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- RIG/EA-86-147
FROM : Leo L LaMotc
RIG/A/Manila

SUBJECT: Audit of USAID/Philippines' Operating £xpense Account

This report presents the results of the audit of USAID/Philip-
pines' Operating Expense Account. Our audit objective was to
determine whether the USAID was wutilizing operating expense
furds efficiently and economically.

Improved management of operating expense account activities
could result in savings up to $100,000 annually in energy cost,
more efficient wuse of AID-fipanced mutor pool vehicles, and
ecunomies. in the maintenance of AID-leased housing. This
repcrt recommends that the Mission implement ar energy conser-
vation program for residential housing, institute a record
keeping system for improving motor pool operations, and imple-
ment a system of recording cost so that the cost effectiveness
of repair and maintenance of USAID facilities can be evaluated.

Discussions with members of your staff and written comments by
your office on the draft report were carefully considered in
the preparation of the final report. USAID official comments
addressinn report content, conclusions and recommendations are
attached as Appendix 1 to the report.

Based on USAID actions taken during the course of the audit,
Recommendations Numbers 5 and 6 regarding motor pool rental
income have been closed. Please advise our office within 30
days of t»e action taken or planned to clear the remaining
report  recconmendalions, Thank you for the cooperation and

assistance extended to the audit staff on this assignment.






estimates rather than actual and they are incomplete and ten
months behind in posting. The USAID sihould have but did not
have an adequate system for analyzing the efficiency of the
repair and maintenance contractor. Actual cost records are
also needed for this purpose. As a result, the system that
existed was incomplete, 1inaccurate and untimely and the USAID
did not have the means for determining whether the contractor
economically repaired and maintained USAID facilities. We
recommend that the USAID fully implement the maintenance record
system; evaluate the cost effectiveness of the repair and main-
tenance services; and, take any appropriate remedial action
warranted. USAID concurred with this recommendation.

See Appendix 1 for the complete text of the USAID response to
the draft audit report.
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PART I -~ INTRODUCTION

A. Background

In 1976, AID established the Operating Expense Account as a
distinct budget category to provide better financial control
and Tacilitate budget disclosure by separating the costs of
basic operating functions from those directly associated with
programs. Operating expenses are, generally, salaries, bene-
fits, and overhead support costs for direct-hire U.S. and
foreign national personnel located in Washington and overseas.
Support costs include rent, utilities, furnishings, travel and
transportation, equipment and supplies, and motor pool opera-
tions. Consultants and contract personne! -ngaged primarily in
management and suppcrt functions are also operating expense
funded.

The USAID/Philippines Executive Officer manages the operating
expense account and Uthe support services: Contracting, Seneral
Services, Logistics, Motor Pool, Shipping, Travel, Perzunnel,
and Communications. All support service expenses are paid from
the dollar-funded operating expense allotment and those Govern-
ment ~f Philippines (GOP) Trust Funds (in local currency) which
are available to the USAID as «contributions to the AID pro-
gram. The USAID operating budgets (dollar and Trust Funds) for
the last four years were:

USAID Operating Budgets
1982 to 1984
(In Millions)

Dollars frust Funds Total
FY 1982 $1.47 $2.75 $4.23
FY 1983 1.45 2.09 3.54
FY 1984 1.59 1.76 3.35
FY 1985 1.64 2.30 3.94

B. Audit 0Objectives And Scope

This was primarily an  ceonomy and  efficiency audit including
some  financial and  compliance audit  aspects. The audit was
made to determine  whether  the HSATD  was  utilizing operating
expense funds ettficiently, +cconomically and  far  authorized
purposes, Becavuse of  the  potential  tor  cost savings,  our
review concentrated an the cconomy and elticiency  and  implemen-
tation of policies and  procedures  relating  to  residential

enerqgy consumption, the motor pool  operations and the mainte-
nance cantractor.



