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AUDIT REPORT 

USAID /LAOS 

PROJECT COMMODITIES PROGRAM 

PROJECT NO. 439-11-995-080 

PART I - PURPOSE AND SCOPE 

We have completed an interim, comprehensive audit of the

Project Commodities Program, 
 Project No 439-11-995-080,
administered by the USAID/Laos Office of Management through

its Supply Management Division (SMD). 
 The objectives of the

audit were to evaluate the effectiveness of the program and

identify and report on any problems affecting program implementa
tion.
 

The audit covered the period from July 1, 1970 through August 31,1973, and included a review of project documentation and pertinent
records maintained by USAID/Laos, discussions with responsible
USAID and other officials, and visits to warehouses located atPhaKhao, Khao Lieo and Ban Xon (LS 272). Due to the nature of
the commodities involved, their wide variety, low unit cost, and

broad usage throughout the Mission program, 
we did not conduct
utilization or end-use checks. These checks are included as a
regular procedure in our audits of other USAID projects and 
operations. 

Significant matters disclosed by the audit are presented inPart IV, Statement of Findings and Recommendations. Major 
findings are summarized in Part I1. 

PART II - BACKGROUND 

The Project Commodities Program was started in FY 1967 
by USAID/Laos, with approval from AID/W, to establish centralized
control and issuance for Mission commodities such as POL (Petroleum, 



Oil & Lubricants), cement, and construction materials. Prior to 
the program, each technical division had its own supply and 
distribution system for such supplies, and as a result, numerous 
Project Implementation Order/Commodities (PIO/Cs) beingwere 
issued for these commodities on an individual project and subproject 
basis. 

The Mission began centralizing all common-usc (CU) supplies 
in January 1967 and issuing consolidated CU PIO/Cs in February 
1967, In 1969, stocks of vehicle and equipment parts were trans
ferred to SMD from USAID/Laos' Rural Public Works (RPW) and 
Motor Transportation Branch (MTB) inventories and incorporated
 
into the central stock control system without benefit of physical
 
inventory of RPW stocks.
 

From a funding viewpoint, the Project Commodities Program 
is a memorandum project under which the CU PIO/Cs are issued
 
for consolidation purposes. 
 The actual funding for the consolidated 
PIO/Cs is provided by the various Mission activities such as the 
Agriculture Development, Educational Development, and General 
Technical Support projects. The individual project agreements 
for the activities carry the obligation amounts for the CU commod
ities to be procured, and the CU PIO/Cs, in turn, contain consoli
dations of the commodities involved plus allocations of the total 
funding by projects. For accounting purposes, the Office of Finance 
(OFIN) treats the Project Commodities Program as a temporary 
project, or clearing account. 

Separate project accounting records have been established 
for the consolidated PIO/C's; periodically, obligations and expendi
tures incurred thereunder are transferred to the actual projects 
involved based on SMD issuance reports which show the cost of 
common-use commodities issued to each activity. 

PART III - SUMMARY 

Basic elements of commodity management were not always
properly adhered to in the past, resulting in resources not being 
effectively and efficiently utilized, and affecting present program
Implementation. Audit findings are discussed in detail in Part IV 
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of this report. We summarize below the findings we consider most 
significant. 

A physical inventory of approximately $4, 500, 000 of repair 
parts has not been completed for six years (Part IV, A, Page 4).
The last physical inventory of $2, 300, 000 general supplies was 
taken without adequate pre-inventory location survey (Part IV, A, 
Page 4). 

About two-thirds of the $4, 500, 000 repair parts inventories 
are reported inactive (Part IV, B, Page 8 ). 

Two project warehouses are being operated outside the SMD 
supply system, reportedly, because service provided through SMD 
system was not fully responsive to project needs (Part IV, C, Page 10). 

Gasoline field stocks were not adequately managed, resulting 
in thefts and alterations of records (Part IV, D, Page 13). 
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PART IV 

STATEMENT OF FINDINGS AND RECOMMENDATIONS 

A - PHYSICAL INVENTORIES 

1 - Repair Parts 

A physical inventory of the 46, 000 line items (approximately 
$4, 500, 000) of repair parts for Mission vehicles and equipment
has not been coinpleted and reconciled to Stock Record Cards (SRCs)
for six years. SMD, which took over responsibilities for such stocks 
in 1969, experiences large numbers of warehouse refusals (i. e.,
demands which cannot be filled although SRCs indicate that the parts 
are on hand). Records show many warehouse refusals and completed 
or pending inventory write-offs resulting therefrom. Also, there 
are items in stock which are not properly reflected on SRCs. 

