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AUDIT REPORT
ON
USAID ASSISTANCE FOR
THE COOPERATIVE LEAGUE OF THE USA (CLUSA)

PROGRAMS IN INDIA

EXECUTIVE SUMMARY

Introeduction

The Cooperative League of the USA (CLUS2) is a confederation of U, S,
cooperatives headquartered in Washington, D, C. They have maintained
an office in India since 1954, USAID/India has been funding CLUSA/India's
local support costs since September 1966, AID's current assistance for
CLUSA's programs in India is for a major PL 480, Title II Transfer
Authorization (T4), two operational program grants (OPGs) and a local
support grant of°203, 620. The TA provides 117,599 MT of vegetable oil
valued at approximately $110 million (including ocean freight) to be sold
by National Dairy Development Board (NDDB), a GOI corporation and a
co-sponsor of the project. The sale of the PL 489, Title Il commodities
for the purposes of this project has been authorized by AID/W under the
provision of Section 271 of the Act, AID's ‘General Counsel has deter-
mined that the program involved is not a government-to-government
program within the meaning of Section 206 of the Act and that it may
legally be conducted under the authority of Section 201. The funds so
generated are to be used for developing a comprehensive oilseed pro-
duction, processing and marketing system owned and controlled by the
oilseed farmer cooperatives in selected states of India. The two OPGs
provide funds totaling $850, 099 for technical assistance to: (a) the NDDB
for the establishment and efficient operation of the oilseeds projects; and
(b) the National Cooperative Development Corporation (NCDC), another
GOI corporation, for improving the effectiveness and viability of the
existing and future oilseed processing units in the cooperative sector,

Our audit covered the period from inception to June 39, 1980 during
which oil valued at about $46 million was provided under the 'TA and
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disbursements totaling $385, 194 were made under the three OPGs.-

The purpose of our audit was to review: the effectiveness and efficiency
of program implementation; the propriety and applicability of costs; and
compliance with the terms of the related agreements.

Audit Conclusions

Our audit disclosed significant programmatic, implementation, manage-
ment and financial compliance problems in the Oilseeds Growers
Cooperative Project. In our opinion, the project is currently floundering
in terms of future support and direction, Thus far, other donor support
has not been provided and there is no firm commitment that it will be
provided in the future. Host country and other local support has been
limited or in some cases, non-existent. There were serious account-
ability problems inasmuch as total oil sales proceeds were initially not
adequately accounted for, substantial sums of sales proceeds currently
estimated at up to $81 million were to be used outside normal control
areas, large unauthorized withdrawals were made from project cash
accounts, bank transfers and sales proceeds were not deposited to the
proper accounts, and interest earnings were not properly attributed or
deposited in the Special Account, Corrective action on many of these
problems has been initiated since the completion of our audit, but much
still remains to be done.

Accordingly, we have recommended that AA/Asia should delay approval
of further oil inputs or major hudgetary changes until completion of the
upcoming project evaluation, In addition, we have made several
recommendations for corrective action on specific deficiencies found.

The key problems found by us are summarized below and detailed in the
following sections of this report:

-  0Oil quantities called-forward were not realistic in relation
to the project needs. Consequently, fund generations
greatly exceeded the requirements and a substantial amount
of USG provided resources (about $20 million) are currently
invested in long term, interest bearing fixed dzposits,

(See pp. 7 to 11,)

- There haes been very limited implementation progress.

There are several major issucs, such as the lack of other
donor resources, the failure of the state governments to
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provide land for the district farms and agronomic centers

and the uncertainity concerning approval of new groundnut
processing facilities by the GOI, which will directly impact

on the project's success and viability. We have recommended
that the upcoming evaluation include a review of all the current
project constraints., (See pp. 12 to 20,)

CLUSA/NDDB violated the TA requirement by depositing only
a part of the oil sales proceeds in the Special Account until
recently. Based on pegged deposit rates being followed, we
estimated that up to $81 million of planned project resources
could have accumulated over the life of the project but not
subject to normally acceptable control features. We were
not allowed to review the use of such residual oil sales
proceeds totaling $11 million which remained in NDDB's
general account at the time of our audit. In December 1980
CLUSA reported that all sales procecds were deposited in
auditable project accounts but we noted that deposits of about
$3 million were still not in accordance with the TA, We
recommended that project records be verified to ensure

that all fund generations have in fact been properly accounted
for, and that t' $3 million is deposited in the Special
Account. We also recommended that written procedures be
developed to control fund deposits. (See pPp. 21 to 26.)

About $79 million of project resources remain invested in
long term interest bearing accounts but complete informa-
tion was not available during our audit regarding total
interest earnings., It was evident from our review that
interest carnings had not been properly attributed to
project resources therefore we recommended that USAID
obtain complete details on the application of all fund
generations and cnsure that all interest earnings are
deposited in the Special Account. (See pp. 27 to 29.)

NDDB had not maintained adequate accounting records for
empty container sales and funds realized therefrom.

Hence we could not determine if potentially substantial
revenue from this source was properly accounted for and
deposited to project accounts, We recommended that
procedures be established to adequately control this revenue
source, (Sce pp. 29 to 31,)



- There were significant violations of the procedures established
to control withdrawal of funds from the Special Account, We
found withdrawals exceeding $3 million which had not been
deposited in the project account and a large withdrawal of
about $4. 6 million which was not authorized., We recommended
corrective action and that procedures be established to prevent
future recurrence. (See pp. 31 to 33,)

- Project disbursements totalling about $8 million were question.
able as thev were not provided for under the TA, We re-
commended that USAID/India review the propriety of these
disbursements and take appropriate action. (See pp. 33 to 35, )

= Project documents do not provide procedures for control of
second generation funds resulting from reflows of praject
loans and interest thereon. Eventually, such reflows and
interest could involve significant amounts therefore we re-
commended that appropriate procedures be established for
the deposit and use of such resources. (See p. 37.)

- CLUSA did not comply with TA requirementsrelating to the
submission of commodity accountability reports; the re-
porting of losses/damages of Title II oil; and the performance
of internal reviews, We recommended that appropriate
actiun be taken to ensure compliance. (See pp. 38 to 41,)

- Progress towards the achievement of project objectives
was slow and behind schedule in the case of two of the three
OPGs, We recommended that the OPGs' status be reviewed
to estavlish a future course of action and to ensure completion
of the various activitics as planned. (See pp. 44 to 51,)

This report was reviewed extensively with representatives of CLUSA
and USAID, USAID has advised us that they believe the audit re-
commendations included herein are appropriate and that they have, in
several cases initiated action to implement them, To the extent
considered appropriate, we have reflected both BSAID's and CLUSA's
comments throughout this report. The report contains a total of 19
recommendations,
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BACKGROUND

CLUSA is a confederation of U,S. cooperatives with headquarters located
in Washington D, C. They have maintained an office in India since 1954,
CLUSA/India providec liaison with the Government of India (GOI) and
various cooperative agencies in India, and in general promotes cooperative

development activities,

USAID began funding CLUSA/India's local support costs in September 1966,
Funds for this purposc were initially provided under Technical Support,
then from Trust Funds, and finally under two AID/W regional contracts,
Effective January 1, 1979, CLUSA/India's local program support costs
were funded under an Operational Program Grant (OPG) No, AID-386-2135,
This OPG provides $203, 600 for CLUSA/India's local support costs through
December 31, 1981. In addition, since 1978, AID has been providing for
CLUSA's oilseed cooperative development program in India. AID's
assistance for this purpose comprises of the following activities:

Activity Description Amount Effective Perjod

(1) PL 489, Title 11
Transfer Authorization (TA) $99, 757,500%  ?2nd half of FY 79

No. 386-4721, 70497-000-9647 to 1st half of FY 82
(2) OPG No, AID-386-214< $ 374,800 8/17/79 to 8/16/82
(3) OPG No. AID-386-7127 $ 475,700 8/30/78 to 8/29/81

*Excludes estimated ocean freight of about $10 million,

Assistance under the PL “80, Title II TA compriscs of 117,500 MT of
edible oil and has been provided for the Oilseced Growers Cooperative
Development Project. The Title II oil will be provided in tranches of
30,000 MT each in FY 79, FY 8) and FY 81, and 27, 509 MT in FY 82,
Total projected imports over the project's life are estimated at 169, 000
MT under Title II and 99, 927 MT from other donors. The oil enters India
consigned to CLUSA under terms of the Indo-U, S, agrcement on a duty
free basis and is then turned over to the National Dairy Deveclopment
Board (NDDB) for salc in the commercial sector to generate local currency
funds for the project, NDDB is a GOI organization registcred under the
Socicties Registration Act and is a co-sponsor of the project. The sale of



the PL 480, Title Il commodities for the purposes of this project hag
been authorized by AID/W under the provision of Section 201 of the Act.
AlID's General Counsel has determined that the program involved is not
a government-to-government program within the meaning of Section 206
of the Act and that it may legally be conducted under the authority of
Section 201,

The purpose of the oilseeds cooperative project is to utilize resources
generated from the sale of Title Il and other donated oils to develop a
comprehensive nilsced production, processing and marketing system
owned and controlled by the oilseed farmer cooperatives in scleciad states
of India. The project will extend over an 8 year period (1978-85) and calls
for the organization of village level cooperatives. Thcse conperatives will
then t e formed into area unions which will own and operate their own
network of crushing facilities, solvent extraction plants and cattle feed
compounding facilities, Ultimately, the unions will be federated into a
national federation of oilseced growers cooperatives., According to the
operational plan, some 8,009 villages are to have operational cooperative
societies in the 8 selected districts by 1985,

OPG No. ?144 provides funds to CLUSA in support of its program to
render technical assistance to NDDB for the establishment and efficient
operation of the oilseeds coopecrative project. OPG No, 2127 provides
support for CLUSA's program to assist the National Cooperative Develop-
ment Corporation (NCDC), a statutory corporation of the GOI, in im-
proving the effectiveness and viability of the existing and future oilseed
processing units in the cooperative sector, by introducing modern manage-
ment systems and technigues and training of cooperative personnel,

Our audit covercd the period from inception of these programs to June 39,
1989 during which time AID had provided 58, 665 MT of oil valued at
zpproximately $46 million under the TA and funds totalling $385, 194 were
disbursed from the three OPGs. The purpose of our audit was to review:
(2) the effectiveness and efficiency of program implementation; (b) the
propricty and applicability of costs incurred under the OPGs; and

(c) compliance with the terms of the related agrcements, applicable laws
and agency regulations,

Our ficld work was performed at CLUSA/India's office in New Delhi and
at the NDDB office in Anand, Our examination included a revicw of
CLUSA, USAID/India and NDDB rccords as well as discussions with their



cognizant officials and thosc of NCDC, Wec also visited sclected storage
points for Title II oil and the Bhavnagar Vegetable Products plant,

The audit was performed intermittently during Junce to December 1980,
A draft copy of this report was reviewed extensively with both UGAID
and CLUSA, To the extent considered appropriate, thcir comments

and written responses have been reflected in this report., Except as
noted, USAID considered the audit recommendations appropriate and,
in'several cases, has initiated action to implement them.



AUDIT FINDINGS, CONCLUSIONS AND RECOMMENDA TIONS

I. OILSEEDS GROWERS COOFERATIVE FROJECT, TA NO. 9647

A. CURRENT FROJECT STATUS

There is little tangible evidence to persuasively indicate that the Oilseeds
Growers Cooperative Project will successfully reach the objectives currently
targeted on. As of June 30, 1980 USG resources totalling $46 million (not
including about $9 million estimated sea freight) were already provided
against the total of approximately $110 million commiited by the USG. In
our review of the utilization of the $46 million of resources already provi-
ded we found significant programinatic, progress, management and

financial compliance problems that in our view have not been adequately
responded to by either CLUSA or NDDB, the two co-sponsors of the project:

The project, in our opinion, is currently floundering in terms of future
support and direction. In effect it appears the project will become bi-lateral
in nature rather than maulti-lateral --- planned resources of 90,000 MT of
vegoil from other donors have already been reduced by over 63% to 33,000
MTs and there are firm commitments for only 3,000 MT or about 3% of the
multilateral donor resources initially planned. Thus far, none of the multi-
donor support has arrived in country.

Further, as of January 1981, we found no reasonable assurance that the
other 39,000 MTs of other donor commodities, referred to above, will be
made available; there are currently no firm commitmentis to provide the
regources. At the same time, Host country and other local support for

the project has been limited or in some cases, nonexistent, For example,
(a) Indian state governments have failed to provide virtually all the large
land requiremenis for district farms and agronomic centers which are
clearly critical to projeci success and (b) at the local level there is insuffi-
cient support for staie fcderacions of local cooperatives as evidenced by
CLUSA's recent request to provide al least 51 per cent of the share capital
funding from project resources provided by the U,S.G. USAID and CLUSA
have not agreed with us in citing this as an exarnple of lack of local support
They stated that the 519 funding proposal was recommended so as to give
NDDB effective conirol of the federations during their early years and also
tc provide a broader economic base io help with their economic viability,
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Regardless, we continue to believe that cooperative venlures must be
producer owned and generally locally conirolled if they are .0 represent
the grass roots interests implicit in a cooperative movement. In sum,
massive infusions of capiial and control at a centralized and national level
is more a creation of big business raither than ilie devclopment of a locally
supported cooperalive effort,

In terms of financial management and compliancc igsues, we found serious
accoun.abiliiy problems iha’ resulted from misunderstandings ot U, S. G,
requirements by USAID, CLUSA and NDDCB. For example total comraodity
sales procecds were initially nct adcquately accounted for, large unauthorized
wi'hdrawals were made from project cash accounts, bank iransfers and sales
proceeds were not deposited to the proper accounts, and in.ercst earnings
resulting from ‘he investmani of large cash accumula-ions had aoi been
properly attributed or deposited in the project special account, Correciive
action on mos. of these deficiencies has been staried but much remains io
be done. We have addressed the remaining issues further on in this report
with several recommendations for correciive ac-ion,

We concluded early on in our review of this project ihat i: should be subjected
to an intensive review io redefine priorities and project direction, UEAID/
India also arrived a: this posiiion independenily and agreed with our vosition
and has since reached agrzemen. with AID Washington and CLUSA/NLUDB on
the scope of an evaluaiion which is currenily nlanned to be performed in
February or March 1981, However, in ihec meantime USAID has also
reviewed CLUSA/NDDB requests for additional call-forwards and for major
realignment of budgzi categories. Ai th: ¢nd of December 1980 and mid-
January 1981, USAIL pariially approved CLUSA/NDDB's requests and
reccommended (o AID/W (hai an additional call-forward of 10,000 MT of
commodities and that rnost requested budget changes be approved. Thus
far, AID/W has apniovced the addi-ional call-forward of 10,000 M/ T of
commodities but no ac-.ion has becn taken on the requested budget changes,

o some degree, we belicve USAID's apnprovals are premature in light of

the facl that a major projeci cvalua.ion will be¢ undercaken in ith. near fuiure.
We also ques:ion the preojeci's necd for further resources a. this time in

light of the fact that about Rs. 162 million {or over 41% ol th: projec.'s cash
generaiions thru November 1930) remain inv.sled in intcresi. bearing accounis,
Much of this invisiment, cqual to over U, 8, $20 million, was invested fo:
periods of five and one quarter years but according to CLUSA, can be obtained
carlier if necded, Wc agre: thai this major project has the potential to
significan.dy immpaci on (he oilsceds indusiry in India but we also believe
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there are clear needs for exper: cvaluation of project direction and for a
resolution of the many problems surfaced in this report before major
budget changes arc approved or bzfore further large resourcc transfers
iake place. Accordingly, unl:ss there is convincing evidence available
that the projec. will be irreparably damaged, we believe AID/W should
delay further call-forwards or major budgetary changes uatil such timec as
project direction and priorities are firmly established.

