand in Hand for Egypt Organization, Horizon Interactive Studios, Human
Development Association, International Foundation for Electoral Systems, International
Republican Institute, Internews Network, Little Angel Association, National Democratic Institute,
New Horizon Association for Social Development, One World Foundation, People Marketing
Campaign, Relief International Consortium, Research Triangle Institute International’s
subpartner’s office Environmental Quality International, SAED Association for Development &
Human Rights, and United Group. Telephone interviews were conducted with the Assiut
Business Association and the South Egypt Development Association in Qena.

In planning and performing the audit, we assessed specific management controls including
verifying reported program and financial data to source documents, reporting of program results,
conducting management reviews at the functional and activity levels, and selection and
awarding of agreements. The audit team also reviewed significant management controls that
include USAID/Egypt's monitoring of project activities. We conducted the review using
guestionnaires and interviews with members of the mission and implementers’ staff, and
reviewing reports and files that the mission provided as part of its project monitoring activities.
We obtained an understanding of and evaluated