In FY 1973, CU stocks in the Vientiane area were transferred
 
to a newly constructed central warehousing location 
at PhaKhao 
where SMD now maintains the SRCs for all its supply locations. 
The transfer involved relocating "active" vehicle and equipment 
repair parts from Khao Lieo warehouses, leaving a substantial 
portion of stocks at Khao Lieo with the intention of later disposal.
SMD also holds CU stock at ten field subdepots and one pipe and 
fence storage yard. However, these stocks in total constitute only 
a small porticn of the inventory value of stocks at the PhaKhao and 
Khao Lieo locations. 

The above problems can be attributed to three major caases, 
according to an SMD supervisor. These are (1) stocks not in proper
location in warehouses, (2) inaccurate pick-up of SRC balances when 
the manual SRC system was converted to a partially computerized 
system in April 1971, and (3) theft. 

Inventory write-offs totaled $52, 000 for the six-month period
ended June 30, 1973. We estimated an additional $90, 000 in pending
write-offs based on accumulated warehouse refusals at that date. 
However, we recognize that losses will be partially offset by inventory 
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gains as some other parts are subsequently located and properly
 
identified.
 

Our limited test of 543 demands for stock (May and June 1973)
disclosed that forty-three demands, or 8%, resulted in warehouse
 
refusals. Fifteen of these were 
at PhaKhao, twenty-three at Khao

Lieo, and five were refused at both. 
 The SRCs show the several
 
storage lrcations 
for each line item, but do not indicate the quantity
 
at. each location.
 

We made another limited test by counting thirty-eight line
 
items physically located at Khao Lieo. 
 We found that for thirteen
 
line items, SMD personnel could not find SRCs. 
 For five line 
items, SRCs were found but. the location was not on the card. Twenty
five items for which there were SRCs were repcrted to be in forty
two locations  nine at PhaKhao and thirty-three at Khao Lieo.
 
Visual inspection 
ot the forty-two locations showed that eleven had
 
no stock on hand. Our 
physical counts of th.- twenty-five line items
 
disclosed fcurteen differences - six shortages and eight 
overages.

Of course, the thirteen items for which there were no SRCs would

be considered overages, there was
so a total of twenty-seven differences 
out of the thlrty-eight line items counted. 

At present, about three hundred demands per month are sent to

Khao Lieo. We were 
told that about fifty percent of the demands
 
are refused. This 
was borne cut by a test of 145 demands made during
the first half of July 1973 which showed that eighty (55%) resulted in
 
warehouse refusals.
 

The warehouse refusal problem Khaoat Lieo has apparently
 
existed for some time. The problem 
was diagnosed by SMD in
 
February 1972 as a need for a location survey. 
 The survey has not
 
yet been completed, and the high percentage of warehouse refusals
 
continu-s. 

We were told that a physical inventory of about 20, 000 line 
items transferred from Khao Lteo to PhaKhao was taken, but not
 
reconciled to SRC balances. 
 The Inventory slips (RMKs) were 
prelaid starting in July 1971 at Khao Lieo. Inventory teamrs startcd 
counting, limting and pulling one copy of the slips in December 1971. 
Items counted wore in boxesplaced for transfer to PhaKhAo. 



The opening of the latt.er warehouse, originally planned for April
 
1971, did not materialize until July 1972. The move 
of repair
 
parts was started in September 1972 and completed in February
 
1973. Items were recounted and compared to RMK slips before
 
being placed in nev stock locations at PhaKhao.
 

A physical inventory is being taken of stocks remaining at
 
Khao Li.eo. 
 It was started in January 1973 and it is continuing.
 
The purpose of the inventory was to make an accurate record
 
for disposal of the '"inactive" ",tems. Smaller parts being
are 

removed from the shelves and placed in cardboard boxes. Lists
 
were prepared by the inventory teams of items so placed, showing
 
the locations from which the stocks were 
removed and a number was 
assigned to each box. Although items in boxes appear to be correctly 
referenced to prior locat..ons, our tests indicated that SRCs, in many 
cases, do not reflect the proper prior locations to which the boxed
 
items are referenced. If the SRCs were 
correctly referenced, we
 
believe that there would be a considerable increase in the demands
 
that could be filled, including items in inventory which are not
 
recorded on the SRCs also indicated by our test. 

We noted that inventory count slips were being held by the 
inventory persunnel and not being turned over to SMD so that 
SRCs n-ock locations could be corrected. This was brought. to 
the attention of SMD officials and subsequently we learned that 
corrective action was initiated. The fact that stock issues and
 
transfers were being made during the course of 
 this .nventory and that 
identical items are in locations at. PhaKhao, we belit-ve that this 
inventory, as recorded, will be cf timited value to the. M-ssion in 
terms of correcting the SRC balances. If. however, the items having
activity (perhaps 1,000 to 2, 000 items) were recounted in connection 
with a full inventory at PhaKhac, the results of the Khao Lico inven
tory could be effectively utilized. 