Rccommendation No. 1

The Assistant Adminiscrator/Asia should delay approval of
furiher projcci commodity call-forwards or major project
budgetary changes until ‘he impending project evaluation is
complefed. (USAID/India officials have noi agrecd with this
recommendation. They siaied thai their recommendaiion to
AID/W was based upon d<'ailed and careful consideraiion
where they determined iha the projeci requircd addiiional

oil io (a) generatc sufficieni cash resources to continue projec:
activities and ‘b) suppori the NDDB/Fedcraiions' marketing
neiwork which requires a continuous supply of oil. They also
felt tha. the revised budget itcms should be approved to ensure
that projcci progress is noi obstructed during the inierim
period when ihe projeci is undergeing evaluaiion,)



B. COMMODI? ¥ CALL FORWARD AND FUND GENERA1ION

1. TitleIl Oil

The procedur: for determining oil quantitics io be called ‘forward was
unrcalistic. As a resuli. fund generacions werc far in excess of che projeci's
aciual needs during the period and a great deal of the excoss funding currcntly
is invested in long term. interesi bearing fixed deposiis,

Under the established proc:dure NDDE submitted expenditure budgeis for
the project to CLUSA. CLUSA then compuicd the oil quantily required to
generate th: funds and subrniited call forwards to USAID/India periodically.
During FY 79 and FY 40 CLUGSA rzaquesced 61, 500 M1 of commodiiies ‘o
generate funds equal io the projecied cxpendiiure of Rs. 333, 1 million
ihrough March 31 19481, “he quantity was com_ uted by using an estimated
gelling pricc of Rs.5.56C per M1, Againsi this, 1 SAID approved call-
forwards for 60,0303 MT. 7The quantity acwually shipped was 52,665 M'I and
after excluding shipping losses, 'S5 393 Ml was received by NDDB,

CLUSA officials statced thai "hey had reviewed the projee. ¢ xpendiiure

budgct prepared by NOCCE and NDLCB informeod us thac the budgel was based

on a best es.ima' ¢ of expendiiures considering the aciiviiics expuected to be
undcertaken during the budge! period. NDDB would not show us cither the

basis adopted to develop the project budget or the rola.cd working papers,
hence we arc unable io commen: on ihe rcasonablencss of the budgel estimalcs,
However ih: following discussion shows thal both th 2siima:vs and ihe
call-forward quantitics were far in cxcess of projec. 1cquirem nts, Furiher,
the basis of R8.5.20" per MT used o dov. lop ithe budger and call-forward
quantity was unrcalistic as ac ual sales prices were miach highor,

As of Junc 30 1980, NDDB had realized Rs, 2€2.5 nmiillion from the sale of
31258 M7 of oil. At the avirag: sclling price of Rs.<, 590 por M7, the.

total ouantity of 54,293 mctiric tous reccived by NDNDD would roalize Rs. 430, 7
million. Thus, the amount to be realized would groady « xcced the budg sicd
crpunditure of Fs. /33,1 million cxcluding the Rs, ¢ million opcrating
rescerve requestied by NDDE bul not approved by CLUSA. Morcover  as of
Jun: 35 102, the acwal cligible vxp. ndiruv. of Ra, 15,7 million, rexcluding
Rg.,L3 million in fircd deposi s5) was only four pcrceont of he Rs, 266, % willion
realized f1on the sale of oil as of thai dal.. “Thus the actual vxpendi ure
rale was consid. rably lower than ihat projcesod and for which the oil was
called forward.
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In approving the call-forward requests, USAIL did not determine whether
or not the quantity that wac to be provided by other donors would be forth-
coming According to ihe operational plan, other Jdonors were to provide

3 total of 9C. 0CC M.T earrrarked as their contiibution by 1979.80, but they
actually did not provide anythire which we helieve contributed to the early
delayc in iraplerrentation of this projeci USAIL chould have monitored

thic becauce other donor contribuiionc are an integral part of the total
project financing plan ind would bave diirectly affected the Title II oil
quantity to be provided. USAIT officials have not agreed with thic particular
conclusion They stafed that "other donor contiibutions were not that
relevant to the approval of call forwards rince the TA does not tie U S. oil
shiprants to such contributions.'" They felt that '"If the USG's intent was

to approve chipments conditionail to othar donoi contributions, the TA would
have so stated " In our view, this latter position by USAIL is somewhat at
odds with Corgressional intent which we believe clearly indicates ' that
rrulti-late1al support fo1 projects such as this chould clearly be fostered

to the desree possible.

Corrmrentins on these findings, CLUJA stated that the bufferstocking aspect
of the project recuires ctocks of oil to be available to react to rarket
coaditionc. CLUSA alco cited other reasons such as the seasonal nature of
in-country oil needs, the difficuliy of 1eceiving shiprre 'ts during the rmmonsoon
seacon, and a concern that AIT would want to purchase the oil when prices
were lowest i- the U § CLUSA also stated that the oil is not being uced
rerely to generite project funds but also to develop a rmarketing systen-.

USAIL India officialz explained that the fitsi call-forward was approved by
tbarn for initiating the project. The second call-forward left the delivery
schedulz to be decided by ATl W and CLUGA W  USAIL, India anreed that
the arrival schedula rrusi be reviewed bere in India to preclude overctocking
and to coincide witl actual budget recuirerrenis. Fowever beciuce of the
uniouez naiure of thic project, they fell there could be reacons for large buffer
stocks 2t any one tirne  USAIL India acknowled:ed that NULB did nov incut
expenditurer ar expected de:pite the fact that peneraied funds were available
They also a1dvised us that CLUZA has recently subn-iued a 1evised budeet on
the basiz of which USAIT India hiar re~uested AL Wapproval for additional
uscs of the funds. There additional usce include the purchace of aroundnuts
and investmenis in the chare capital of ctate federations, iterns which CLUSA
indicated were critical to mwove the project ahead. USAIL India indicated
that i* is in conlinuous dialo;ue with CLUSA over ihe revised budget and the
process would be closcly coordinated with future calls-forward.
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Subseouently, on Lecember 3¢, 1980, USAIr /India approved a partial call-
forward of 10 GOG T of oil aguinst CLUSA's reauest of 30,000 MT for FY 81.
The approval was contingent upon NLI B depositing all sales proceeds in the
special accountr and agre=ing to the proposed project evaluation In approving
the partial call-forward, USAIIL : India 1lso felt that there wac a need to support
the NILE - Federztion maiketing network which requires a continuous supply of
oil  USAIL ‘India plans to review CLUSA's recuirerrents for an additional call-
forward in FY 81 after completion of the upcoming evaluation,

2. Other Cont:ibutions

According to the operational plan, iotal contributions of oil during the project's
life were to be 250,000 2T, Of this, AIL was to provide 160, bv0 MT and the
rermaining 90, 00C }/T was to come fror: unidentified conors. But, there was
no specific contrritment or acsurance available regarding the other donor
contributions when the project was being nepotiated o1 at the tirmme when it was
approved by AIT. NIUIE's project proposal to the GOI indicated that Canada
had agreed to supply 3C. GOC T ard another &0 CCG M.T would be donated by
other countriec. Thus, .t appears reasonable to conclade that the projection
about other oil inputs was aa unsupported ectircate for which AIL rhould have
considered making the U.S G contributions continpent upon receipt of the
inputc.

To date, only tke U.S G. hace firmly cormmitted 117,500 MT of corrroditice

for the first threc years of the projzct. No other donors have provided any

oil althougb their entire contribution of 9¢. CCC T wase to be provided by
1976-80 NILB har 1eceived a comrmritirent for 3,000 T of rapeseed oil
wortik about £3 million frors Canada, and they expect to rececive the shipment
by }arch 1981 NI LE officials stated that Canadz2 could not provide the
guantity envisaped because ihe rapesced oil did not r 2et the re~uired Indian
gpecifications They were hopeful that Canada would provide the piojected
ouantity of 30. GOG T ultirstely but added that this would depend on experience
with the first chipment

CLUSA bhaz recently informed USAIL ‘India that "2 total proposed piogran: of
33.00C 47T oil iz likely to be forthconting from Canada over the next three
yearz. .'" Thus the ortginally envisaged contribution of 90, 00C M. T will
not be forthcorrina nor is there 2 firn~ corrrritnrent fron Canada for the
remaining balance of 30, ¢00 I'T



3. Project Financing Plan

The operational plan projected fund generations of Rs. 880 million from the
Title II oil input of 150, 006 }.T, and Rs. 495 million fron~ the 9C, 000 M.T oil
to be provided by other donors. In other words, the projected generations
from these sources were to be Rc. 1,375 reillion These zenerations were
computed at 2 cstandard selling price of Ks. 5, 50C per V'T. Fowever as
ctated earlier, ibe actual selling prices were much higher. At the current
average pe1! ton rate of Ks. 8,590, the sale proceeds would be Rs.1,374. 4
mrillior. for just the Title IT oil and this alone would ecual the total projected
fenera:ions fron the cale of all irported oils  In addition, the 90,000 MT
of other donated oil would have realized Rs 773.1 million at the current
average r2¢e. Thus, if the entire 250,00C T were received a total of about
Rs. 7,148 rrillion would have been penerated and there would be a surplus of
Re 773 million compared to the initial projectcd recuirements for the project.

It is pertinent to mention that to zenerate the projected Rs. 880 rrillion at
currert prices, only 107, 445 /T of Title II oil would be reqguired as azainst
the TA quantity of 117,500 M T and the total of 1460, 0C0 1/.T planned during
the projects' life. We 1ealize that funding needs of the project nay have
changed due to inflation, and t-e actual selling priccs in the future may be
more or lecc than the current avérage rate Nevertheless, we believe there
ic 2 need for USAIL to review the overall project funding in relation to the
oil to be provided by the other donors and the irend of selling prices that have
previiled thus far. USAIL chould deterr- ine whether the 146, 000 MT of oil
will ctill be necded to genzrate the renuired funds, and whether the U S.
contribution should be predicated upon the other inputs.

CLUSA bas r1ecently wubrritted a reviced fund generation staterrent and budget
On that bacis, USAIL India reauecied AIL W's approval for new usec of
project funds in addition to the orininal 7 line iterns approved in the operational
plan. Thec: new uses arc for: a revolving fund for the procurernreni, storage
and roarketing of oilsecds; investrrcnt in chare capiial of state federations;
procurement support to new cooperative federations lo rmeet interest paymenis
on ronay borrowed by ther fror corr i-cicial banks: extendin~ cooperative
support to oiher areas such ac ficheries comrodity bio-gac plants, and water
reanaperent; and manaremeni iraining for graduate studente corrrritted to
work in project areac. USAIL [ndia bas deferred approval of another line
item concarning projzce funding of operaiional losses of NI TR duiing the

fi1zt four vears of the project until further 1eview duting the upcoriing

nroiect evzluation. Tetails of the otiviral and revised fund seneration and

budpet astatermen: aic furnizhad in Oxhibit A
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We do not believe these major new usec (involving Rs. 349 million or about
$43 million’ of project funds zhould be approved until the completion of the
upcorring evaluation becausce of s:veral unresolved cuestions which directly
irnpact on the projcct's future viability and direction These include the
lack of other donor support and the absence of any ciunificant commitment
that other donor support will be provided in the future; the failure of the
state governments to provide land for district farrrsz and agronor.ic centers;
and the ambiguity regaiding NITB's market intervveniion program. In
addition, CLUEA hac no’ yet provided un operations research study report
which ic critical for forrrulation of project strateriec and policies, for
projecting a detailed implermentation plan. and for USAIL /India's future
moniioring purposes.

CLUGA's reviced proposal also included substantial change to one of the
original line itemns. An additional investroent of Rs. 363 n-illion is envi-
saged for purchase of processina facilities without cla1iifying the current
uncertainty 1egarding GCI approval of new proundnut processing facilities.
CLUSA clairc that approval for new facilities was obtained.ac a recult of
the project being approved by the GOI and that only industrial licences are
now required but here apgain, there is no indication of whether the licences
will actually be iscued.

Resolution of all the above factors, plus establicshing adecuate financial
controls, is in our view necessary before any further call-forwards or
budgetary chancees are authorized. Both these csubjects are discussed in
greater detail in the following two report sections.
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C PROJECT IMPLENENTATION

Sorne progiess has bean made towzrds projzct objectives, but the accoraplish-
ments thus far bave been limited in relation to the established targets. [Lelay
in project initiation, unrealictic prograrrming and lack of other donor inputs
ai an early date have been factors contributing to the limited progresc.
Presently, we believe project viability is questionable :nd that recolution

of the many probler: areas discucsed below should be cpecifically addressed
by the various experts participating in the immpending evaluation of the
project.

1. Project Planning

According to the operational plan, the projcct comprises of 9 major activi-
ties and is to be iimpler-ented in two phases, In the first phase, operations
are to be initiated in eight celected dictrictc. The sz2cond phase will complete
wrplers entation in the eight dictricts and initiate operations in tweclve addi-
tional districts. Achieverent benchrmarks chown in the opsrational plan were
to be used to evaluate the project at the end of the first phase which was
originally expzcted to be completed by the end of CY 1979 o1 early CY 1960.
T'ue to initiation delays the planned iwo to three year period will now extend
to mid 198! or =id 1987

The operational plan wac reviced on Lecercber 1, 1978 when it was obviouc
that the project'c initiation would be delayed because none of the projected
110. 600 ¥77 of oil (Titel 1I 5G, COC 1T, and other donated oil &C, CCC 17) had
been received. Eecaure of the delayed start and corne changes in the project
CLUSA furnished a veviced operational plan on January 25, 19C¢ USAIL
India has not yet approved the revige:d plan pendine reczolution of certain
matters, cuck as deposits of oil sales proceeds and CLUSA's rronitoring

and evzaluation procedures. According to this revised plan the fi: st phase

is now ccheduled for cormpleiion in mid CY 1981 or vid CY 1982,

ihe project'c rroals are broad and interirn benchmarks have not been estab-
liched for rnany activities as indicated in the following soction AAG:Wash-
ington Audit Feport No. 81-8 dated October 23, 1980 rccor~r~ended that this
be done. Further, USAIL India also stated that a detailed and adequate
project iinplerrentation plan is reauired and 1t will insist that thic be
incorporaied ir ihz reviged operational plan



2. Froject Procresc

According to information available in the prozregsc reporis and data provided
by CLUSA /NLLE, the status of the nine major activitier at the tirme of our
audit warc ac follows:

A

{a' Project Authoy ity and Cooperative Structure

NIT B has ascigned project rmanazin; authority io the Qilseed
and Vegelakle Oil Winy (GVOW'. Zxcept for the szcretary,
none of the key mananserial pocitions which were to be filled

by the end of the fizct pliase have been filled. Instead, NI IB's
staff iz cur:iently performiasy the funciions of ceveral of the key
positions

Model by-lawe fo1 village cooperatives and ciate federations
bave been developed, Gujarat and l“adhya Pradesh (M P
Statees have ectabliched federations and another four stiates to
be covered by the project have initiated aciion towarde the
ctreation of an institutional rtructure for irnplew entation of
the project,

(b* Villag: Grower Societizs and Lerronstration Plots

84 cooperative socictizs covering 300 village: have been
ectabliched in Gujarat and 1 2. States and 125 demonciia-
tion ploic arc ir action Per the operational plan, 850
villapges were to hiave operationil cooperatives with an
anticipated 35C devroncirziion nlots at the end of the first
pbuse but no interirs benchbnrarks were esiablished. Thus,
on a s:raishtline bacic, about 475 of ¢ach should have been
operatianal by iz tirme cince 1bout half of the vevised
first phare tiire period bas elip-ed.

trict Farsre and Axiension Services
Tiakt dictrict far+~ s of abouc 30C to 4GC hecrtarcs each
were o be operatioral at the end of the first phase. In
each disirict farr~ ros-e 3C0 ha were io be rererved
for seed r-ultiplication, and 50 ba (o1 der onstraiion of
irrproved culiivation r-ethodsz.  Zach farir waz also to
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bave other facilities, such as a laboratory, tractoirn, and cprink-
ler systemc for irrication Luring the firct year of tha project,
three ruch farme were to be siarted. Againgt this, one wrnall
farr of 16 ha hac been establiched and CLUSA advises an
additional 71 k2 farrr wac provided in another area. Thus

very litile proprecs has heen possible to date with respect to
ceed muliiplication and derconstration of improved cultivation
rrethods., IMorecover, it ic doubtful whether the cmall forms
provided thus far will be cconorrically viable units or will serve
the purpose iniendcd.