The audit was made from December 1984 through September 1985,
and covered the financial period of October 1, 1982, through
September 30, 1985. The last audit report covering
USAID/Philippines Operating Expenses was issued over § years
ago in March 1978. Since then, we issued a survey report dated
February 1981, on Controller Operations, which had no adverse
findings. We audited cashier operations in January 1982, and
performed a limited survey of travel procedures in June 1982.
These audits disclosed minor internal control weaknesses which
have since been corrected.

The audit was made 1in acccrdance with generally accepted
government auditing standards.
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PART II - RESULTS OF AUDIT

A. Findings And Recommendations

1. USAID Nezds To Develop And Implement A Fully Effective
Residential Energy Conservation Program

AID regulations require the Mission Director to ensure that
residential utility costs are held to reasonable levels. How-
ever, the USAID does not have a fully effective residential
energy conservation program because energy conservation methods
have not been identified and occupants of residences are not
actively encou aged to conserve. By implementing a more zffec-
tive program to manage and control electricitvy cests USAID
could save up to $71,000 the first year and $100,000 in suc-
ceeding years.

Recommendation No. 1

We recommend that USAID/Philippines establish a more effective
residential energy conservation program to include:

a. making surveys of individual residences for identification
of energy efficiency requirements (insulation, etc.);

b. developing ayd implementing a plan for financing cost-
effective energy efficiency requirements identified in the
SUrveys;

c. immediately lowering the usage allowances to those estab-
lished prior to May 1985 and reassess the allowances after
one year.,

d. developing and implementing an  information and follow-up
program which will encourage lower use of energy by USAID
persannel and dependents.,

Discussiun

United States concern  for  the need to control energy costs

became  apparent  more than ten years ago. As a result, the U.S.
Congres< cnacted fn 1975 the nerqgy Policy and  Conservation
Act. The Act's provisions called for U.S. Government aqencies

to conserve enerqgy  supplies  through enerqgy  conservation pro-
grams.






U.S. Embassy And USAID Residential
Electricity Allowances

As of May 1985
Kilo Watt Hour Allowance Per Month

Residence U.S. Embassy USAID 1Increase (%)
Apartment
Unaccompanied 3,000 3,000 -
Employee and 1 dependent 3,000 4,300 1,300 (43)
temployee and 2 dependents - 5,600 -
House
Unaccompanied 4,000 4,000 -
Employee and 1 dependent 4,000 5,300 1,300 (33)
Employee and 2 dependents 4,600 6,600 2,000 (43)
Employee and 3 dependents 5,900 7,900 2,000 (34)
Employee and 4 dependents 7,200 9,200 2,000 (28)
Employee and 5 or more

dependents 8,500 9,200 700 ( 8)

According to a recent USAID study on residential energy conser-
vation, the fundamental flaw with the allowance syslem i3 that
it disregards the individual charscteristics of residences.
The study noted that cthe amount and type of window surfaces,
size of rooms, types of walls and roof systems, even Lthe color
of the roof, all make a difference in the enerqgy efficiency of
a residence. The study concluded that the current system was
inequitably desianed, inconsistent with policy and not in the
best interest of the U.S. Government.

U.S. Agencies' Approaches In Man.ging Energy Requirements Differ

The U.S. Government agencies operating in  Metropolitan Manila
have different approaches to managinng  and controlling energy
cost. The U.5. Embassy's approach has  been basically  laissez-
faire, taking action only when clectricivy cost of individual
residences sublstantially exceeeds Loe allowance,  Toe 1.5, mili-
tavy, on  the other hand, has an on-qoing and active enerqgy
conservation  program, It actively monitors  and encourages
reductrons in energy consumption,

U.%e  Brbansy  officials  stated  Lhey  did not have an nn=oing
eneray conservation program,  An Umbacsy  official  otated  that
it i the Dmbassy's policy  that 00 a0 individual's electric
consumption  seems  excessive,  Lhe  Fmbaoy Hheneral hervices
Office  (650) will examine  the  houase  tag find reasons why Lhe
particular structure may not be energy officient.  The 650 will
then  discuss  aaange patbterng  with e emp loyee, It the om-
ployee's demand for electricity i foung to  be unreasonable,
the G50 may impose limits on a cane specitic basia,






USAID took corrective measures to eliminate causes of high
energy usage, as suggested in the USAID study, significant
savings in energy cost could occur.