Recomm,,nda ion No. I 

We recommend that USAID/Laos take action to (a) complete a 
physical inventory of re!pair parts at Khao Lieo and PhaKhao locations. 
and r.*conuile such inventory to th. SRC. ; (b) correct all the "tock 
location referenc,,sm shown on SRC, , ,,liminating locations which are 
no longer valid; (.e) (elabltih a ri-gular procedure to accomplish a 
complete phy.iical inventory and reconciliatton of stocks on an annual 
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basis, and (d) assure that complet-e location information is main
tained on SRCs of multi-location items. 

General Supplies 

The last physical. .nventory of general supplies was taken in 
October 1972 without benefit: of an adequate pre-inventory location 
survey. Audit tests in July 1973 indicate that sufficient stocks are 
mislocated or not. recorded cn SRCs so as to require a new location 
survey. Audit tests also show that the present 4, 169 balances 
recorded on SRCs, valued at $2, 338, OCO, when compared to stocks 
on hand contain sufficient differ .nces to warrant a new physical
 
inventery.
 

As a test, we selected forty items listed on SRCs and com
pared card balances with stceaks physically on hand. Of $13, 636
 
inventory value 
of card balances tested, wc discovered $1, 257 in
 
shortages and $194 
 in overages. F've of the differences noted were 
in excess cf $100 each. The differences were referred to Stock 
Control Section and action was initiated to correct the deficiencies 
through inventory adjustmen'm. Causes of the differences appeared
to be theft in -ome tocases, imprcper l(;cations recorded on SRCs,
and to errors in recording the results of the prior inventory taken
 
in October 1972.
 

In anc'ther test., we selected thirty-s9,ven items physically in 
stock at PhaKhao. Four were not traceable to SRCs currently in
fle and six were found in 'ocations not shown on SRCs. The total 
inventory value tested was $9, 737, disclosing shortages of $919 
and overages of $383, excluding items not traceable to SRCs. 

Recommendation No. 2 

We recommend that USAID/Laos take action to complete a 
new location survey followed by a physical inventory of general
suppliea stocks on hand, and reconciliation to SRC balances. 
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B - INACTIVE STOCKS 

Abu,)t two-thirds of the $4,500, 000 in inventories of repair
 
parts are reported as inactive stocks. Excess 
stocks have increased 
by $254, 000 Ln four and one-half months. Not all excess stocks have 
been ref'- rred to proper SMD channels so that disposal actions can be 
initiated. 

Computer list:ing. of exce~s stocks and long supply show the
 
manufact'urer's number or federal st,.ck code, description, 
 unit of
 
issue, last date of issue, date cf last receipt., unit price, quant..ty

in excess cr long supply, dcl.ar vali,, 
 and in the case of long buppiy, 
the average monthly cr yearly usage of each item. 

Th! excess stc.ck report for March 29, 1973 contained 1, 374 
pages w:fh apprcx.mat.ely twenty-threc lines t,.a page wifh a total.
 
valse of $2,602, 328 of which $2. 439, 858 was in repair parts. The
 
long supply report contained 117 pages for a total of $804, 028 (f

which $561, 217 was in repai r parts. We e:stimate that there were
 
in excess cf'30, 000 line items of repair parts listed in these two
 
reports cf inactivity, reflt2ct,.ng an inventcry value of $3. 000, 000. 

Ex:,ss stocks are those items ior which there have been no
 
issues proce.ied by the comput.r for two or nmre 
years, cr i.tems
 
that have been coded manua).ly as excess. Long supply is stock that
 
exceeds projected usage, defined as stock that has been in fhe com
puter systeni fc. at. least six i, nths and in excess of twenty months 
average usage. 

The March 29, 1973 listing of $2, 439, 858 excess repair parts 
compared t( the last similar lting on November 15, 1972 of 
$2, 186, 344 shows an -increa.,(Af $253, 514 during " four and one.half 
month period. 

Reco:'ds at SMl)/Central Parts (CEN) show that only 21. 806 
line itiems 'ialued at $1. ,939,240 have been referred to SMD's excess 
property unit f,.r screening prior to disposal action. According to a 
SMD/CEN official, SMD/CEN stcopped referring computer-lited 
excess Atock to the SM1) excess pr(operty unit, when it wat, learned 
that the data c-ntained in the ,(.mputer listing was inaccurate, 1.C. 
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(a)many line items appearing in the listing could not be located,

and (b)quantities reported as excess were found to be erroneous.
 

Mcst of the excess parts are at Khao Lieo. 
The Khao Lieo
 
stocks were originally procured with RPW project funds and in
FY 1969 transferred to SMD in an effort to improve management
 
and control. 
 SMD operated the Khao Lieo warehouse for about
 
three and one-half years. In FY 1973, 
 SMD transferred stocks
 
considered to be active to PhaKhao warehouse, leaving what 
was 
believed to be inactive stocko at. Khao Lieo. As stated previously,
about 300 demands per month have been going to Khao Lieo,
indicating that at least some of these stocks are still active. This
 
was further substantiated 
by cur limited test of twenty-five items
 
phys:cally in storage locations 
at Khao Lieo, which disclosed that six
items were also in locations at PhaKhao and that five items were not 
on SRCs. 