CLUSA sinted that the lands for district farms were to be
provided by ihe state yovernments and that NCT B has coniin-
aency plans to commercially purchase cuch farme if necessary.
They alco fezl that conciderable prosress hars been mrade in
demonsit stion of irrproved culiivation methods which they caid
wac done il the village leovel rather than 2t the dictrict farms,
Neverthelece, thore have been very limited local land inputg

to this critical project arca woich clearly will have a significant
irrpaci on project succecs unlesc resolved soon.

Proceccine Facilitiec

One o1 two exicting procesting plzmt" with crushbing and
solvent extrac:ion fac:lities were propored to be acquired
in the firco year of the project. The processin: facilities
acaouired werve to purchage 7C, 000 /T of groundnuiz from
villase cooperatives. Two zucl: plants were accuited under
tre projec:, but only 3, 688 i77T of «roundnuts were procured
fiore villame cooperatives as of the audit date Moreover,
trw piocescing planic acquited were of ~uectionable viability
or iuvolve heavy invectrrent o repairs.

Crne of thece plante. Zrtavnavar Veoctable Products (BEVE),

ig undes livuidation and NLI B acquired interir: iranagernrent
viohte in Tecertbeai 1977 as a 1eculi of Court orders. NILLB
rac since opetraied the plant under a leag: which hac been
extended frorm tire to tirnz, Accordin Lo aviilable inforrra-
tior, BV T wac incorporated as a corrpany i Noverrber 1645
By ihe end of 1975 the eniive c:zplnl of BVI?, itc reservec
and curpluses were wiped oui, and it stopped manufacturing



activity. BVP's audited annual report as of Lecember 31, 1975
showed a loss of Rs.20. 2 reillion and total debts, corsprising

of loans and current liabilities, of Ra. 31, ¢ million. Thus,
NILLB's decision to acquire interim iranagement of the plant

at a fixed compensation of Rs. 3. 6 million per annurs plus 37-1:2
percent of BVP's net profits appears to be unsound.

The BVP plant hac incurred further operating losses of Rs.12. 8
million since NI T'3's assurrption of roanagerrent throuch March
31, 1986. This loss ha: been charped to project funds by NLL B
which, ir our opinion, is hishly questionable NI IB told us

that actions necescary to make BVP an econonsically sound and
profitable oper.ition will be taken after the High Court'c decision.
NILE stated that it own engineers had made an assesement of
the BVP plan:, but they would not show us a fecasibility report

on the plant or their analysis of its condition that had been
prepared prior to assuiring BVP's managew 2nt. Feace, we
have no idea about the future prospects of this plant. Moreover,
BVP does not enjoy a cooperative status, which was a precon-
dition for project asczistance. The cuestion of who will ultimately
own and operate BVP is also unclear at this time. USAIL /India
agreed with us and ctated that it has acked CLUSA to provide an
econormsic feasibility ctudy on 3VP's present and future operations,
and on the plant's relationship to the project.

The othzr plant, purchased under the project at a total cost of
Fe 5 * million, iz Lotus Cil Mille at J amrnagar., NLIB's
technical report of January 1986 ectir ated that an additional
total capital invesztrrent of about Rs. 2. 1 nvillion would have to
be rrade foi repuairs and renovation of buildings and equipment.
Fowever, ain Auguct 198G renort of NLL 2 showed that only the
12ill's fivst phace renovation will cost Bs 4,4 million, or more
than double the ectirrate. There will be additional simrilar
cosis for the second phase for which estirates were being
worked out. CLUSA state. that the incteased 1enovation

coste arc {for additional facilities and to rmake the 1mill more
efficicnt. Nonetheless the proposed outlay will probably excecd
the w:ill'c acquisition cost and we question whether projact
funds wer: soundly invested. We feel thai because of the cub-
stantinl additional investroent in renovation coric that the rr ill's
econornic viability chould be reviewed USAIL India agrecd
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and ctated that it is requesting a specialist for thic purpoce as
2 part of the proposed evaluation team.

In addition to the above processing facilitiez, the GOI has given
a letter of intent io the /P federation authorizing thers to estab-
lich a soybean processing plant. The Gujarat federation has
alco applied for a licence to set up a groundnui processing

plant and 2 hydrogenation plaat. Fowever, in view of the COl's
declared policy that ruch groundnut processing planic will be
approved in the srnall sector only. it is uncertain whether or
not the licence will be aranted  The GOI kad in fact turned
down a girnilar application from another siate. NLIB informed
uc that they have cought the state governmeni's intervention and
were confiden: of getting tho GOl approval for the Gujarat
fede:iation's proposed plant. CLUSA ctated that the NI'I B
proiect proposal approved by the GOI included such planis and
they felt that this point would be in NLL£&'s favor should
problerms develop in obtaininn approval for new facilities.
CLUGSA furtber siated that the GOI policy apparently refers

only to oil r:-ills and not to extraction p ants which are contern:-
pl ated by the project. They alco caid that the Gujarat state
governmr.ent har decided that only coopes itiver would be allowed
to build new procescing plants

CLUSA's vespoar: ic vazue and we believe that rather than
btank upon ascurspiions, USAIL: India should determrine what
impact the GCI's policy will bave on the project. A favorable
resolution of the problesrs in thic area iz critically important
becauce 40 percent of tha total dircct invesirent of the project
is planned on cuch facilitier.

Qperations Tegearch, toniioring and Inforriation

An Cperations Research Croup ‘OFGY was o be forrrmed ac coon
ac poscitle after proj:ci irmplen entation ctaried to conduct an
operations researct ciudy ir the project arear. The CRG war
forired and five expa:riaic conruliants were provided under
OPC No 21474 at a coci of about 554 {GC NI I'D officiale
ciated that they could no: desive full benefit frorm the concul-
tants' virits as they weire unawale of the existing technolozy
inthe U 5, A  NULE feli it the corsultants' vicits would

bave beew more uceful if ey were ~ade afier the NI L2 tean 's



visit to the U S, which iz yet to materialize According to
CLUSA, the NIL® tears's visit was deferred because of the
delay in CPG approval and the extreme urpency of getting the
ctudy completed expeditiously. NL1 B informed us that the
recomr.endations made by the consultants have been incorporated
in the integrated repori prepaied by thern., CLUSA ard NI'LB
chowed ug the congultants' individual reports but they have consis-
tently refuced to provide the iniegrated ORG report stating that
it was confidential and was yet to be forrtalized. NIIB officials,
however inforrred us that they have not fully accepted the
consultante' recorrrrendations because: (a' data on technolopgy
and plant specifications was insufficient: and /b’ they want to

cee for themsclves the by-product {dal' procescing which ic

still in tke pilot stapes of developroent in the U.5. They

ctated that a final decision on the recormmendations would be
roade after their perconnel completed their trip to the U S
whick ir tentatively schedulzd for April 1981. Further, the
OF G report hac not been furnished to USAIL India either. This
repori is irrportant to NLI'P to foirrulate project strategies and
nolicies for :he project, and for suidelines to monitor and
retiieve inforrnation on thz projeci. It is also critical for
UUAIL's rronitoring and evaluution that they know NLL B'c
sirategies and policies on projzct irmmplemrentaiion. Accordingly,
UEAIL should promrptly obtzin 2 copy of the CRG consolidated
report prior to approving the rcviced operational plan. USAIL
India hrg agiecd with uc and ctated that they have repzatedly
asked CLUSA to provide a copy of the 1eport, but this has not
been donz co far.

A Concinuing Inforrration Systernn was to be cet up to monitor
production and supply of vegeiable oil in the project areas and
in the major derrand centere. According to NL L B, this sycten
kac 1ot been ectablished co far. CLUSA, however, stated that
the cyster: has been ectablished aiid was used to do a deiailed
rrearlket survey {io find oul consusrption pattern of oils! in four
citiec  Fowever according to CLUSA'z project mronitoring
teport, the curvey was dorne as a ctart ia the SRG ctudy It
wan done ar a part of colleciing data on rilk and rrilk products
We do not believe thal the rurvevs can be concidered ac the
establichment of 1 cystern  17orecover, the sysiers was to
inonitor produciion and supply in ihe pioj2ct a1cas, and not
orilly for ziudving consur-ptior patterns If any sycter: wac
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established and used for the stated purposes, we were not
shown 2any evidence to establish that accomplishment,

(f) Marketing

The project envisages procurcment and marketing of imported
and indigenously procured vegetnble oils in such » way as to
contribute to the stablization of supplies and pricee at levels
which will be fair to the consumers and growers. The NDDB
project proposal states that the current overall deficit in veg-
oile fluctuates from 300, 033 tons to 899, 900 tons annually,

It estimated that if OVOW has control of 299, 00) to 437, 99 tons
annu>lly this will be 2 sufficient quantity to enable vegoil supplies
and prices to be stabilized,

The opcrationzl plan projected a procurement of 154, 030 tons

of oil fromdomestic and external markets during the first year
of the project. NDDB, however, did not procurc any oil
reportedly because of lnck of funds ~2nd the delayed start of the
project. According to TLUSA, the fact that 2 two fiscal year
supply of U,S, donated oil arrived during » nine month period
2lso precluded the need for additional oil procurement. Hence,
marketing activities h~ve thus f2r been limited to only the

Titel I 5il. The sales werc made to consumers through the
cooperatives and federations (18, 177 MT) under the retail
distribution program at prices fixed by NDDB, and to wholeszlers
under the market intervention progr-m (13, 981 MT). The market
intervention activities, undcr which there are no restrictions
imposed on price o1 locztion ~nd the buyers/scllers quote their
own prices, are undertaken when there is insufficient demand
and stocks pile up., Thus, the project's contribution, if any, to
the stabilization of oil supplics and prices would have been very
minimal thus far. TFurther, it is doubtful if the project can have
a significant impact on supplics and prices in the near future
because NDDB's market intervention activities will be quite
limited in relation ts the tot~l market,

CLUSA stated that NDDB can keep oil prices within an acceptable

5 to 6 percent price range by controlling a 15 percent chare of
the market, While CLUSA's statement may be true, the market
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(8)

(h)

(i)

intervention program and the impact it can have on prices and
supplies needs to be evaluated, US AID/India stated that it is
actively reviewing the entire concept of market intervention.
Further, the proposed evaluation team will have 2 markcting
expert to ascist in this analysis and dialogue with CLUSA,

Research in Product/Process Development and Packaging

NDDB has created » Product and Process Development Unit
within CVOW. Some work h2g reportedly been done in develop-
ing a dal 2nalog and blending of groundnut and soybean oils,
However, rescarch on the major items mentioned in the
operational plan has not been started.

Arca Laronomic Centers

The oper=tion=l plan anticipated establishment of three area
agronomic centers during the first two years of the project;
one in the first year and two more in the second year. None
of the center's have been established to date but the M, P,
federation is considering establishment of a center.

CLUGSA ctated that only one agronomic center was to be started
during the first phnsc, and the two others were to be started
during the second phase., CLUSZ contended that due tc = typo-
graphical error the word year w~s mentioned in the operational
plan, USAID/India agreed with CLUSA, However, CLUSA's
contention is not supported by the NDDB propos~l to the GOI
on which the operational plan was based, The NDDB proposal
clearly stated that two more centers would be started 'during
the second year of the project (1572-80), ' Moreover, the
nroject Budget Direct Investment Schedule in Appendix B to

che oper=tional plan also showed that funds were budgeted frr
the two ~dditional 2gronomic centers in the second year, and
not in the cecond phase of the project.

Manpower Development

The operational plan projected that 1509 man months of training
would be provided for employces and participants in the cight
m=jor activities by thc end of the first phase, to be fcllowed by
2ddition2lly scheduled tr-ining as rccuired. According to CLUSA,
282 man months of training h=d been provided 2z of Jeptemboer 390,
1989, 15



In sum, there has been very limited implementation progress in several
key ~nd critical areas, There 2re several major issues which will directly
impact on the project's succees and viability., These issues include the
=bsence of any major commitment of othcr than U,S, G, resources, the
failure of the state governments to provide land for the district farms or
agronomic centers, the uncertainty regarding approval of new groundnut
processing facilities by the GOI, and the ambiguities concerning NDDB's
market intervention program,

Overall there has be:n no real indic2tion that either the GOCI or the stxte
governments arc willing t> support implementation of thic project, We
believe the 2lmost complete f2ilure by the statcs to provide land for the
farms and agronomic centers és indicative of limited interest >nd support.
Furthcr, if the federal government does in fact prohibit or seriously
limit the establishment of processing facilities, the prsjects' chonces
for suaceos 2re relatively limited, 4t nny rate, it is urgent that these
issues be recolved promptly and thecy should be claocely reviewed by the
project evaluntion tecam. At thc moment, we don't know if the issucs
exist becauce »f pror planning and lack of clerrances before the project
was appraved for AID funding or if ~ real problem dses in fact currently
exist,

Recommendation No, 7

The Director, US/{IL/India should reguire CLUSA to furnish,
. ithin 39 days of the issuance of this report, the ORG rcport
and the eccnomic fensibility report an the BVP plant,

Recommendation No, 2

The Director, UC/ID/Indix should reguire the projcect evrlu-
ation team t> review current project congtraints including o
review of the vizbility of the two proceesing plants 2covircd
t> datc and NDLB'c market intcrvention prgrom, Thc team
should ~les review whether »r not the »ther »il inputs, tho
Iand for district farms ~nd ~granomic centers, 2and GCI
approvals for new groundaut proccesing facilitice will be
provided ~s wnvisagod and if not, the impact the 1nck >f these
resources will have on projoct vinbility, USAID/India should
take appropriate action reg-rding the prject'c future, bascd
on the avaluntizn teem's findings, (USZAID hos indicater] that
most of the anbove itume »re includid in the prapascd evaluas
tion scope ~nd that they will Casurce that ~denu-te attention is
given by the evaluntion temm to ~ny of the ~boves itome not
specific:lly included in the scope,)



D. FINANCIAL MANAGEMENT

1. Special Account

Contrary to the provisions of the TA, only part of the funds gencrated
from the sale of Title II oil werc deposited in the Specizl Account, Sub-
sequent to completion of our field work, CLUSA reportcd that the re-
maining funds were also deposited in auditablc projcct accounts as of
December 23, 1980, However, we noted from their »eport that some
deposits were still not in accordance with the TA and intevest earnings
from project funds are still 1ot properly accounted for.