The study was made at the request of the USAID Deputy Director
who wanted to know why occupants of 2 USAID houses were using
electricity in excess of their allowances. It was performed by
the USAID Energy Development Division Chief and a consultant
who had published various texts on energy conservation. The
study noted several reasons why USAID houses were not energy
efficient and suggested ways how energy 2fficiency could be
improved. For example:

-- Houses contained no insulation in the air space wunder the
roof. Therefore, the heat generated in this enclosed
location warmed the ceilings and the air 1in rooms below.
To lower the temperature of these rooms to a livable level,
occupants had to operate air conditioning systems for
longer per-a3ds and at higher cooling temperature settings.
In this study, the cost of insulating the empty space under
the roof for one house was e<ti - ted as $750 if 44 AID
houses were insulated. The saving in enerqy consumpticn,
if  the house were insulated, was estimated as 65 KWH per
day, or a savings ot 52,372 a year.

--  Louvered window., Jdeors and some alr conditioner onclosures
containod structural defects  that  allowed air  seepage.
This condition alsn resulted in the need for longer use of
air conditioners to reach a lower room temperature level.

== Hot water heaters ol the residences were left on the high
temperature  seltings  througbout  the occupants! sleeping
hours, even ULhrough no use was being made of the service.

-- Installation of an  oelectric «oxhaust fan in the eaves of a
roof system would move air  through  the  space  between  the
ceiling andg the roof.  This would reduce the heat build-up
under the oot and reduyce the air-conditioning reaquirement.,

AUSATD Ynerqgy Divicion ofticial  alao  otated  that  additional
enerqgy  oavings conlbd occur o with the puarcbose of more officient

appliances, Apploanee that caongld be perehiased  based  on thelir
enerigy bt vc ey e refrigeratore and freesers, clothes
washer . nd oy per o wadber heaters,  kitchen  ranges  antd nvens,

and air condtitiogner,

The HYATD decided to defoer implementation of the suggestinns in
the HSATO vy toady, T felt that the  allowance  cystem  was
adequate ta monttor  and  control  the  asange of  electricity,
Furthermore, bec ygoe aof  severe huadget constaints,  the USAID
stated it probably woald not in the near future be  able  to
finance the  investments  required  to make the residences more
eneryy etfticiont,



Energy Surveys Can Identify Energy Efficiency Measures And Help
Establish healistic Allowances

The USAID energy study provide. general observaticns on  how
USAID residences could Le made more enceryy efficient. However,
if the USAID embarked wupon a program to reduce electricity
costs, it would nced to know what specific measures could be
taken to reduce energy consumption in individual residences.
This could be accomplished, at a relatively low cost, through
technical surveys porformed by local commercial engineering
firms. The results of the surveys rould also be used for the
establishment of realistic electricity allowances.

We contacted several local commercial engincering firms and a
Philinpine Government agency which have heen engaged  in per-
forming encrgy surveys of  commercial buildings as well as

residential housing. IThe surveys performed by these organiza-
tions covered the specific measures that are required to make
these facilities more enerny efficient. One  survey report

¢

recommended  specific measures to o retooo fo clectricity costs
of a commercial building. This report prioritized the measures
by estimating their one-time  cost and annual savings in elec-
tricity cost.  For example, the report noted  that the cost  of
inatatling a4 dime  ciael for the aiv-conditioning oy tem ragld
be paid back in aboar 0 monthe, fn o enero, SRR RIS RN Hlher  recom-
mended  measares Cinotalling  tnsulation  in the roof, painting
the roof with aluminum paint, installation of 1 reheat recovery
unit for hot wiater needs, etel) had longer pay-bhack periods.