Mission officials stated that the deficiencies d'scussed in this 
section will be corrected as other recommendatins made in this 
report are fully implemented. 

Recomnendat;c n No. 3 

We recommend that USAID/Laos take action to (a) refer excesF 
parts not previously screened through its established channels in 
preparaticn for disposal actions, (b) complete the disposal of excess 
parts, and (c) transfer Khao Lico stocks with activity to PhaKhao. 
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C - DUAL WAREHOUSING
 

Two project warehouses are being operated by RPW at LS-272
 
in close proximity to an 
SMD field warehouse, yet outside the SMD

supply system. Such operations are costly, and provide less control. 
 The real problem appears to be in determining which parts

and what quantities SMD should have 
on hand to keep equipment
 
downtime to a minimum.
 

Rev.ew of repair part issues from the SMD supply depot in

Vientiane disclosed that issues 
were being made to and accumulated
 
by RPW as stocks on hand, in separately operated 
field warehouses 
at LS-272. Some such issues were priority requested and obtained

by SMD through emergency procurement in Bangkok 
at cost considerably
in excess of like items obtained through regular procurement channels. 

The recording of the issues to RPW stock caused the SMD
 
records to indicate increased usage. There was, 
 of course, no
increase in usage - only a transfer from one Mission location
 
to an(:ther. Under the current 
 supply system, RPW is presumed
to be using materials as drawn and not to be stocking therm. Therefore,
the SMD) reordering system caused the apparent increased usage to betranslated into higher requisition objectives,then into orders

larger quantities, and finally into what will become an 

for
 
overstocked


position with all of the attendant costs of storage. 
 More important
than the storage costs will be the amnount of money put into unneeded
items that could be used more effectively for other Mission needs. 

SMD opr.rates a field warehouse at LS-272 within one hour's 
drving distance of two war,.houses op..vratec( by RPW pers onnel. 

were 
told that SMD stocks approximately 

We 
1. 500 lines of repair parts

valued at $150, 000, It is esttimatedl by RPW personnel that RPW
stocks between 700 to 800 line itt-ems, with estimated value of$80, 000, at one of its two warehcuset . We learned that many Identical
Items are stocked by both SM!) and RPI at these LS 272 field loca
tions. 

Recently, RPW had acquired the services of a fourth direct
hire American Equipment Advisor to take charge of the requisi
tioning of required parts from SMD. SMD dots not have such a 
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specialist. c~n its staff. A considerable amount of the advisor's
 
time is spent travelling 
between SMD and RPW warehouses in
 
search f parts. A small helicopter has been provided by the
 
Mission for the advisor 
to control read project operations, expedite 
parts, and reduce downtime on equipment. 

Review of the issue procedures at the RPW and SMD supply
 
warehouses at LS 272 and discussicos with personnel disclotsed
 
that SMD has better trained personnel and tighter controls 
over
 
repair parts issues and inventory on hand than does RPW. 
 Audit
 
tests 
indicated adequate procedures for audit trail for receipts

and issues by SMD. Converely, stocks issued to RPW are 
already

charged off the Mission's inventory records. 
 RPW mechanics are 
nermit ed to enter the RPW st ',ck warehouses and renmve parts from 
the shelves using a sign-out sheet posted by the door. Linmited checks 
discloled that s tock record cards did inot reflect proper locations
 
and balances of stocks 
on hand. Although spare parts accumulation
 
started in September 1972, we nt)t €dthat stock record cards were
 
not establ ,ihed until .July 24, 1973 at 
thi RPW location visit ed. 

We c'nclude- that dual op,.ratic ti of f ild warehotusa. hy RPW
 
is a morte costly process 
in t.rnii Of invent ory an( r equittition
levels maintained, ope rating p,.rtionnl nu1 hrd, re-duc ed cootrolo 
of stocks and in Iocating parts I'urther, w be li eve that SMD 
should have tht. nervice.s of an ,.quip, ni'nt advisor in order to aerve 
the entire, Miantion'a supply sy tm. 