According to the TA and the operational plan, all sales proceeds from
Title II oil were to be depositcd by NDDB in an auditable S ecial Account,
NDDB, however, deposited the sales procec 's at a fixed rate of

Rs, 5, 500 per MT of oil sold, whercas the rates actually realized ranged
from Rs.8,315 to Rs, 19,980 pecr MT. The residual sales proceeds over
and above the Rsa. 5,529 par MT rate were deposited in NDDB's general
account which was not cubject to USG audit.

The above issue of accounting for the excess fund generation is of major
importancc simply because of the magnitude of funds invelved, For
cxample, bascd on current sclling prices and the planned level of USG
and othcr donor commodity inputs, we have calculated that a total
equivalent to $81 million of excees generations would have been
accumulated over the lifc of the projcct that would not have been deposited
to the project's special account. Almost $5? million of that amount would
have been generated from USG provided resourcces hut not subject co the
usual budgetary controls or norma! monitoring reouirements of the USG,
Undecr initiol procedurcs, the funds in question were apparcntly going to
be deposited in NCDB's geoneral account to be usced for unspecified projoct
purposes but ther: has been no roal explanation of what they intended to
usc the funds for. In our vicew, it has beon evident from the very beginning
of this projoct that funds gencrated in excese of the planned deposit rate
would be substantial in total amounts, Accordingly, we askced USAID to
cxplain why this lack of 2ccountability was accepted, how this massive
reserve and uncontrolled funding wos to bhe used and accounted for, and

if thc re was any cvidoince available to gubstantinte the intended use,

USAID advised us that they were unable {H answer our quoestions becausce
we assumed® (1) that they accepted a2 lack of rusponsibility for the excess
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funds generated and (?) because we assumed such generations were
evident., They pointed out that therc has been a considerable change

in their staff since inception of the planning for this project and that
their files give a different picture than our first assumption indicates,
Specifically, they felt the files clearly document their position that there
is no lack of accountability in the formal records and that they acted
promptly in bringing the matter to AID/W's attention after it was pointed
out to them by AAG/W auditors in January, 1980, They said, ''In
retrospect USAID clearly was remiss in not having procedures which
would have required financial and programmatic rcview of CLUSA/NDDB
accounting procedurcs beyond that given by the FFD office. This is
particularly true since this was a new project with an institution which
previously had not been accountable for AID or PL 489 funds., Un-
fortunately this was not done. "

"In conclusion, USAID did not anticipate gencrations in excess of project
recuirements and expacted to fully account for all funds, USAID still has
no intention of generating funds in excess of thosc rcauired for the
approved projects, Howcver, therc have been changes in what CLUSA/
NDDB perceived to be the ground rules, and normal modifications in
project design occurring from implementation experience, A revised
OP and AID cvaluation are rcquired to determine what the approved
budget should be. Thesc reoguired actions arc undcrway, "

For the most part, USAID's above comments do not clarify how these
funds werec to be used or controlled but, as the following analysis shows,
the matter has cssentially becn corrected and is nct expected to create
futurc problemas,

As of June 30, 1989, CLUSA had rcceived and turned over to NDDB
55,898 MT of Title Il oil. Of this, NGDB had sold 31, 258 MT as of that
date for Rs, 268,57 million ($34, 65 million). 1/ NDDB, however, dcposited
only Rs.171.92 million ($77. 18 million) in the Special Account and

Rs. 11,17 million ($1, 45 million) in the project operating account
controlled by GVOW, The b2lance of Rs, 85,42 million ($11. 92 million)
was reportcedly deposited in NPDB's gencral aceount and not subject to
normal USG monitoring <nd control mechanisms.

1/ Conversion Rate: $1 = Rs, 7, /5.
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According to CLUSA, the Rs. 5, 500 dcposit rate per MT was based on
NDDB's October 1977 project proposal to the GOI and it was discussed
between CLUSA and USAID/India. CLUSA's internal memo dated May 3,
1979 showed that any amounts rcalized cither excess to or less than

Rs. 5, 500 per MT were to be considered NDDEB's contribution to the project
and deposited in the project operating account controlled by OVOW rather
than the Special Account, This procedurc clearly contravened the TA
provisions and there was no rationale for the residual funds to be shown as
an NDDB contribution. Moreover, NDDB and CLUSA did not even comply
with this adopted procedurc z2s only Rs. 500 per MT of the excess sales
procecds in the NDDB gencral account were actually transferred to the
project account. As of June 39, 1980 the remaining funds due from the
NDDB general account totaled Rs, 85, 43 million ($11. 02 million) and

these were not identified as project resources, There were no project
controls maintained over these resources, no budgetary control and there
still has been no adcquate explanation as to how or for what purpose this
large amount was to be utilized, Further, NCDB would not show us its
general account records, hence we could not verify the current status or
location of the funds.

This violation of the TA provisions relating to dcposits of all sales
proceeds in the Special Account was pointed out in February 1980 by
AAG/Washington (Audit Report No, 81-8, 13/23/80). In September
1989 AID/W confirmed the primacy of the TA over any other under-
standings and recquired that all sales procceds over and above the
Rs.5, 509 per MT ratc for both prior and futurc sales be deposited in
a second auditable Special Account. A recent CLUSA letter advised
USAID/India that NDDB has instituted the sccond Special Account as of
Dccember 23, 19890, and the status of fund generations through
November 39, 198) was now as follows:

TOTAL FUNDS GENERATED

From sales of Title II oil Rs. 393,567,777
From salcs of cmpty drums 8?3, 685

From penalties collected from dealers for
failure to lift oil as per contract 85,575
From iaterest carnings 588, 747
From othetr miscecllaneous reccipts 79,401
Total Rs, 397,145,185

e ————
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DISTRIBUTION OF TOTAL FUNDS GENERATED

Deposited in first Special Account at Rs, 5, 500
per MT Rs, 251, 540,897

Deposited in the Project Account as

(2)
(b)
(c)

Indian contribution @ Rs. 500 per MT 22,867, 354
Empty drum sales proceeds 823, 685
Interest and miscellaneous receipts 753,723

Deposited in second Special Account as:

(2)
(b)

Cash 159, 526
Fixed deposits to be deposited upon
maturity 116, 000, 000

Rs, 392, 145,185

Thus, the total fund generations have now reportedly been deposited in
auditable accounts, However, we have not verified the sales proceeds

or deposits since June 30, 1980 and thus are unable to comment on the
accuracy or othcrwise of the amount depousited, or of the accuracy of the
preceding financial statement in gencral, since much of the activity
occurred subscquent to our ficld audit, We, however, noted that the
following deposits totaling Rs. ?3,621, 077 are still not in accordance with
TA requirements:

(2)

(b)

Rs.?7,867, 354 rcpresenting oil sales procecds at the rate

of Rs. 510 per MT which have been deposited in the Project
ficcount rather than the Special Account as required by the
TA and subsequent AID/W ruling mentioned above, Further,
the TA stipulates that CLUSA's written approval is necessary
before withdr2wals from the Special Account can be made for
identificd project expenditurcs. Such direct deposits in the
Projcct /ccount would bypass this approval rcquirement.

Rs, 79, 7] mainly rcpresenting insurance claim proceeds,
and shown as other miscellaneous receipts in the CLUSA
statement, were again depesited in the Project Account,

This is contrary to the TA which rcquires that such proceeds
be deposited in the Special Account,
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(c) Rs.674,322 representing funds generated from sources other
than drum sales, such as interest earnings and penalties,
was also deposited in the Project Account. The TA's intent
dictates that such program related generations should be
handled in the s:me manner as the sales proceceds and
deposited in the Special Account. Their use would then be
subject to the same procedures and controls as those pre-
scribed for Special Account funds.,

At our request, CLUSA did provide us details of the fixed deposits totaling
Rs. 116 million, such as their term, rate of interest, and they also deter-
mined from NDDB that the certificates arc free of any encumberances.
Most of the fixed deposits are invested for a five to six year period and
most arec earning intcrest at the rate of 10 per cent per annum, However,
based on the information provided, we determined that interest earnings
were not accurately accounted for. A more detailed discussion of interest
earnings and recommendation for corrective action is presented in part 2
of this section.

Accordingly, USAID/India should ensurc that all fund generations are
deposited in compliance with the requirements of the TA, and obtain
complete details of fixed deposit earnings since inception of the project.
In addition, the TA should be amended to recflect the change regarding the
establishment of a second Special Account. Further, since the NDDB
general account should not be used for the deposit of the projects sales
proceeds, USAID/India should ensure that adequate procedures are
developed to guarantec that oil sales proceeds are promptly deposited

in the project's two Special Accounts,

Recommendation No. 4

The Director, USAID/India should schedule a review of
project records to determine that all project fund generations
as of November 30, 1980 have in fact been properly accounted
for., In addition, USAID/India should require that fund
generations totaling Rs. 23,621, 077 be deposited in the Special
Account, and obtain a report evidencing that the transfers
have becn made,
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Recommendation No, 5

The Director, USAID/India should take necessary action
to amend the TA to reflect the institution of the second
Special Account and to clarify the procedures to be
followed for depositing all oil sales proceeds in the two
Special Accounts, Specific written procedures should be
developed to ensure that all funds generated are promptly
deposited in 2 manner acceptable to AID,

CLUSA Comments to Section D 1:

We find this section to largely ignore past history, contain unsubstane
tiated innuendos, and be misleading as to actual events and therefore
we must take strong exception to it.

Using a pegged value for donated commodities was used in Operation
Flood (on which the OGCP is modelled) and has been accepted by many
other donors to NDDB (WFP, EEC, Canadians, etc.). The rationale
for this is that the commodities are worth a certain basic value - pro»
curement costs plus shipping costs - and any funds generated in excess
of this value by sale in India are actually coming from the Indian con-
sumers and therefore should not be officially subject to donor control.
It should be noted that th Rs. 5,500 /MT basis was discussed with and
concurred with by USAID and AID/W officials and therefore NDDB and
CLUSA werc operating in good faith in agreement with the understanding
on this bacis concurred with by all parties.

This section zlso complctely ignores the fact that NDDB is a public trust
subject to innumerable audits and that therc has been no indication of any
misappropriation of funds.

(Audit Note - The prescntation of the above comments from CLUSA does
not imply cither USAID or audit office concurrence therewith. The reader
should also ncte that we were not permitted to audit NDDB general
account records and that we have not made any allegations regarding
misappropriation of funds nor do we have any indication that such a
prcoblem exists, )
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2. Interest Earnings on Sales Accumulations

Known interest earnings totaling Rs, 1,074, 971 realized from the invest-
ment of project funds had not been deposited in the Special Account at the
time of our audit. There were other intercst earnings from investments
made out of the oil sales proceeds not transferred to the Special Account,
but the exact amount thercof is not known since we were not allowed
access to NDDB gencral account records,

During August 1379 to July 1980, NODB invested a total of Rs. 85.5 million
with nationalized Indian banks as short term deposits (Rs. 27,5 million)
and fixed deposits (Rs. 58 million), The details are:

From Special Account Funds Rs.71 million.

From Part of the oil sales proceeds
retained in NDDB's General Account 14,5 million

Rs, 85.5 million

Our rcview disclosed that as of September 14, 1980, NDDB had received
Rs. 1,249, 355 as interest on these investments, including Rs. 16,078 en
the investments made from thc NDDB retained funds, Of thesc interest
earnings, NDDB dcposited Rs. 130, 192 in the Special Account and

Rs. 35,192 in the Project Account. The balance of Rs. 1,074,971 was
decposited in the NDDB general account, whereas it should have bcen
deposited in the Special Account, We also noted that an additional
amount of Rs. 762, 391 had accrued as interest on these investments
through September 30, 1980, NDDB had not reported the interest
carnings to CLUSA as of the audit date nor had CLUSA assured that such
revenue was deposited in the Special Account. Thus, CLUSA has not
excrcised adequate control over interest carnings of the project,

NDDB's annual financial report as of March 31, 1980 showcd that they
earned intercst totaling Rs, 3. 7 million during April 1, 1979 to March
31, 1980, We do not know how much of this intcrest was carned by
NDDB on the investments made from the oil sales procceds retained by
them as NDPDB did not show us the general account records. However,
our 2nalysis of NDDB accounts, per their annual report, showed an
increase of Rs, 99, 2 million in interest bearing accounts during the year,
This increasc, according to sur analysis of the annual financial accounts,
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was largely due to the retained sales proceeds, Thus, it would be
reasonable to conclude that most of the intercst earned during the
report period was on the retained sales procceds invested by NDDB
and, if so, that amount should be deposited to the project Special
Account.

Commenting on our finding, CLUSA stated that the interest carnings
decposited by NDDB in the Special Account and the Project Account were
coriect as per the basic used during the audit pecriod, CLUSA felt that
the remaining interest earncd on the retained funds was not required to
be deposited in the Special or the Project Account under thc basis used
at that time., We do not agree with this since there was no rationale for
NDDB to have retained any interest, Further, CLUSA did not state
anything about whether or not the total interest earnings on all oil sales
procceds will now be deposited in the Special Account, In view of the
reccent decision that the total funds gencrated from the sale of Title II
oil should go to the Special Account, 21l the related interest earnings
should also be similarly deposited,

According to the recent status of project funds furnished to USAID/
India by CLUSA, Rs, 116 million of thc residu=l oil sales procceds were
lying in fixcd dcposits as of November 30, 1980, CLUSA later furnished
us details on these fixed deposits znd informed us that they were not
encumbered. The status of the fixed deposits of Rs, 116 million was as
follows:

Estimated
Interest
Deposits Rate of Received Cr
Made During Duration Interest Amount Accrued
(Months) ( Million Rs.) (Million Rs,)
11/79 to 8/89 63 10% 82.00 1/ Rs, 5.5
7/89 39 8.5% 8.00 2/)
7/80 to 6/80 12 7% 26.00 2/) 1.4
116, 00

1/ Fixed dcposit plan under which interest carnings are automatically
reinvested ~nd also then carn interest at the came rate,

2/ Interest assumed to be paid quarterly,
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Our computation showed that these deposits would have earned or accrued
simple interest of about Rs. 6, 9 million as shown above. Approximately
Rs. 1. 4 million of that amount probably has been paid to NDDB in addition
to the Rs, 1.2 million which was reccived, as mentioned earlier, on other
fixed deposits. . Thus, against estimated interest receipts of approximately
Rs. 2, 6 million, NDDB transferred only Rs. 588, 747 to the Project Account
as of November 39, 1980, At the moment, we do not know if NDDB
accounting records reflect the approximate Rs. 5,5 million of estimated
interest earnings shown on the Rs.82 million indicated above as being in
an automatic reinvestment plan, Actually, the earnings specified of

Re. 5.5 million should even be higher because our computation was based
on simple interest carnings whereas thesc particular investments would
be earning interest on a compound basis,

Given all the uncertainties indicated above, we belicve it is imperative
that USAID/India verify the intercst earnings to date and ensurec that
such earnings are deposited in the Special Account(s) or are adequately
accounted for in the Project's fixed deposit accounts. USAID/India
agreed that there is a need to kecp adequate track of interest earnings
and has told CLUSA that any interest carned should be deposited in the
Special Account,

Recommendation No., 6

The Director, USAID/India should obtain complete details
from CLUSA/NDDB on the application of 21l funds generated
from the sale of Title II oil since inception through
Novcecmber 30, 1980. This data should include all funds re-
gardless of whether they were held by NDDB or deposited

to project accounts., Such detzils should list 211 the invest-
ments made out of the total oil cales proceeds and the
intercst earnings thercon, USAID/India should verify the
accuracy of these details to NDDB records and verify that
all intercst carned to datc on these investments is deposited
in the Special Account., Further, USAID should require this
action to be completed within 30 days of the issuance of this
rcport.