The same  firm  pectormed  enecgy  conservation studies of U.S.
military housing in Clark Alr Force  Hase  and  the  Sabic  Naval
Base. The reports  produced by this  company  specifically

identified the meoaures  required  to aake  the residences  of
these U.S0 military bases wore cneragy cftieient,

AL of  the organirzabions caontacted ot they had the techpnical
capabllity to  revicw  the AL po i g and SHOR St WAy s
Lhetlr  electricity, oot canld be pedgred, These entitios also
believed the resalta of their surveys cogld e gged Lo estab-

Lish electricity  allowances by either  iodividual  or type of
residence,

Eneray curveys of USALD residences probably  can be  done gt 3
relativel,  low cost, Oneirm contacted stated such curveys
could be done for about 4% per residence,  The same firm noted
the cost  nor house conld be reduced i wore than one Houoe wepe
surveyed.  Another firm  stated  two  eregpineors,  one otroaetagral
and one electrical,  would  coot aboat b16 0 per oday for their
services, The Phitippine Governmenl agency cantac ted  otated it
would pertorm aach  carvey at o costo o This fgency was, willing
toodiscuss the possibility of performing froe aurveys  of  HSATD
residences with USATD officials,






impact on the comfcrt of individuals who 1live in USAID resi-
dences. These savings could be reprogrammed to finance addi-
tiunal local nationals (whose salaries range from $4,000 to
$6,000 annually) to assist in monitoring the administraticn of
the Economic Support Fund projects. Therefore, in the interest
of economy and possible shifting of resources to more produc-
tive purposes, we remain firmly convinced that the USAID should
develop and implement an encrgy conservation program along the
lines recommended in the audit report. We will close the
recommendation when the USAID has established such a program.

10









In suomary, the USAID should evaluate its transportation re-
quirements by analysis of complete and reliable information to
determine the quantity and variety of vehicles needed to
conduct official business. 1If this evaluation shows that the
number of vehicles 1is excessive, then the USAID should take
action to reduce the motor pool fleet.

Management Comments

USAID has agreed to and has taken some actions to implement the
audit report recommendations regarding the motor ponl opera.
tions.

13












United States from being money "received for the use
of the United States" within the meaning of
31 U.S.C.S484 which should be deposited in miscellan-
eous receipts of tne Treasury."

USAID has agreed Lo stop this practice ant and is now transfer-
ring motor pool rental income in the U.S. Treasury Miscellane-
ous Receipts Account. The USAID also agreed to compute retro-
actively the amount to deposit in the Miscellaneous Receipts
Account for the pericd subseguent to  September 1984 -~ the
wonth of  the AID General Counsel opinion. In September 1985,
the USALID transferred 32,461 in vehicle income to this account
for the retroactive period. Because of these actions taken by
the USAID, Recommendations HNo. 6 and 7 will be considered
closed as of the issuance date of this report.

17
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Memorandum pAPPENDIX 1

T0 ¢ Leo L. LaMotte Date: March 11, 1986
RIG/A, Manila

FROM : Frederick W. Schieck @ﬁ
Mission Director

SUBJECT : Mission Conments on Draft Audit Report on
Operating Expense, Support Costs and
Functions, USAID/Philippines

We welcome the opportunity to comment on the subject report which
contains four findings and related recommendations. We are generally in
agreement with the recommendations related to Findings Numbers 2, 3, and
4. towewer, we strongly disagree with the content and recormendations,
a. o written, wclated to Fivnding Number 100 Our concems are discussed
below.

Comments On Finding No. 1 and Recommendation No. 1

Recommendations 1(a) and 1(b).

He do not disagree with the premise upon which Finding Number 1 is
based--that AID regulations require the Mission Director to ensure that
residential utility costs are held at rcasonable levels. In fact, the
Hission beliewves it has developed and implemented an effective energy
conservation program that qgoes well beyond the program mandated by the
U.S. Fmbassy for 1ts staff and the staff of all other USG agencies served
by the Fmbassy Adnministrative Section.