Reconinit.ndationl Nc., .1 

We,rvcmend that USAl)/.ams take Action to (A) connolidato 
the RPW fiIld warehoustie and olocks Into the SMD Nupply synt,1m,
and ()) prOv"id, wit tht -rviceaSMI) fl Of an equipment pArto opeclAal.il, 

Thl dual wart-hooning isyst -m wan brought init. beisig by IPW 
becaus.( HPW oflicialps were of th, opiition lhAt service proyItled
through fli. SMI) myntem was not fully responpive it their needll. 
The RPW prtje,(.i fundsi about ixty percent of the coollillo11=-s 
repair parts,. 
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Spec .icaily, RPW officials state that repair parts are not
 
available on a timely hattiq and, as a result, vehicles and equip
ment are deadlined tor extended periods. It is their belief that
 
SMD has not (Icne an adequat, job f;f anticipating needs for repair
 
parts and, for that reason, they have established their own stocks
 
of some items. The fill ritte t,r requisith.ons is one measure of
 
how effectively a supply sysem is working. Our review of 543
 
requisitions presented to SM!) during May and June 
1973 disclotted
 
that only 
OW4% wre flrld irtom stic k on hand. 

II adltition ttc tht R PW stocks tmntioled, ont. of their Khao
 
L4eo 4yispint.it 
 dots ih ,o-r, wng tit SMI) listings of excell" 
parts and hai slectld approximately 4.,500 line ite.ms to be placed
 
in I(IlW stop kh. Tit 1 raist., tilt- question 'if why SM) has items
 
on 
its ,xc e't parts Ii,,ts w n.-IPW isP (if t h- opinion that they are
 
ntedtfl. It ,tpp,.4r.th t I hre It 
 I) ln u ItIIvI.t ( ot I lncatit)n
 
b,.tw,.en SMI) ald 1(tW. The nk,w Chi, ct 4A SMI) hati moved It,remedy
 
th" twoi.uti.it by r,'qiti,-,lisi Irtai vSf roi UPV to dtrl-m, tilt repair 
part- o,.,.di fr UIPW ctlipmt.ti hAuid.in Th, UIPW e.quliment advisor 

S .titftg .h,tit h t (f hit thtu lt pr,-parn-,itt.ttk-.off, by pit-c of
 
ej(ulpua ,nt. (itp.ati whitthnhli l h- itmi ks.dl 
aid th- laxltillm allid 
re rdr I )t i it - t #r n ti It pitrt ,. It in Antit ipatt d tha11t it wll take
 

-tt -mite y,, r Itfui , t',,,il,.t't th rtviw, howe-v,.r, intierimi
 
reporl-i w ll h,. trvwarded aM ,.i-dtial t it (-ri
t4, SNI) , isid i (tfitema
 
are ct,'.Il,-tvd
 

It 4111-1'r a 1ht Ilitle .*t-illit'll 104-h ti-i ha. givetll tto t otr r-ltlli )IJ 

ti lilt rrpar !).ift a .11i't'lt,ry %.V+tl Itqitliplul-fit 4411 haalti. When new 
typet If ,'jtullijtii Itrh, Aefit 1tlt1tllalC oie r qt tll,d. ain nlipply 
repair parta t,-t tht eqtipmlietl ha ott hoen a tjilrv-ll litiliate. 

Oni the t'ther ha ;,i, WO-hn Oil efitlpmett l hab heri di .pti llMe, 

tht rtlmt-d lw; ttn hayv+ lot hrovi pto its the th+apnatl vpr ,s 
1 ais.lr diapoza4l pro.+ -dturr. w.erv li' liitttltrtt liromttly, tht 
M10ii+i' la Iatyllig ni 'rAgg 4101 *1 -',hl o,a i 7ihiattl pa r! Are i(* 
no wsar lo the MIniPtn. Ti' prtbllrte h litot to$ Ini theha ahdd 
t Oflc 4| A InatlIv Sitm ko". 
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Recommendation No. 5 

We recommend that USAID/Laos take action to see that SMD
 
is advised of (a) the requirement for 
spare parts support whenever 
procurement of new equipment is proposed ard the means to acquire
them, and (b) vehicle and equipment disposals so that the stocks of
 
related repair parts may be reduced or disposed of.
 

D PETROLEUM, OIL, LUBRICANTS AND RELATED PRODUCTS 

1 - Gasoline 

Not all. field stocks hav, been inventoried monthly and recon
ciled to accountable balances; 
 this resulted in thefts being concealed.

Where ccntrols dc exist, computer-prepared 
reports designed to
 
expose excessive consumption by vehicle 
did not result in effective
 
actions by supervisors, one
and at field station apparent alterations
 
of issue reccrds went undetected.
 