3. Empty Container Salcs

NDDB has not maintained adequate accountability records for empty
container sales and funds realized therefrom, Section G of the TA
provides that proceeds from the sale of empty oil containers will be
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used to finance project costs such as transportation, storage and
packaging, and other expenses that may be authorized by AID. The TA
is gilent about whcre the sales proceceds should be deposited.

Under the procedurc followed by NDDB, containers werc disposcd of

in two ways: (a) some were sold along with the oil and their price was

included in the total oil sales price; and (b) the balance of the oil drums
were received back from the purchasers and scparately sold by NDDB,

NDDB did not maintain adequate accounting records for the total containers
received from the U.S,, those sold under the above two procedures, and
those still on hand. They only furnished us an accounting up to the period
ending March 31, 1989 for containcrs scparately sold by NDDB, Further,
the support for even this limited information was not available, hence we
could not verify its accuracy or reconcile their accountability for empty
containers,

According to available data, NDDB had realized Rs, 550, 921 from the
sale of 5,550 empty drums as of June 30, 1980, Of this amount, only

Rs. 42,006 were deposited in cash in the project account. The balance of
Rs, 508, 915 was deposited in the NDDB gencral account and later
accounted for in the project account through adjustments of the accounting
records. NDDB officials stated that since they had a c: :dit balance in the
project books, this madec no diffcrence, However, we found that as of
June 30, 1980 NDDB had 2 debit balance of Rs, 687, 348 in the project
books,

Subsequent to the completion of our z2udit, CLUSA informed USAID/India
that NODB had deposited Rs, 823,685 in the Projcct Account as empty
container sales proceeds., Since they did not furnish any other data, such
o8 the number of drums received and sold under the various types of
sales, we could not determine the completencss or accuracy of the
deposit,

NDLB has sold a t»>tnl of 160,684 il drums through retailers and whole-
salers as of Junce 30, 198). At the average sclling price of Rs. 100 per
drum, the total potential revenuc from these drums would amount to about
Rs. 16 million or about $7 million. We realize the actual revenue would
be less since some oil sales were madce with drums, Nevertheless,
considering the large amount involved and the potential revenue from this
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source, we believe USAID should obtain a complete and up to date
container sales accountability and, in conjunction with CLUSA and NDDB,
formalize procedures regarding accountability and deposits of container

sales proceeds,

Recommendation No, 7

The Director, USAIL/India should obtain an up to date
accounting for container receipts and szles, require
NDDB/CLUSA to establish procedures for accountability
and deposit of container sales proceeds, and require that
current and future container fund generations are deposited
in accordance with such procedures.

4, Withdrawals from the Special Account

There have been significant violations of the procedurcs established to
control withdrawal of funds from the Special Account. We found with-
drawals which had not been deposited in the Project Account and large
withdrawals which were not authorized.

The TA provides that when funds from the Special Account are required
by NDDB's Oilseeds and Vegetabl: Oil Wing (OVOW), a written request
will be submitted to NDDB and CLUSA indicating: (i) the proposed use
of the requested funds in broad areas; and (ii) that except for a mutually-
agreed-upon operational margin, funds previously received from the
NDDB's Special Account have been fully utilized as demonstrated by
documented proof of expenditures in NDDB-OVOW files, After
receiving the request and upon the joint written approval of CLUSA and
NDDB, funds arc to be promptly transferred to the OVOW Froject
Account,

Our review disclosed the following vinlations of the established procedure:

(a)  During July to December 1979, NDDB withdrew Rs. 27. 39 million
from the Specizl Account. This amount was deposited in NDDB's
own bank account rather than the OVOW Project Account. OVOW
officials explnined that since the project bank account was not
established until January 23, 1930, thce amount was deposited in
NDDB's bank account, Howevcr, they did not furnish any
reaxsons for the delay in establishing the project bank account,
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In the project records, the amount of Rs, 27, 39 million was
shown as a debit to the NDDB 2ccount, Of this amount,

Rs, 76 million was invested by NDDB in interest earning fixed
deposits and the balance was being used for project expenditures
incurred by or through NDDB, OVOW officials stated that
project fund generation started after June 19/9 but NDDB had
initiated project related ~ction before that in consultation with
CLUSA under the preproject action plan, NDDB was, there-
fore, reimbursed for the funds used by them for the project.
They further st2ted that it would not have made any difference
to the Special Accourt if the money had been transferred to the
Project Account and “rom there to the NDDB account,

We found CVOW's cxplanation unacceptable and unsubstantiated.
First, the routing of funds through the Project Account was re-
cuired by established procedure, Second, according to the
details provided to us, preproject expenscs amounted to only
Rs, 791, 624 until March 31, 1979, Thus, there was no support
for OVOW's claim that the Rs. 27, 39 million (of which Rs, 26
million was in fixed deposits) were repaid to NDDB on account
of preproject costs,

(b) OVOW's withdrawal request of Rs, 109, 36 million was approved
for only Rs,. 56,36 million by CLUSA, However, OVCW withdrew
Rs,. 96. 13 million, or Rs. 36, 77 million (about $4.6 million)
more than the 2pproved ~mount, =2s of September 30, 1989, Cf
this Rs, 36,77 million, CVCW h=d reported Rs, 14. 17 million
to CLUSA in its sami-annusl reporte for the period ending
June 30, 1985 and the balance of Rs,. 72, 60 million withdrawn
in August and September 1980 was yet to be reported to CLUSA
in 2 subsequent report.

Commenting on our findings, CLUSA stated that: (2) we have considercd
preproject cxpenditures up to March 31, 1979 only whereas the project
did not officially begin until July 1, 1979: (b) it has not yet accepted
NDDB's semi-anau2l report for the perinad ending June 30, 1989, hence
the status of any withdrawals for this period is yet to be finnlized; and

(c) reports are duc szmi-annually and the fugust/Septemboer 1980 with-
drawals were not.due to be reported as yet,
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We have based our statements on the preproject costs on the data
furnished to us by NDDB, Moreover, CLUSA's explanations do not

alter the fact that very substantial unauthorized withdrawals were made.
It was evident that CLUSA's control over project funds wzs incffective

to prevent the unauthorized withdrawal of funds from the Special Account.

Recommendation No. 8

The Director, USAID/India should require CLUGA /NDDB
to corrcect the unauthorized withdrawals from project
accounts by cither having the funds restored to the Special
Account, or by approving the fund withdrawals for use¢ in
future project activities bascd upon OVOW requests pre-
pared in the reouired format,

Recommendation No, 9

The Director, USAID/Indin should require CLUSA to
establish control procedurcs over the project Special
Accounts that will effectively prevent unauthorized with-
dr=wnls of funds in the futurc,

5. Project Account

(2) Project Disburscments

4 total of Rs, 85,3 million had becn tr'msf\,rred to the Project
Account ~s of Junc-30, 1980 as follows:

Transfers from Spccinl Account {includes
Rs, 77,293,002 paid to NDDB ~nd not deposited

in the Project Accrunt), Rs,73,579,105
NDDE-CVCW Contribution 2t Rs, 592 per MT 11,168, 7298
Sale of Empty Cont~incers 550, 921
Insurancc »nd othor Recoveries 71, 418
Accounts Payable 16, 263

TOTAL SOURCES Rs, 85,336, 005
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Cf this ~mount, disburscments totaling Rs, 62, 0 million had been made
as of Junc 30, 19897, The balance is represented by a bank balance of

Rs, 23, 3 million,

Rs. 75,7 million of the expenditurce were questionable as therc was no
provision therefor under the TA and the operational plan, Details of
such questionnble costs are furniched in £xhibit B, In addition to these
auestionable costs, we observed that in August 1980 OVOV transferred
Rs, 40 million (about $5 million) to NDDB recportedly for working capital
provided by NDDE t» BVP, This transfer is guestionable on the grounds
that BVF does not enjoy cooperative status which is a precondition for
assistance from project funds,

CLUSA disagreed with us z2bout the incligible disburscments, 2nd their
comments arc included in Exhibit B, USAID/India, however, agreced
that bascd on the approved operational plan and the TA provisions, our
findings are correct. USAID/India stated that the project operation

plan and thc budget arc being revised and will be thoroughly reviewed.
Mcanwhile, USAID/India has reccommended to AID/W scver=2l changes
which, if approved, will rcgularize some of ihe questioned expenditurcs,

Regrrding the usc of project funds for unauthorized purpos<s, w noted
that CLUS. hns not accepted USAID/Indin's prerogotive of prio= approval
before unplanned expenditurcs werce made, CLUSA has statod that the
governing documents do not provide for prior USAID/Indix ~pproval =nd
that an amendment of the TA would be nccessary for this purpnse,
Meanwhile, CLUS/ said it cxn only t~ke note of USAHID/Indin's objectionsg
while continuing with the neccssary action, According to 2+ ‘lible corres-
pondence, CLUSA has since procceded to nuthorize withdrawal of funds
for the purposc of cstablishing revalving funds which ic not an approved
use for project funds. This was done ~fter epecific USAID/India's inst-
ructions t> the contrary,

In our vicw, this 2ction by ~ USG grantce who has reecived gronte in
excees f $102 million is ~ rother serious matter that should be quickly
resolved,  To ~void similar unauthorized uses in the future, considern-
tion should be given to ~mending the T/ t> require prior AID approval
for major uses of project funds that are not specificnlly provided for in
the T# or rclat.d documents, In “nswer to our denft report USLID felt
dur statements in this and the proccding paragraph "wore unduly harsh
"nd to 1 very great oxtent uncalled for,'' They stated that ~ Docember
1969 £ID/V eakle "takeo cogniz-nco of the unique situation the project
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found itsclf in as a result of the incompatibility between project documents
and actual and planned project implement2tion, The cable offered three
options but indic~ted AID/VW's preference for the third which provided for
CLUSA/NLDR to continue project disbursements for proposed uses subject
to refund in thc event any such pronssed uee being disapproved l-ter, "
Here ngain, we believe this ie » cuestionnble procedure becruse there is
nno apparcnt funding source to reimburse expenditures that are later found
to be unncceptable. Z.ccordingly, we continuc to belicve this matter should

be quickly resclved,-

Recommendation No, 10

The Director, USAID/Indiz should review the propriety of

the cucstioned disburseme nts totaling Rs, 65, 7 millinn

(Rs. ?5, 7 million plus Re. 42 million) and reaquire restora-
tion to the Specinl Account of disbursemcents ruled to be
incligible for pr:ject financing, Further, US/Z1D/India should
~mend the T/ to recuirc prisr ZID ~pproval for ony major
usce f projcct funds that ~re nat specifically provided for
undcr the TA,

In addition to the cucstionable disburscments mentionzd ~bove, there
werc other cuection~ble casts included in the expenditurcs incurred
under >pproved action items, These re detziled under (b) and (c)
bel>w.

(b) Survey Chorges

£8 of June 39, 1929, GVCV/ hnd ch-rged Ks, 67,57 to project
funds ~¢ curvey cherges Hr the Titel I »il shipmente received,  Scctinn
211.9(c) ~f + IC Reg. 11 provides for s zimbursemont of survey charges
incurred by voluntiry ~gencices by the Chymmodity Credit Chrporostion
(CCC) »n veceipt of the survey-r's invaico, fceordingly, CLUS
forworded the survey rs' inv dicoo U CLUSA/V, but did not know
if the ~mounts were rcimbussed by CCC, The reimbursements
received from CCC shhuld be determined and rest :ved ts the project
funds t: ~void duplic~tion of ch~rpes. 7 las, procodures should be
estrbliched ¢ handle simil~r charges in the futurs t ~vaid ny posci-
bility ~f duplic-~tinn,
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Commenting on the finding, CLUSA stated that it knows the amounts
rcimbursed to CLUSA/W by CCC and is establishing 2 procedure with
AID and NDDB to handle such reimbursements, CLUSA, however,

did not specify the amount reimbursed by CCC to date or describe

the proccdure it is establishing, Therefore, we have no way of knowing
that any such charges have been or will be restored to project accounts,
We believe that an accounts receivable should be set up for such costs
and appropriate adjustments should be made when reimbursements are
received from CCC,

USAID/India agreed with the finding and stated that it will review this
matter,

Recommendation No, 11

The Director, USAID/India should require that survey
charges paid from project funds be accounted for 2s
Accounts Receivable from CCC ~nd cnsure that such
expenditurcs are not reflected in project costs, USAID/
India should also obtain 2 repart on survey charges
incurred from project funds and CCC reimbursements
received to date and verify that appropriate adjustments
have been made in project records,

(c) CLUSA Monitoring Costs

The NDDB/CLUSA agrecement provides for reimburscment of
CLUSA's project monitoring cssts from funds generated from the sale
of Title Il oil, Zccording t» project records, such monitoring costs
totalled Rs, 493,859 a5 of Mrrch 31, 1980. Thesc comprised »f the
rupze c2sts 2f CLUSA/Indin (Rs. 219, 702) ~nd dollrr costs of CLUSLSW
(Rs.274,157). Supporting dicuments for CLUSA/W coate werc stated
ta> be avrilable in the U,S. and were therefsre not verified by us.

Ve revicwed the expenditure of Rs, 281, 612 incurrcd by CLUSA

through Junec 30, 1980, including Rs. 719, 797 adjusted in the project
books through the dzte of sur ~udit., Our review discloscd gucstionable
caste tot~ling Re. 11, 995 ~nd uncupported cost of Re. 1, 400. Details

of these costs, ~lonowith CLUS/.'s comments, ~rc furnished in Exhibit C,



USAID/India stated that CLUSA's explanations appear reasonable, but
each item will have to be reviewed, USAID/India has agreced to do this
and will take appropriate action.

Recommendation No, 12

The Director, USAID/India should review the guestioned
and unsupported costs and require fund restoration-to the
project of 2ny costs found to be incligible.