As required by ACLLD. Yandbook 23, Appendix 5A, the Mission has
(1) established utitity coilings for all residential quarters; (?)
roaintained aecords for cach residence; and (3) attempted to get othor USG
agencics Looadopt USAID' s stricter criteria.  He also provide monthly
reminders to a1l staff membe: and require that they pay excess
clectricity coasts,  Hevertheless, the audit suggecsts that because Mission
standards are adhered Lo by USAID employees, the ceilings must be Loo
liberal. This conclusion owrlooks the fact that standards are intended
to quide individual behavior.,  We believe that the fact that USAID
rmployeen stay within the ceilings indicates that the standards are
working in this case.  Thus, we disagree with the assertion in the report
that employecs are not encouraged by the Mission to conserve.  The
standards serve precisely that function.
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We also disagree with the conclusion that USAID does not have a
fully effective residential energy program because energy conservation
methods have not been identified. The report recommends that the Mission
conduct energy surveys and develop a plan for financing cost-effectiwe
energy requirements identified in the surveys.

It is simply not practical to consider firancing extensive
modifications to rental houses used by USAID employees. First, several
of the potential savings cited in the report dre simply not appropriate
in the Philippines. The typical USAID rental house has a metal roof
(galvanized iron sheets), high ceilings, plaster-covered exterior walls
made of hollow concrete block and louvered windows. These houses are
constructed of conmonly-available local materials to meet year-round
tropical conditivig, o uling Tiab reie® "7 n ! high humidity. Walls
cannot be insulatad. Ceilings can be lowered, hut cunly at great
expense. The rplacement of Touvered windows would also be quite
expensiwe and may actually nsult in incmased use of air-conditioning to

compensate for redoced air circulation.

Attics can b dnsulated, but theie are no data available from
actual studies of representative housing in Manila that indicate that
this investment would be cost effective over the average rental life of
USAID houses. Furthemore, we questicn the conclusion that USAID could
save up to §71..00 4r the first year of an energy conservation program
and $100,000 in succeeding years, based principally on savings ostensibly
attributable to insulation. While the draft report does not discuss the
basis of such savings, in the ad hoc study they were based on the premise
that an entire house be cooled to a level of 75 degrees, 24 hours a day,
by controlling airconditioning units with thermnostats to maintain an even
temperature.  Many occupants of USAID housing do not cool their entire
houses 24 houre a day. Rather, they sclectiwly cool arcas on an
as-needed basioo Accordingly, the potontial savings cited in the draft
appear to be overstated., Owrall enerqy costs ould very well increase
if everyone attempied to maintain an even temperature throughout the
entire houyse 24 hours a day--rather than cooling selected arcas
periadica iy

fonecond reccon thal the sugaested capital impmsements are pot
practical i+ the bimoser in AID rental propearties,  Although some AID
renteis ae aotammed for tong periods, theo oo constant, and often
unpredictable tarnow . Owners want to reposaess their property,
exhorbitant v al aenewal rates am sometiees equested; houses become
excess Lo our necdar and we canstantly <tviw 1o gent better residences
as they hecowe aviilable within our price vange. As a rmesull, therm is
no assurance that individual pieces of procerty will remain with USAID
for the i ne cainy o auarantee recovery of energy inwstment costs,
Thus the deci<ion whether to invest scarce peeourees in pemanent
improvements becopes o qamble that dimplies futiare Tosses as well as gains,

Finallty, the financing tor such modifications for 42 of ne 55 AID
houses would hawve to be provided by the Gowornaent of the Philippines
through 1t national budget. The future of Trust Fund financing of
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USAID's program is currently unknown in view of the recent change in
adninistration in the Philippines. An increase in the Mission's dollar
Operating Expense budget would have to be requested for the costs related
to the 13 houses for Inspector General and ASEAN Regional personnel. It
is doubt<ul that such an increase would be granted in view of Lhe recent
OMB-mandated reductions in AID's dollar Operating Expense budget.