Gasohne and other POL products delivered to field stations 
are required tr- be invrtoried monthly and reconciled to prior
inventory, receipts, and issues, using Form Laos 152. Exceptions
to these requirements were found to exist: for field stations operated
outside the SMD system - primarily certain road and construction 
projects managed by RPW or FHWA (Federal Highway Administration).
Discussion with RPW personnel disclosed 'hat tie-ins of inventory,
receipts and issues was not made. At one location, KM-52, records 
of issues to vehicles and equipment were kept, but such records 
remained at fi.eld locations and were not: captured by the computerized 
reports. The records maintained of gasoline issues, however, were 
only estimates since the location did not have a workable fuel gauge
for its pump. We noted that thefts have gone undetected for many
months, apparently due t:, laxity in reporting controls at one or more 
locations. These thefts have been referred to the Auditor General 
Inspections and Investigations Staff (IIS). 
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Field stations operated under the SMD system report issues 
by vehicles and equipment using La( s Form 140. Our review dis
closed that at. two field stations (Nam Tan and Savannakhet) the 
forms were altered or changed to reflect increased issues. The 
Nam Tan alterations were so primitive that they should have been 
easily detected by supervisory personnel approving the daily
issues. The records reviewed indicated that the practice of altering
gasoline issues had been going on for some period of time, dating 
at least back to April 1972. The Savannakhet forms showed that 
original issue figures had been al.tered, but. less frequently or not 
as obviously as those noted for Nam Tan. 

The alteration of forms resulted in a large number of high
 
consumption vehicles being shown on computerized reports

(POL 201 and POL 202). In some cases, the word "Excessive'
 
was printed in the right margin of the report. opposite the reported
 
informaticn. In many other cases, high-consumption vehicles 
were
 
not so flagged. Mission manual order revision setting forth con
sumption standards for certain vehicles had apparently not been
 
received by Systems Design Section (SDS) and, 
 therefore, the
 
computer program had net been updated.
 

The mileage readings and consumption figures were, however, 
shown on the reports. We compared the information so listed for 
MTB, Agriculture Division (AGR) and RPW project vehicles serviced 
through the SMD system with the standards set by the Mission for 
determining excessive usage. Our test was for the period from 
June 8 to July 19, 1973. Of 369 fo%, or more wheeled vehicles 
reviewed, 131 (cr 35. 5%) were found to be using excessive gaso
line by Mission standards. Another twenty-two vehicles for the 
RPW project were found to have broken speedometers. Seventeen 
of the twerty-two broken ipeedometer vehicles had been in this 
condition for two or more months a evidenced by prior POL 201 
reports. 

Five of the twenty Nam Tan vehicles showing the highest usage 
were vehicles which the Mission had disposed of by grant-in-aid to 
the Royal Lao Government. 
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The problems of control weaknesses, excessive usage of 
gasoline, altered records, "unflagged" computer report entries, 
and broken speedometers were referred to the Mission and 
certain remedial actions were taken. 

Recommendation No. 6 

We recommend that USAID/Laos take action to require that 
(a) receipts and issues of togasoline from all stations be reconciled 
stocks on hand and reported monthly to the Mission, (b) all issues 
be identified ultimately to particular vehicles or pieces of equipment 
and periodically compared with usage standards set for such 
vehicles and equipment, (c) the computer program for flagging 
excessive usage of gasoline be updated to incorporate usage 
standards established for vehicles not yet incorporated, and (d) to 
curb the high incidence of excessive usage vehicles and equipment, 
to stop operation of those with broken speedometers, and to end 
support for grant-in-aid vehiclet, with unsatisfactory cost benefit 
ratio. 

2 - Related Products 

Issues of engine oil, lubricants and brake fluid to some field 
locations appeared excessive, which may indicate pilferage and/or 
serious maintenance problems. For example, our review of SMD 
brake fluid issues (e.xcluding RPW and FHWA direct issues) from 
July 1972 to July 1973 disclosed the following: 

Vehicles Controlled Quarts Average Quarts
Field Locations by MTB Issued Per Vehicle 

Vientiane 326 640 2.0 
Pakse 90 400 4.4 
Savannakhet 80 
 480 6.0
 
Luang Prabang 65 176 2.7
 
Ban Houei Sai 37 116 3. 1
 
Nam Tan 26 216 8.3
 
Sayaboury 21 
 100 4.8
 
Vang Vieng 20 
 136 6.8
 
Thakhek 18 
 96 5. 3
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From discussion with SMD officials, we learned that the
 
Mission has recently (July 1973) completed a special study on
 
brake fluid utilization. The report recognized excessive usage,
 
possible pilferage and the need for tighter controls.
 

Recommendation No. 7 

We recommend that USAID/Laos regularly compare issues,
 
by locations, of non-gasoline petroleum products with related
 
numbers of vehicles and equipment: authorized to be 
serviced,
 
to identify areas 
of excessive usage and/or maintenance deficiencies. 

E EXCEPTIONAL DEMANDS 

Aperiodic and seasonal demands for certain general supplies
 
cause rapid depletion of stocks and, as a reLult, 
 some materials
 
are not available when needed. This in turn causes 
problems in
 
program implementation, particularly in the 
area of construction
 
of facilities.
 