6. Reilows of Loan Proceceds

OVGY/ had loaned Rs, 7. 8 million ar of the audit date to Gujarat
Oil Growers Cooperative Federation (GGGCF) for the purchzse of 2n
oil mill located at Jamnagar., The total cost of the mill is ectimated
at Rs, 5.6 million, Under CVOW's established procedure, 30 percent
of the tot~1 amount will be given as a grant and 79 percent 25 a rcpayable
I>an,  The lann will be repayable in semiannual installments over 70
years, with ~ five yanr grace period. The loan will recuirce interest
2t the rote of 8-1/7 percent per annum -nd interest for the first 5 yenrs
will be crpitalized and ~dded to the losn amount, We were ndvised that th
I5an agrecement between OVCW and GOGCF was in process of being
finalized ~t the time of our »udit, CVOW officials could not state the
purpose for which loan reflows and interest, when received, would be
used, nor ic there 2ny pravision in the project dhcuments as to how
such szcond gemeration funds should be used,

Addition=2l similar loans are likely to be provided by CVOW to the
croperatives and state federatinns aut of the projuct funds., Eventunlly,
cuch riflows and interest cruld be substontinl and formalization of
procedurce regarding their deposit ond future use should be developed,
Cne possible usc might be to provide 2 permanent funding base for the
national confederation ~f stote fedorations that is t5 be created under
the project., Such usc might well enzure the perpetuation and effective-
ncss of the project.

Rocemmondnation Ny, 13

The Dircetor, USAZID/Indi~ should, in conjunction with CLUSA/
NLBE, cstablish procudurcs for the deposit ar.d use of proceads
rerlized from preject 1inn reflows and intcrest thercon,
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CON.PLIANCE WITF TA PROVISIONS

1. Eeporting

The Transfer Authorization requires submirsion of semiannual reports
on the Special Account and on comrodity accountability. Our review
disclosed the following deficiencies in CLUSA's reporting:

{a' Special Account Report: Advances were reported as docurnented

(b

expenditures; an expenditure of fs. 98, 000 was reported twice;

the report amount of ©s. 11, 748 orillion for "sinking fund'" expen-
ditures differed from the Fs.12.81¢ roillion recorded in the project
books: and the cxpenditures in some categories exceeded the
arounts approved by CLUSA. Jince CLUSA's review was limited
to verifying the arithmretical accuracy and cornparing line item
expenditures with the approved anmounts. the discrepancies other
than those where the expznditure had excecded the approved
arounts rerraned undisclosed.

Corrinodity Accouniability fieport: USAIL India waived subrrission

of this 1epotr: based on CLUSA's renuect that itwas duplicative of
the two quai‘erly Commodity Status Reporis (CSRs® that were
re~uired. Qur review of the nuartcrly CS5Fs disclosed that they

did rot contain inforiration on stocks on hand and rtocks cold.
Instead th: C3Rs chowed only commrodity arrivals, shortages, the
auantity for which deposites were made into the Special Account,

and the reraininy ruantily of oil on hand (ouf of which some would
have becn gold bul procesds not then deposited to ihe Special Account
Thug, Lhe information r1cauired in the corr rnodity tenoit, and vital
for USAIL [udia monitoring aciivitics, was not being furnished. In
effect, USAIL,/India 71 an'ed the waiver without adeqguately reviewing
the TA reauircrcent, th: conlente of the ~uan terly C5Re, or their
infoircational resuirermerts. USAIL India apgreed that corrective
action ig re-uired on the reporting systere, and that it should not
have given CLUSA a waiver  They further stated that CLUSA would
be recuested to subniit the serviannual comrrrodity report as reaquired
by the TA.



Recommendation No. 14

The firector, USAIL India should reauire CLUJA to correct
tt2 1bove noted diccrepanciee in their next serniannual report
on the Special Account and to subrrit the semiannual comivodity
accountability reports az renuired by the TA.

CLUSA had not reported inland loss=s/damragec of Title Il oil to USAIL -
India nor bad insurance clair~ proceeds been deposited in the Special
Account as required by the TA. CLUSA stated that since NI LB depocits
into the Special Account, unde1r the Es.5. 500 rate, were related to ithe
ex-led quantity of oil received {(nct of marine losses?, there wrsa no
reouirermeni for NCLB to report the inland losses, However, during
our audit we observed il at NI B deposits into the Special Account were
related to the actual cuantity sold and not to the ex-shed quantity as
claimed by CLUZA.

Further, under an aprecemen: with Indian L2iry Corporation (IEC) NI I'B
arranged for [ C to rmaintiin shipment accounting and loss/damage
records fo1 ihe Title Il 0il. We found that IL C tad not kepi any register
for port and inland transit o1 storage lossee "and darrages  Unde: the
procedure followed by II C, deductions were rade for zuch lossee frore
the bills of transport and warehouse contractore  In the abrence of a
corrposii2 recoid, it wac difficul* to deterrrine whether appropriate
deductions were imade for all such locrer  Fowever, ILC did keep a
regicter of clairnts filed with the insui wnce corrpanies. Ascoirding to

the vegister, ITC received Ro. 09,1375 apainst the ircurance clairs as

of JTune 3C, !980  That arour: should have been deposiied in the SEpecial
Account but it was deposiied in NLi B'r veneral account and cubczouently
accounted for n the projoct accourt through inter-adjustrr ente,

We also found that CLUSA did not ~ubw it the Farraged and Miaring
Corrrmodity Feporiaz (L1 CFe' to USAIL India ar teouiiced by Section (T
of AIl Fa~dbook § USAIL officiale aprcad that CLUSA should repori
the inland losces and darmapes as reruaired by regulations.
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The Lirector, USAILC Iadia sbould recuire CLUSA to
furnich a detailed repori on all inland lossec and darages
of comrroditier to date including how any damaged
comrnoditics wetre disposed of, insurance claurs filed.
recoveties and the disposition of funds realized from

such clairns and {ror. tiansport and warehouse contractors.

3. Inteinal Reviews Audits

CLUSA hac not adequately corr plied with the internal audit provisions of
the TA. They did noi conduct internal audits or furnish any intcrnal
review reporis to USAIL as reguired by Section 711 5 of AIL Reg. 11,

Luring our zulit CLUSA showed us sor 2 reporte which covered the
discharve, movemrent, and storage of Titl: Il oil shipments; project
progrecs and ircpending action to Lirplersznt the project . These reports
did not covcr s.veral other related rpatters, such as losses and damages
o1 financial transactions of the project. We believe this inadequate
coverage contributed to CLUEA's ineffective conirol over project acti-
vities. For example, NI'LE had withdrawn funds far in excess of amounte
approved and had not deporiicd interset arnings in the Special Account
but CLUZA had taken no corrective rciion

NLIB inforrmed us thai their own inteinal auditors bhad conducted reviews
of the project but they refused to rhow us the reports stating these were
NLILB's internal documents. Claugce & of NLLEB/CLUSA agreciaent
provider that NUIB will "devise and maiviaiv a systern to vecord and
control propicss on virious action iter- o and conduct periodic iniernal
reviews (underscoring piovided' amd evalustion of progress ' Since we
were noi furnished the NT IR internal 1eview r1eporis, we cannol corrmrent
on their adeauacy

CLUSA considered their periodic trip 1eports to be an effeciive internal
review of the proiect on 2 continual basis. They felt that these were
better than foimal audits as they enabled them to be better infoimed on
projcct and comrnodity hanidling activitics. Concerning the internal
reviews, CLUSA . tated that ihey bhad no written agrcerent with USAIL
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about such reviews as requirzd by AIL Reg. 11, Section 211.5 (C’ and
they concluded that internal rteview reports were not specifically requived
to be subrritted to USAIL either by the TA or the oparational plan.

We do not ajpree with CLUSA's comments; internal review reporic are
required by the TA and AIT 1egulations. UEAIL - India also disagreed
with CLUSA's re-ponse and felt that cuch reviews would be useful and
chould be regularly scheduled as required. Accordingly, UGAIT cIndia
sent a letter requiring CLUSA to urdertake an intcrnal review of the
project since inception thiough Fecember 1981 and subrnit a report by
February 198%. Rased on that action, we do 'not concider a recomn-en-
dation neces sary

- Al .



F. RECORDS AND DOCUMENTATION

OVOW did keep adequate accounting records on project funds but we
faced considerable difficulty in examining thc supporting d>cuments for
expenditures charged to the project because of commingling of funds

and inadequate filing procedures, According to the established
procedures, expenditurces wcre to be made from the Project Account but
2 substantial portion of the expenditures were incurred by NDDB during
the audit period and recorded in the project books through inter-adjust-
ments. This practicc made our review time consuming and, to ~a certain
extent, incomplete becausec NDDB records were not subject to our audit.
Moreover, the supporting documents werce kept separately from the
payment vouchers, and considerable time was taken to locate them due to
inadequate cross referencing.

OVOW also s»ld 2il from three different locations - Anand, Ahmedabad
and Bombay., The szles records for Anand and Ahmedabad szles were
available at Anand, but those for Bombry were not. Hcence. information
regarding the quantity of il sold by the Bombay office was not readily
available. OVOW regularly obtained information about the Bombay sales
in the form of ~ public accruntent's certificd statement, However,
information . .out the quantity sold was obtained on an estimated basis,
Hence, we could not determine thz total quantity »f 2il sald from
inception to June 30, 1980 until the sales register for Bombay was
brought to Annnd,

In our view, project records and supporting documents should be kept
separately and appropriately cross-refercenced t- the pryment vouchers,
Similarly, rccords for the Bombay sales activitics should cither be kept
at Anand or monthly summe=rics of actuzl cunntities sold should be
obtrinced by OVOW,

Commenting on our finding, CLUSZA stated that it is not proper for us to
instruct NDDB »n how t» keep recards 2s long 2s the required information
is available., They said rcesmmendations for improvement in procedurcs
are welcome but requirements to change these procedurcs to ennfrrm to
AID practices could be unreasonable unless it is necessary to change those
procedures tr supply necessary informotion, USAID/Indin, however,
agreed thot it chould be porssible ty modify NDDB procedurcs to facilitate
future ~udits »f preject activitices,



Recommendation No, 16

The Director, USAID/India should require CLUSA/NDDB
to maintain project records and supporting documents in a
manner that will facilitate future audits,



II. CLUSA/NDDE OPG NO, AID-386-2144

A, DISBURSEMENTS

As of June 30, 1980 disbursements under the grant were $69, 015 from
the total grant authorized of $374, 890, Against this, CLUSA reported
$66, 053 in its report for June 1980. The difference of $2, 962 was
because disbursements made by USAID/India for air tickets of two
consultants in March and May 1980 were yet to be incorporated in the
CLUSA/W reports. We reviewed disbursements totaling $7, 008 for
rupee expenditures for which supporting documents were available with
CLUSA/India, Documents for dollar expenditures were stated to be
with CLUSA/W and thus were not reviewed by us.

Our review of the rupee expenditures disclosed that except for
Rs.?,136, the expenditures were gencrally eligible. The exceptions
comprised of excess per diem paymecents of Rs. 336 and unsupported
1odging costs totaling Rs. 1, 802, Detcils of the expenditures were
furnished separately to CLUSA,

B. IMPLEMENTATION

Three of the six OPG objectives werc planned f>r completion by
September 30, 1989. Thesc were: (1) an NDDB team visit to the USA;
(?) an opcrations research study; 2nd (3) in-service training. Thus
far, only the speration rcsenrch study has been undertaken,

CLUSA's project proposnl envisioned the NDDB team's visit to the
U.S. ta: become familinr with U, S, choperative sperations and
practices; finnlize reqguirements nd qunlifications for consultants; and
discuss the proigram with the CLUSA /W Advisory committee members,
Following this tour, the sper=tions rescarch study was to be carried
out with the help »f expatriate consultants, The study was to look into
varisus probleme confronting the Indian vegoil sector ond to suggest
remedizl measurcs 2t the start of the silsceds growers cooperative
project 25 well ns to set the initicl complete development pattern for
the project, Completion of the study is critical for NDDB to frame
pr2ject strategies and policies,
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Unfortunately, the NDDB team's tour has not yet materialized but the
sperations study was undertaken. The study report and recommendations
have not been formalized so far although the project has been in operation
for over one year. In addition, no in-service training for NDDB personnel
in the U.S. has been provided.

CLUSA commented that although the study report has not been formalized,
its results are being used by NDDB., They stated that the NDDB team's
study tour could not materialize as planned because of the timing of the
arrival of the first oil shipment 2nd the preoccupation of key personnel
with the project at that timec. Further delays have been caused by the
need to resolve sever2l issues in the oil seeds project.

We believe USAID/India should review the impact of this implementation

delay on the OPG activities, especirlly those relating to the team's study
tour and the in-service training, to determine a future course of action,

Recommendation No, 17

The Director, USAID/India should require CLUSA to
restore Rs, 336 to the grant 2nd furnish documentation
for the unsupported costs of Rs, 1,800, In addition,
USAID/India should review the OPG project status and
determinc if any changes in z2pproach are necessary
because »f del2ys in implementation, Any such changes,
including a revised completion schedule, should be
formalized thraugh an smendment to the OPG.

C. REPORTING

CLUSA's compliance with the reporting requirement wos generally
satisfactory. However, we believe that future quarterly reports should
delineate the cffect implementation delays are having on the ocilsced
project and present a revised completion schedule for the various
4Liction Items, CLUS/ agrceed with this conclusion,
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I, CLUSA/NCDC OPG NO. AID-386-2127

A. DISBURSEMENTS

Disbursements from the grant total of $475, 200 were $248, 394 as of
June 30, 1980, Of this, CLUSA/W expended $206, 982 and supporting
documents were available in the U.S. and thercfore not reviewcd by us,
The remaining $41,412 represented local costs for which documents were
available at CLUSA/India, We selectively verified the expenditures and
found them to be generally cligible; one exception was the payment of
$433 (Rs. 3, 468) for R&R travel., This payment was ineligible because
the technician left India before completing the required minimum stay of
two years at post. CLUSA restored $285 (Rs. 2, 313) of that amount to
the OPG and has advised that CLUSA/W has recovered the balancc of
$144 (Rs, 1, 155) and that it has been restored to the grant,

B, IMPLEMENTATION

1. Project Progress

Progress towards achievement of project objectives has been slow and
is behind schedule, Presently, it seems unlikely that the objectives
will be achieved by August 1981, the cxpiry date of the OPG because the
manuals have not been finalized and the training program has not been
initiated,

The OPG provides funds for CLUSA's program ts assist NCDC in im-
proving the managcement »f cooperative oilseed proccessing units by
introducing modern management systems and the training of personnel,
According to the logical framework, the project outputs envisaged under
this OPG are: (=) publication and distribution of at least sne sct »f all
manuzls and matcrials to each nper~ting unit; (b) the publishing of a
training program and schcedule eovering all eoncerned persennel of all
existing units, A minimum of six professionals were ty be well trained
in the use and r2tionale behind the manngement systems developed and
capable »f training others and providing consulting scrvices; (c) the
completion of an initizl training program f>r gencral managers, Not less
than 35 of the general managers of the existing unity were to be trained;
and (d) frrmal employment >f systems consultants and trainers by the
central organization,
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An operational plan was finalized by CLUSA and NCDC at the project's
sutset. According to the plan, the two OPG funded long-term U, S,
experts, after a brief fimiliarization period with NCDC, were to visit

a few oilseed cooperative processing units to study their functions and
problems. They were then to be attached to a particular unit where they
were to work for four or five months, Thereafter, they were to prepare
the first draft of manuals and return to the plants to give trizl to the
systems devcloped before finalizing the manuals and preparing the training
materials. All these activitics were planned for completion by (he end of
May 1980 t> enable the experts to conduct the initial training program from
June 1, 1989,

The experts were scheduled to arrive in India in M2y 1979, but they
actually arrived by February 1979, The procedures and manuals,
however, have not been finzlized >r published 8o far. The experts did
not prepare any rcparts on the work done by them, nor was any other
information available to show their actual efforts in relation to the
operaticnal plan requirements. Cur 2nalysis discloged that one of the
two experts (who has already departed post) spent only 23 cays at the
plant sites during his stzy of over 20 months on the assignment. Against
this, the required minimum travel according to the project operational
plan was 175 days comprising of ~n initial 45 days to slady the problems
and then 89 days t> give full trinl to the systeme developed. However,
in answer td our draft report, CLUSA cl:ims the figurcs cited above
were for budget devclopment only 2nd were never intended t- be a
target.