We conclude, therefore, that it is premature, if not entirely
Tnappropriate, to require that USAID initiate a program to finance, out
of its Operating Expense budget, energy saving improvements in its rental
housing. While such inwstments might be expected to reduce encrgy costs
under optimal conditions, we haw been given no evidence to indicate that
such a program would produce actual savings to USAID given the
significant operative variables: construction and design characteristics
of the residences; cost of energy savings improvements; expected annual
returns from such improvements and the extent of antizipated capital
Tosses due to turnover of wntal properties within IIAID's inventory. A
basic issue, too, is that it is not clear whether tie capital investment
would be available given the severe budget difficulties being experienced
by the Government of the Philippines and the OMB-mandated reductions in
AID's dollar Cperating Fxpense budget.

IMCommymahhu11(rL

Recommendation 1(c) would require USAID to reduce usage allowances
immediately to those in effect prior to May, 1985. USAID recognizes that
ceilings shonld impose realistic limitations on residential energy
consumption in order to encourage conservation. In this reqard, the
current lewls may be toe high. However, the Mission does not agree that
the old usage allowances should be reinstated without reviewing their
appropriateness.  Therefore, the Mission will mview energy consumption
in order Lo detemine what revicions, if any, should be made in current
Tevels.

Recommendation 1(d),

He belicwe Peconmendation 1(d) should he dropped because page 10 of
the draft renort -upports the fact that we am already taking the
reconmended et iog,

Conciusion,
In summary, the Minsion beliews the draft recommendation for
Finding Mumber 1 ohould he extensiwly revised.  As now worded, it would

require the Mi<cion to embark on a program which may incur excessive
costs as compared with potential savings, and which may well prove to be
unworkable in the end. Moreowr there is no evidence that the
recommended proaran will prodoce hotter msulty than the current Micsion
energy conservation program which conforms to all applicable AID
requlations. luplementation of the draft recommendation, as written,
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would add to the complexities of managing an orderly system for renting
and assigning housing to USAID employees with a consequent adverse impact
on work force efficiency. Accordingly, we beliew parts a and b to the
recommendation should be dropped entirely as they are impractical,
unworkable, and unneccssary. We also beliewe a rvasonable substitute for
part ¢ would be a rccommendation asking us to re-evaluate the monthly
energy limits issued last May in 1ight of actual experience. Finally, we
believe part d should be dropped because page 10 of the draft report
supports the fact that we are already taking the action recommended.
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List of Recommendations

Page

3
Recommendation No. 1

We recommend that USAID/Philippines establish a more
effective residential energy conservation program to
include:

a. making surveys of individual residences for identi-
fication of energy efficiency requirements (insula-
tion, etc.);

b. developing and implementing a plan for financing
cost-effective energy efficiency requirements iden-
tified in the surveys;

c immediately lowerirg the usage allowances to those
established prior Lo May 1985 and reassess the allow-
ances after one vear;

d. develping andd faplementing an information and
follow-up program which will encourage lower use of
energy by USAID personnel and dependents.

11
Recommendation MNo. 2

We recommend that USAID/Philippines aggressively implement
existing procedures to ensure that current, accurate and
complete usage records are maintained for all motor pool
vehicles.

11

Recommendation No. 3

We recommend that USAID/Philippines determine, on the basis
of accurate and accumulated motor vehicle usage data and
other suppesrtable justifications, the number of vehicles
requicod to efficiently meet its transportation needs and
take steps Lo redoce the motor pool fleet, as appropriate.

14
Recommendat ion Ho. 4
We recommend that USAID/Philippines establish a system to
account for contract maintenance work to include a require-
ment that mainlenance workers record the actual time and
materials used Lo perform maintenance tasks, when such work
is performed, and uce Uhis information to analyze mairntenance
contract requirements,



16
Recommendation No. 5

We recommend that USAID/Philippines immediately begin
transferring motor pool vehicle rental income to the
U.S. Treasury Miscellaneous Receipts Account.

16
Recommendation No. 6

We recommend that USAID/Philippines determine from its
records the amount of motor pool vehicle rental income
that was erroneously credited to the Mission's operat-
ing expenses account and transfer such funds to the U.S.
Treasury Miscellaneous Receipts Account.
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