The CU system is so designed that quantities ordered for stock 
replenishment are based on average monthly usage (AMU). The 
system is similar to that used by the General Services Administration 
(GSA). GSA, however, has a large number of users, so peaks and 
valleys clue t. abnormal and seasonal demands are not so pronounced 
as they are in USAID/Laos& much smaller CU system. Further, 
those peaks and valleys are not so critical for GSA because they are 
some three months closer to their sources of supply. 

Because of the long supply line and the small number of users 
having sometimes widely fluctuating demands, SMD should depart
fror. the AMU system under certain circumstances. One such 
circumstance is the undertaking of large construction projects.
There have been occasions when the Officer-in-Charge of 
Construction (OICC) has experienced delays in construction 
because SMD could not supply all of the government furnished 
material (GFM) called for by contracts with the builders. In 
order for SMD to provide, on a timely basis, quantities of materials 
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well in excess of normal usage, they should be provided with 
advance notice of material requirements and the funding neces
sary to acquire those quantities. If SMD were to maintain an 
inventory level capable of meet:ing all requirements - abnormal 
as well as normal - it would require a large investment of Mission 
funds that might be utili.zd more effectively elsewhere. 

We believe there should be fuller communication between 
the Project Managers who conce.ve the facilities, OICC who 
designs them, and SMD whc is expected to procure the necessary
 
materials. 
 After approval of the budget, planned construction 
for the ensuing fiscal year could be translated into material 
requirements. With this information and the planned construc
tion schedule, SMD could plan for orderly and timely procurement. 
Also, SMD's knowledge of what materials are available and the 
length of time required t:.) acquire them could be of assistance in 
the design of structures and the scheduling of their construction. 

Another circumstance call-ing for departure from the AMU 
system is the existence of projects with known seasonal demands. 
The Education Project, for example, has a once-a-year demand 
for large quantities of chalk, pencils, and other school supplies.
These should be ordered on the basis of Education Division fore
casts, not on the basis of AMU. 

During the course audit, the aboveof our was discussed with 
SMD officials. As a res, ' ertain corrective action was taken 
to assure better communication within the Mission for the purpose
of coordinating needs and procurement of those general supplies 
having aperiodic and seasonal requir.nments. Accordingly, we 
are not making a formal. recommendation. 
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F RECORDS AND REPORTS 

Several areas were ncted in which procedures were not being 
followed or were in need of dlarificatic'n and in which we believe 
that the effectiveness of management of SMD/Supply Branch could 
be improved. Many procedures and duties were not set forth in 
writing, including responslxLties of supervisory personnel for 
periodic follow-up 

I - Issue Documents 

Follow.up was n,;t made of delays in tdling of issue slips 
(Form 203s) resulting in (ue-o;ult releases for priority demands 
being held in one case for an extended period of time after 
emergency -,hpn'ents w,.re received 

In connection with a rev,.w of 100 Form 203's for June 1973, 
we nted that several were not yet in the completed file as of 
July 27, 1973. Further rev'ew d's lo .sed that five were clue-outs 
Is sued on June il. 97 3 1cr pr ,rity parts due in on emergency 
procurem,.*nt Th e due - in arr'vd from Singapore by June 4, 
1973 and wer, placd ijil, t (( k. 

The practice was to prepare the- due-cut releases in advance 
of stock arrival and to hold thene forms in the warehouse receiving 
office for match to incoming receipte to expedite issue to the 
requesting activity. In the case noted, however, since the priority 
it ems had been rece.ved and placed in -tock before the due-out 
rtleases were prepared, niatch ups w,!re not possible and the 
documents r.miin,,d in the Receiving Office until the time of our 
review, or fitly.two clays after recelpt. 

A log book was being mnai ntained in the SMD/CEN of Form 
203'9 s ent to aid returned from warehouse, but bi-weekly follow-up 
was not made of unc leanred itrmti. 

Thei above wa% brought to tht, attention iof the Chi-.I, Supply 
Branch. who r1etablished the procedure to inventigate all 
unclearod itemiis in the Irantactlion log on it bi-weekly bain. 
Subse quently, the practit(t of holding due -out releanes in the 
Receiving Section wan also changed. 
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2 - Reconciliations 

We noted cases where SMD/CEN was not promptly recon
ciling computer and manual pcstings to SRCs.
 

A computer-based Automated Inventory Management System
(AIMS) was designed starting in July 1970 and completed in July

1971 for the purpose of provid:ng management with reports and
 
information to' allow the 
tim.ely and accurate determination of the
 
status rf major aspects of SM!).
 

In the SMI)/CEN High Dollar Stock Control Unit, we noted
 
thirty-six examples of unreconciled shorta; 
-s b. e. manual balances 
greater than adjusted computer SRC balances) totaling $50, 000 
which were unidentified by the clerk. Some differences existed
 
for more than one year.
 