The mid-point evaluation report >f another CLUSA consultint commented
that the dep-rted expert's contribution was restricted becruse: (2) his
expertise w2s too specialized f:r practical application in Indizn plants,
(b) he could communicate concepts better through his manual, and

(c) he perfrrmed very limited ficld travel, The report further stated
that time would tcll whether the expert's manual wauld be used or
understind by Indizan counterparts or plant chemists, but the consultant
wae not optimistic »n this s€erc. Finally, the report concluded that if
the m~nual is ever complcted, the sther cxpert will have to write most
of it,

Thus, the major project purpoases have naot been realized s expected

and it 2ppexred unlikely that the manuals will be completed in the near
future, NCDC told us during the 2udit that the manuals would be finalized
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and published by the end of December 1980. However, this had not
been done at the time of finalization »f this report in January 1981,
NCDC later informed us that the manuals are now expected to be
finalized by March 31, 1981.

Because of the delay in finalization of the manual, the training
materials 2nd plans have not been developed and the training program
has not been initiated, z2lthough this was scheduled to begin 2bout

June 1, 1980, We believe the lack of progress in the nreas covered
by the OPG may alsn be due to CLLUSA experts providing assistance in
unscheduled arceas such as the major soybean development program in
M.P., as well as 2 number of minor areas not directly related to
management development. CLUSA, however, stated that the time
spent on the soybean praogram was not very significant and they
considered the program to be a legitimate part of the project,

CLUSA did not agree with our co>nclusions and fclt there is 2 reason-
able chance »f accomplishing the grant purposes. They stated that
delay in the OPG's exccution was the major reason for the delay in
implementation, Furthcr, the OPG propns=l gave durations not dates,
and if these durations ~re 2dded to the Afugust 39, 1978 starting date,
the m~2nual was due November 1, 1980, CLUSA felt that the project
was 2 month ahead, and n»t behind schedule,

CLUSA =zlso stated that the cxperts are only writing thysc scctions

of the manual which f211 within their field ~f specinlity. According

to them, the departed expert complaied his section and ensurcd that
all counterparts were fully conversant with it,  They als» stated that
the training program is ts be conducted by Indinn personncl and nost the
U.5. experts. CLUSA also fclt that the U, S, experts' participztion,
although desirable, is not essential »r even nccessary, In 2ddition,
CLUSA hoped that as ~ practical working document, the manual would
not be finalized for a great many yenrs, beczuse if the project results
are as intendced, the training progr-m and subsequent plint opcrations
and new devclopments will result in 2 nearly continusus process of
additizns t the manual,

We d» not accept CLUSA's ¢xplanations, The project is clenrly behind
schedule in relation to ¢stablished targets, The OPG exccution may
have been delvyed, but the experts actually arrived in India scveral
months before the date cstimated in the OPG,  ¥urther, pzge 21 of the



project proposal dated Fecbruary 10, 1978 (which was incorporated in
the OPG by rcfcrence) states that the initial months of the training
program will be conducted by the advisors and the counterparts,

The manual development may be a continuing process, but it daes not
mean that thc manual would continue t> be in an incomplete stage for
'""a great many years.' As otated 2bove, the manaal has not been
finalized and according to current estimates, will not be completed for
several months,

USAID/India stated that closer monitoring by CLUSA may have brought
out the wezknesses of one »f the experts and earlicr corrective action
might have been possible. USAID views the recent CLUSA evaluation
of the OPG as = valuable tool to examine OPG activities,

Recommendation No, 18

The Dircctor, UGAID/Indin should, in conjunction with
CLUSA, review prrject progress and establish 2 future
course of action neccessary t> ensure completion of the
various project elements in acecordance with the logical
frrmew>srk targets, USAID/India should also obtain a
reviscd work plan for the remainder of the CPG period
and incorporrte it in the OPG through formal amendment
3f the agrecment.

2. Indin Tem's Visit ts the UL S,

Four NCDCT pr:fessionals visited the U,S, during Scptember 1978 for
famili~rization ~nd in-scrvice trrining, The visit was 5f a much
shorter duration that that snvisnged beenruse »f NCDC internal require-
ments, Accordingly, an dditional vigit w-s t» be echeduled but this

is currently very uncertrin becruse the GOI has refused permission for
the trip. Further, the team's vigit to the U.S. was to familinrize them
with current U.S. ¢opurative proctices and systems in use and to
jrintly determine specific systems that could be ~dopted to plant
gitu~tions in Indin, NCDC officiwls st ted that since the duration was
cut sh:rt, they could not idontify ~ny systems for ~daptinn in Indina
except the production of vegeteble proatein from soybeans, CLUSA
agreed thot the tenm's visit was oot ~6 offective ~o desired ~nd the in-
scrvice training ~epect wos minim-~l,



Three of the four NCDC participants are still with NCDC and are
associated with the project. The fourth person retired carly in 1979,

but is reported to be nccasionally available for consultation. CLUSA
explained that this pcrson was chosen beccuse he was expected to become
the Managing Dircctor of National Association of Coopcerative Oilseed
Processors (NACOP), It was hoped that NACOP would be formed carly
during the project and take over as the implementing agency from NCDC.,
This, however, has not materialized.

3. Contributions to the Project

In addition to the AID grant of $475, 200, the grant agrcement stated that
the following other inputs would be provided for the project:

CLUSA $233,000
NCDC 149, 000
Cooperatives 118, 000
GOl 15,200

Information about what spccific inputs had actually been provided to
date was not available, The CLUSA evaluation consultant's report
stated gencrally that NCDC has met its resource contribution and had
provided counterparts to work with the experts, although not on a
full-time or continunus basis,

CLUSA statcd that since the program is not yct completed, and condi-
tions are changing, it is difficult to> come up with meaningful figures at
this point., We, however, fecl their inpuis are important for the
project's success 2nd CLUSA should have this information available,
USAID/Indiz agreed that it should be completed at an carly date and
stated the matter will be pursucd with CLUSA,

C. EVALUATION

The OPG required that CLUSA undertake, jointly with NCDC and AID,
an interim cvaluation of the projcct at the end »f 18 months (February
1980). This was later postponed till Scptember 1980, CLUSA con-
ducted the evaluation in Scptember 1980 but the evaluation was not a
joint USAID/CLUSA cffort.
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An August 1980 cable from USAID stated that it was 2ware informally
that significant modifications hnve occurred in the implementation plan,
and that the implications of thes: madifications should be evaluated.

The cable further stated that CLUSA is outlining the modifications in a
report t> USAID., The report should give a basis for comparison of the
stated objectives of the OPG and how the modifications have impacted on
project progress to date and their future effect. This report has not
been prepared thus far but CLUSA hoped t> complete it soon. Further,
a joint evaluation of zll CLUSA programs is scheduled for March 1981
thus we see no need for 2 recommendation at this time.
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IV. CLUSA PROGPAM SUPPORT OPG NO_AII -386-2135

A. LISBURSEMENTS

This OPG provides total funding of $203. 600 for CLUSA: India's local
support costs through Lecembe: 31, 198). Lisbursements totaling

$67, 784 (Rs. 542,272) L were made as of June 30, 1980. Qur sclective
review disclosed that except {or Rs 5,075 the cosis were cligible under
the OPG terns or deterr~inations made by the Contracting Officer for
similar coste in a preceeding grant. The exceptions comprined of
auestionable costs totaling Ps. 4,275 and an unsupported cost of Rs. 1, 400,
LCetails are furnished in Exhibit C.

Recommendation No. 9

The LCirector, USAIL /India should review the questioned
and unsupported costs totaling Rs. 5, 675 and recover any
arrounts determined to be ineligible for grant financing.

B I/PLEMENTATION

The purpose of this grant is to provide financial support for CLUSA'e
New Lelhi office in continuing its long-standinz program development
and backstopping activiiies for the strengthening of the Irdian cooperative
seclor

The CPG's goals are very broad and genctal, hence we cannot comment
on the prograrr's achieverrzniz. CLUSA's periodic repoiis show that
various activities had been undertaken and that backstopping assistance
was provided under fl.e OPC.

V. USAIL/INLIA MONITOKING

USAIL India's moritoring of the entire CLUSA prograr was inadequate
in the initial stazes and until aboui June 1990, Since then, USAIL ' India
has been very iniensely monitoring the program, espacially the Oilseeds
Growers Cooperatives Project, and has addressed several of the key
problemns confronting th.: propgrair.
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USAILC's monitoring efforts during the initial stages were very limited.
Several of the problen's reported in our audit report could have been
addressed and resolvzd carlier, but the difficulties continued because

of USAID's initial lack of involvemeant in project aciivities. For example,
the Mission was aware of CLUSA/NLLRB's violation of the TA requiremen:
regarding deposits of oil sales proceeds in the Special Account Yet,

they did not effectively address this maiter until Junes 1980. Other
violations of the TA provisions, such as the lack of reporting on losses
and darrages and CLUSA's failure to provide internal audit reports also
rernained uncorrected because of incffective monitoring.

USAIL's files, after about 20 mronthe of operations of the Oilsceds Growers
Projcct, contained only three trip reports. All thes: reports were
descriptive rather than ecvaluative and, in our opinion, were of limited
value for monitoring purposes. The March 1980 report described NLL B's
activities, mainly its milk prograr:, and results of mecetings with ground-
nut farmers of one or two villages. [t did not comirent o the progress

of ths projeci. The Jun: and July 1980 reports dircussed seveval project
related matters but apain Jid not comment on the lack of piogress or
cuggest corrective action on soire known issues. for example, the June
1980 report stated that "NILE has so far paid Es. 80 lakhs to the court.
Most of that has corre from sinking fund/working capital of NLIB - OVOW
fund. Zinkiap fund is p1irnarily meant for buying and selling buffer stock. "
However, ihe report did not state USAIL's position on the sinking fund or
on the accuisition of procecsing plante of questionable cconorric viability.

The same limited movitoring was also tiue in Lthe case of the OPGs USAIL/
India's evaluation scheilule for §Y 1980 chowed that mid-term. cvaluations
were planned for two of the OPGs (Nos. 2127 aud 2135) in Ilecember 1979
and January 198C¢ These were however, not conducted as ir was latea
arteed with CLUSA that the cvaluations should be made during the overall
evaluation of all CLUSA projects scheduled for September 195C.  dven this
later evalnation was not r~ade as planned.

USAIL India's rronitoring of the CLUSA pro~rars. has substantially trmproved
recently and we believe this should resull in beticr project managzment in
the future. Further, an oveiall evaluation of the CLUSA prograr. is now
scheduled for 14ar ch 1961
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EXHIBIT A
FPagelof2

CLUSA/NDDB VEGOIL PROJECT, TA NC. 9647
CCMPARISCN OF ORIGINAL AND REVISED PROJECT BUDGET

(In iMillion Rupees)

Qriginal Revised
Budget Budget Difference
Rs, Rs. Rs.
INCCME
1. Funds gecneration from PL 48) 882,390 1,362,090 280,79

Title II Gil (163, 222 MT)

2, Funds generation from other
~ donors oil (99,27) MT original 495, 1) 281.5) (214.57)
Revised 33, 997 MT)

3. Other income (interest, profit,

repayment of loans, member
contribution) 429.79 636,8) 297.51

Total Funds Rs,. 1,8%4,29 2,277.30 473.01

EXPENDITURES

Orizsinal Line Items:

1. Processing Facilities 596, 7) 932.72) 323,30
2. Operation Research and Continuing

Information System 18,59 20.2) 1.53
3. Market Research and Testing 27,95 25,07 7,95
4%, Oilseed Production and Enhancement

Projram 624,20 6390, 3) 6.7
5. Product and Process Development 11. 79 12,29 7.2
6. Manpower Development 30,00 32,720 3.3
7. Management and Project

Implementation 137,87 129,77 17/.13
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EXHIBIT A

Page 2 of ?
Original Revised Difference
8. Revolving Fund (Amount
available to be determined) -

9. Share Capital to Federation - 83,09 83.09
13, Procurement Support - 210,30 213.0)
11, Co-operative Development - 3.9) 3.30
12; Management Training - 3.7 3. 2
13, Operational Losgses* - 50, 99 50.09

Total .uxpenditures Re 1,4%6,72 2,089,990 682.28

* USAID approval of this line item deferred until further review in March,



EXHIBIT B
Page 1 of 3
CLUSA/NDDB VEGCIL PRCJECT, TA NO, 9647

CUESTIONABLE EXPENDITURES CUT CF PROJECT ACCOUNT
AS OF 6/30/890

__Amount Note No.

Investment in Redeen:able Share

Capital of Federations Rs, 11,000,970 1
Grant to Gujarat Cilseceds Growers

Cooperative Federation (GCGGCT) 267, 344 2
Sinkingz Fund 12,815, 892 3
Preproject Expenditure (excludinz salary

of NDDB staff deputed to BVP -

Rs, 47,305 and advertisement expendi-

tures for BVP products Rs,. 55, 261) 639, 158 ‘4
Advertisement Expenditure for the BVP

Product "?Prabhat" 257,413 5
Salary of NDDEB Staff Deputed to BVP 186, 425 6

TOTAL CUESTIONABLE EXPENDITURES Rs. 25,211,232

Explanatory Notes

1. There is no provision for investment »f project funds in the redeemable
share capitzl of state federations, CVGW ecexplained that this investment
was made out of funds earmarked for project monitoring costs, to make
the federation finnncially viable in the initial years, OVCW further
explained that thcse charee are redeermable and funds will become avzila-
ble for project usc in subscauent years,

CLUSA stated that in a project of this magnitude and scope, it is impo-
ssible to predict the exact items of expenditure, CLUSA felt that this
expenditure was necessary for the development and establishment of
the project, and it ic therefore allbwable,
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EXHIBIT B
Page 2 of 3

OVOW's and CLUSA's explanations do not alter the fact that neither
the TA or the operational plan provide specifically for such invest-
ments.

This represents the cost of vchicles granted to the Gujarat Federa-
tion under Action Item No. 4, ""Oilseed Production and Enhancement
Programme'. Appendix B, Supplement 1, attached to the CLUSA
""Multi Year Operational Plan'' provides for grants to village co-
operatives under Action Item No, 4 but not to state federations,

OVOW stated that the vehicles were initially purchased by NDDB
and subsequently given to the Federation. These vchicles are used
by the mobile teams in organization of the village cooperatives and
for carrying out extension work =t the villaze cooperative level,
CVGOW and CLUSA felt that the expenditure was justified. Although
there is merit in this explanation, we fcel that it is necessary to
clarify whether such grants to federations are allowable.

This amount represents operating losses of BVP as of March 31, 1989
which OVCW reimbursed to NDDB out of the project funds. The amount
includes Rc. 1,462, 200 paid 25 management fees to NDDB for the BVP
plant. NDDB acquired the interim management rights of BVP, which
is under liquidation, in December 1977 5n a leasc basis, The Gujarat
High Court has since extended the term of the lease from time to time
but a final court decision on BVP is still awaited. The total chargze is
ineligible for project financing since there is no provision for such
underwriting of corporate lssses in the project documents, nor is it

an objective for which Title II resources were provided for the project,

CLUSA felt that sur statement about the TA not providing for a2 Sinking
Fund is not entirely zccurat:. The NCDB/CLUSA agrcement, which
is incorporated by reference in the T4, ctates that the project will be
generally in acchrdance with NDEB's proposal to the GOI, The NDDE
proposal did provide for o Sinking Fund, CLUSA further referred to
the TA statement that project funds will be used to underwrite the
investment expense dotziled in Supplement 1, Appendix B, of the
operational plan, and devclopment nd establishment of the project as
described in the operztional plan and the program approval request.
CLUSA, therefore, felt that such usage of project funds was ncecessary
and approved by the TA,
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EXHIBIT B
lage 3 of 3

We do not agree with CLUSA as the purpose of the Sinking Fund, as
stated in the NDDB proposal to the GOI, was to protect the oilseed
growers and cooperatives against losscs caused by lower yields and
prices. It was not for mceting the operating losses of plants managed
by NDDB., Moreover, we also question the underwriting of operating
losses from the standpoint of prudent investment of project funds. In
addition, CLUSA/NDDB has failed to provide any reasonable basis for
project involvement with bankrupt organizations and there is no clear
indication that the litigation will be solved in the near future.

According to available information, only thosc preproject costs that
were specifically approved by USAID were to be reimbursed from the
Special Account. No such USAID approval was available for the costs
totaling Rs, 689, 158 reimbursed from the Project Account todate. We
found that CILUSA, in its letter d1ated July 6, 1978, informed NDDB
that USAID's written 2pproval for preproject costs had been received,
However, we noted that USAID had not provided anv such approval but
had stated that such costs could not be approved un il all project
approvals had been processed.

CLUSA felt that USAID had agreed in principle to the preproject costs
and since all project approvals were eventually obtained, that it was
evident preprojcct costs were acceptable to USAID. However, since
USAID has not specifically approved the costs, they are not eligible
for project financing.

These costs were incurred for promoting a product of BVP and are
questionable since BVP is not a cooperatively-owned business eligible
for project assistance,

CLUSA stated that the operationzl plan provides for existinyg processing
facilitics to be acquired initinlly by NDDB and that it does not state

that such facilitics will be immediately cooperatively-owned businegses.
We, however, belicve that these advertisement costs arc directly
linked with the overall question regarding the BVP plant and that their
eligibility for projcct financing will have to be determined in relation

to the eligibility of thc overall plant 2cquisition,

OVGOW stated thot the NDDB sta2ff was transferred for project related
training at BVP, but thcy did not show us any supporting evidence,
such 235 transfer orders describing the nature of training and its
specific relationship t> the project.
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LEXHIBIT C
Page lof 2

CLUSA/NLCLB VEGOIL PROJECT, TA NO. 9647
DETAILS OF ‘CUESTIONAGLE CLUSA MONITORING COSTS
AS OF JUNE 30, 1980

QUESTIONEL COSTS

1. The following amounts were spent for the purchase and installation
of 2 coolers at Mi1. John Wingard's residence. The coolers were
in addition to the four air-conditioners already installed at his
housec in accordance with his contract. The additional cost for
the coolcrs is questionable.

Coolers Rs. 7,440
Pipe 175
7,615

CLUSA stated that the contract provides for air-

conditioners and other household items as may be
required. There is no specificd nurrber OF limi-

tation on other houscehold items. CLUSBA further
stated that ithe coolers were made necessary by
government restrictions on the use of air-conditioncrs
for non-diplorratic personncl and were desirable to
reduce celectricity consurrpiion. Nonctheless, since
the coolers are in addition to the air-conditioners

and there is no specific provision therefore, we

feel USAIL /India should rule on their eligibility Rs. 7 615

A
5]

2 An amount of Rs 257 was charged o office expenses
for invitation cards in Qctober 1979  In cegsence the
cards are sormal entertainmaent invitations Lo the
reotdence of My, John Wincard which is usually consi-
dred a personal cxpense. CLUJSA stated the cards
were ptinied for functions held in connection with (he
projcct and are in accovdarce with NCIB practice
for their key officials., We, however, could not find
any ditect relationehip with the project avd are theve-
fore retaining it as 2 aguestioned cost. 257
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EXHIBIT C
Page 2 of 2

3. Ac of June 30, 1980 a total of Rs. 8,065 had been paid
as salarics to the drivers of the project car and the
personal car of Mr. John Wingard. Mr. Wingard's
employment contract does not provide for a personal
driver, therefore the proporiionate cost of ihe
personal driver is not allowable. CLUSA stated
that the driver of the personal car assigned by NLCL'B
was hired in accordance with NCLB's regulation
Moreover, under his contract, Mr. Wingard is
required to meet petrol and servicing costs only
and the rest of the expenses are to be borne by
NLLB since the ca1 is their property. 3,223
Total Tuectioned Costs Rs.ll, 095

UNSUPPORTEL COST

4. A cash paymeacni to Indian Telephones of Rs. 1, 400,
included 1 Rs.1 592, fo1r installaiion of telephone
equipmeni was not supported with an invoice or receipt,
CLUEA has requested a confirmmration of the charge
but it hxc not been received thus far. 1, 400
Total Unzupported Cost Rs.l, 400




EXHIBIT D

CLUSA PROGRAM SUPPORT CPG, NO, AID-386-2135

DETAILS OF CUESTIONABLE COSTS

CUESTIONED COSTS

1. Represents Christmas and New Year's tips paid to
postman, which are not allowable costs, Rs, 375

2, Costs paid for the installation and repair of air-
conditioners instzlled at the NCDC consultants'
residences are not allowable. Charging of these
costs to this OPG is not proper as they should
have been funded from the related NCDC CPQG,

CLUSA stated that there is no provision for such
costs in the NCDC CPG budget, hence they were
chzarged to this OPG, Howecver, we noted that

the NCDC OPG provides funds for the payinent of
guarters allowances (rent and utilities) 2s well as
for houschold appliances. USAID/India agrced that

these costs should be transferred. 3,900
Total Cuestionable Costs Rs, 4‘ 275

UNSUPPCRTED COST

3. Represents a cash payment to Indian Telephones
for which no supporting document was available,
CLUSA h2s asked the company for copics of the
bill and rcceipt, but these have not been reccived
thus far, 1,400

Totz2l Unsupported Cost Rs, 1,499
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EXHIBIT E

Page 1 of B

LIST OF RECOMME]

-

Page No

Recommendation No. 1

The Assistant Adminictrator/Asia should delay approval of
further project commodity call-forwards ox miajor project
budgeiary changes uniil the impending project evaluation is
completed. (USAIL India officals have not agreed with this
recointrendation, They ctated that their recornmendation to
AIL /W was based uporn: detailed and careful consideration
where they detcrmined that the project requived additional

oil to (a' gcnerate cufficient cash resources to continue pro-
ject activities and (b} support the NI £E, Federations' rearketing
network which requires a continuous supply of oil. They also
felt that the revis:d budget iterrc should be approved to ensure
that project progress is not obsiructed during the interim
period when the project is underjoing evaluation.

Recomincndation No 2

The Tirector, USAIL  India should teaquire CLUSA to furnish
within 3¢ days of the iscuance of this report, the ORG report
and the economic feasibility repotri on the BVE plant. 20

Recornrmendaiion No: 3

The Cirector, USAIL/India chould require the project evalu-
ation ltears to 1cview ctirent project constraints ircluding a
review of the viability of the two procussing planis acquired
to date and NULB's mrarket intervention prograra.  The team
should also review whether or noi the other oil inputs, the
land for district farrs and agronomic centers, and GCI
approvals for new groundnut proceseing facilities will be
provided as envisaged and if rot, the irpact the lack of thegs
resoui ces will bave on project viability. USA LD India should
take apnropriate aciion verarding the projecl's future, based
on the evaluation tearn's findings. {USAIT hag indicated thai
mosi of the above ters are included in the proposed evalua-
tion scope and that thoy will ensnre Lthai adequate atlention is
given by the evaluatiorn tcar: to any of tlic above items not

epecifically included in che ccope.?
- G

™
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LIST G¥ RECOMIENLATIONS

Recomri:endation No, 4

The T irector, USAIL 'India should schedule 2 review of
project recerds to determine that all project fund senera-
tions as of November 30, 1980 have in fact been properly
accounted for In addition, USAIL, India should scquire
that fund gevevationc totaling Fs 23 421,077 be deposited
in the Special Account, and obiain a repoit evidencing
that tne transfeis have been rnade.

Tecormmendation No. 5

The Tircctor, USAIL India should take necescary action
‘0 arrcnd the TA to reflect the institution of the scecond
Specizl Account and to clavify the procedures to be
followed for depositin: all oil salez procceds in the two
Special Accounts. Cpecific written procedurcs stould be
developad o encure ihai all funds gercrated ave prompily
deposiied in a ranner acceptabl: o ALL.

Recorrv endation No &

The [ irector, USAIL India shoukd obtain coirplete detaile
fror: CLUSA NI ' E on the application of all funde gencrated
fror~ iha sale of Title Il oil since inception through
Novernber 3¢, 1924, Thir daia should include 111 funds
1esardless of whuther they were h:ld by NLLB or deposited
to projcct accouants  Cuch detoils should liet all {he invent-
mente made out of the total oil #aler proceeds and the
inferest citninss thereon, USAIL: India should verify that
all interesi earned to daie or these mvesio 2mis is deporited
in the Jpecial Account. Vurther JsAIL should reouire this
action to ba corepleted within 20 days of the issuance of thir
Teport

~)
o~

29
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Page 3 9?..5.

LIST OF RECONMIENL A TIONS

Pare No.

S e )

Eecoramendalion No 7
The I'i1ector. USAIT ‘India should obtain an up to date

accounting fo.‘r' container receipts and sales, require

NIE TR /CLUSA to eclablish procedures for accountability

and deposit of container cales proceeds, and recuire that

curren: and future container fund gsenerationc are deposited

in accordance with such proceduresa. 31

Recorzimendation No. B
The Cirecior, USAIL ‘India should recuire CLUSANITE

to coriect the unauthorized withdrawals from preject

accounis by eitber having the funds restored to the Gpecial

Account, or by appioving the fund withdrawals for use in

future projcct activities based upon CVOW recuecis pre-

pared i. the requirzad forrmat 33

Recorr:-endation No. 9,

l

The [ irec.or, US£IL  India chould recuire CLUSA to

ectablich contiol procedures over t-e project Special

Accoun‘c that will effectively preveni unauthorized wiib-

Jdrawals of funds in th o futurve. 33

Fecorrrrendation No. 10,

The [Circclor, USAIL India chould review the propriety of

the cueciioned dicburser ents totaling Xr. 65,2 villion

(Rg. 25, 7 1-illion plus Tie 40 rillion' and re-uire renstora-

tion to the Epecial Account of disbhui cerrents ral:d to be

inelioiblz for projcct {inancins  Further, USAIL:  India should

arnard the TA to 1couire priov AIL approval for any it ajor

uces of project funds that ase noi specifically provided for

under the TA. 35
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Page 4 of 5
LIST OF RECOMMENLATIONS
Page No.

Recommendation No. 11

The Lirector, USAIL ‘India should require that survey
charges paid from project funds be accounted for as
Accounts Receivable from CCC and ensure that such
expenditures are not reflected in project costs. USAILL/
India should also obtain a report on survey charges
incurred from project funds and CCC reimburscments
received to date and verify that appropriate adjustments

have been made in projcct records. 3¢
Recommendation No. 12

The Director, USAIL/India should review the questioned

and unsupported costs and require fund restoration to the

project of any costs found to be ineligible. 37
Recommendation No. 13

The Cirector, USAILC/India should, in conjunction with

CLUSA/NILB, establish procedures for the deposit and use of
procezds realized from project loan reflows and interest

thereon 37
Recommendation No. 14

The Lirector, USAIL/India should require CLUSA to correct

the above noted discrepancies in their next semiannual report

on the Special Account and to submit the serriannual comirodity
accountability reports as reauired by the TA. 39

Recommendation No. 15

The Cirector, USAIL /India ehould recuire CLUSA to
furnich a detailed report on all inland losscs and damages
of cornmoditics to date including how any damaged commo-
ditics werc disposed of, insurance claims filed, recoveries
and the disposition of funds —calired from such claimrg

and from transport and warchouze contractors. 40
/.
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LIST OF RECOMMENEATIONS

Recommendation No, 16

The Cirector, USAIL' India should require CLUSA/NLLE
to maintain project records and supporting documents in a
manner that will facilitate future audits

Recommendation No., 17

The LCirector, USAIL /India should require CLUSA to
restore Rs. 3306 to the grant and furnish documentation
for the unsupported costs of Rs. 1,800. In addition,
USAIL ‘India should review the OPG projcct status and
deterrrine if any changes in approach are necessary
because of delays in irnplernentation  Any such changes,
including a reviced completion schedule, should be
formalized. throuzh an amendment to the OPG.

Recorrmendation No 18

The Cirector, USAIL 'India should, in conjunction with
CLUSA. review projeci progress and ecctablish a future
course of action neccssary to ensure completion of the
various projuci elemr:nts in accordance with the logical
framework targets. USAIL/India should also obtain a
revised work plan for the temainder of the OPG period
and incorporate it in the OPG through formal arnendrmcnt
of the agrecement.

The [irector, USAIL /India chould review the questioned
and unsupported costs totaling Rs. 5, 675 and recover any
amounis detern-ined to be ineligible for grant {imncing.
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LIST OF REPORT RECIPIENTS

USAID/India

Director
AID/W
Deputy Administrat-r (DA/AID)

Bureau For Asia

Assistant Administrator (AA/ASLA)
Office »f Bangladesh and Indi~ Affairs (ASIA/BI)
Audit Liaison Officer

Bureau for Private and Development Cooperation

Office of Foad For Peace (PDC/FFP)
Office »f Private and Voluntary Cooperation (PDC/PVC)

Bureau For Development Support
Office »f Development Informatinon and Utilization (DS/DIU)

Bureau For Program and Policy Coordination

Office of Evaluation (PPC/E)
Office »f Legislative Affairs (AA/LEG)
Office of General Counsel (GC)
Office »f Financial Management (F'M)
IDCA Legislative 2nd Public Affcirs Office

Office of Inspectar General:

Inspector General (I1G)

Assistant Inspector General for Investigations and
Inspections (AIG/II)

Commnmunic=ations and Records Office (1G/ EMS/C&R)

Policy, Plins and Programs (IG/PPP)

Regional Inspector Genernl for faadit:

RIG/A /W
RIG/A/N2ir-Hbi
RIG/ A/ Mnnila
RIG/A/Cair)
RIG/A/Pan_.m=z

OTHER
General Accounting Office (GAO/W)
New Delhi Residency
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