In the SMI)/CEN Federal Class Nos. 1055 to 2805 Stock
 
Control Unit, we noted that more 
than 2000 SRCm prepared for
 
the unit fro ithe July 19, 1973 update had not yet been filed 
or
 
reconciled by August 10. 1973 approximately eleven working

lays after th,. tipdated SRCf,were r ecivecd by SMD/Supply Branch.
 

3 . Roeord..r P'.%i-ts 

Calculations of reorder noints undthr the AIMS program and
 
those performed manually by SMD/CEN clerks were not on a conmistlent basis.
 

The AIMS lagi behind tit- manual syitNtem by one t,) moven 
weeks and (1 erkot have be en inottruted orally to ui ta metthod 
other than lith coiiputr melti' d for calt ilating AMU and reorder 
points . The t otliputer (alulatiit AM11 osing a running average
which weighs the cui rr ent mcl;nt h' iNiage with lit ave rAge brought
forward fr o prior monthi. [his computitt on c autivs the AMU 
to r iie or lower very quickly depending on the mois0t curr ent month's 
umage. '1he eiaiual yl ll' s AM! i 4-alculated by SHC clerkis 
tiing the, it ipl,, mionthly tvrag, ,f lit- current' o timat twelve,-month 
perel( and r (Jrdo-ring ii lha ,d on this Colipulation. On tie other 
hand, "long S{apply" and other reporto Are prepared by computer 
using the computer callat irn. 
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We compared the two systems of computing AMU on a small 
test basis and noted a considerable variance between the two 
methods. To be consistent, we believe that the AIMS and the 
manual system should on same basis. thus,be the computer 
reports such as "Long Supply" will more closely reflect the manual 
reordering system in use. 

4 - Demand/Order PrncssinwTime 

Processing tinie for new orders by SMD/CEN when out of
 
stock conditions exist, three and
ranged frc m to fifteen workdays 

averaged 9. 2 workdays according to our test of such items in July
 
1973. 

Request lor new order.i are preparcd by SRC clerks using
 
an internal ofi ce form prcv'ded 
for ths purpose after determina
tion that a stubst itit e item is not available. Such forms are then
 
edited by supervisory personnel and sent to the requirements sec
tion wht.re purchase orders art. prepared. We believe that five
 
working days or tihIuld
lesti he sultht itont tille to process orders
 
for (Jut of ,to,-k replacem-,nl
 

!(,.p, rt of lequitsitiomi Cancelled (REQ 206) was not being

reviewed by SM) Stock Cnt rol Section, 
 thus necvetsary reorders
 
were not aI way, processed In a tti-sely manner.
 

RI'IQ 206t ii a comptte r-prrpared hi-weekly report of requini
tiona cancelled Including thos, i,°lc , red by suppliers. The report
for the pt-riod .Jily 6.19, 1971 dit losed oseventy-two cancelled line 
items for repair parts and thirte,n lor general supplies. We 
reviewe d tw,.nty three of the repair parts ctncellations and noted 
nevrn that were cancelled by vui jpler s which should have trigge red 
manual ret rdering. Notice (i , ,m.-itton by Fed. Mitltrip suppliers 
Is recelved ianpoiuehd card form from suroh iuppliers, processed 
by the t,,napuir isni reported bi. weekly to SMD/Supply Dranch 

SEQ 406. The informtia io i AgAin rported to SMlD/Supply Biranch 
through eim,.rthly SRC updAte, Ii .weekly review of the I EQ 206 
reporto w',.ld sav, two weeks reorder time At midlionth and insure 
that rorder Act ton i taken. The above was brought to Ithe attention 
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of the Stock Supply Officer, who advised that action will be taken 
to see that REQ 206 reports are promptly investigated. 

6 - Discrepancy Reports 

Discrepancy reports for short shipments received had not
 
been prepared by SMD/CEN from Octcber 1972 until the time of
 
our audit. However, we noted that shrt shipments had occurred 
during that period. The administrative assistant, SMD/CEN,
stated that he was aware of the responsibility but was not being
advised by section personnel when discrepancies occurred.
 
This was discussed with the Supply Control 
Officer who advised 
that all repair parts receiving reports for the above period would 
be reviewed and discrepancy reports filed. 

7 - Evdence of Receipt from Field Locations 

We tested various types of common-use issues by SMD to
 
field locations and noted that in many cases SMD 
 had not as yet
obtained signed copies f Lao Form 203s from the field locations
 
outside! Vijentiane. 
 The return of signed forms is required by

Mission Manual 
Order No. 541. 1. 9, Requisitioning Centralized
 
Repair Parts and Material, and by Supply Management Bulletin
 
No. SM-042B, 
 Lao Form 203, Supply Requisition/Issue and
 
Return )oc ument.
 

While action has been taken to correct most of the deficiencies 
discussed in this section, we believe that many of them would not
have occurred had there been adequate written instructions for the 
guidance of employees and supervior. Adequate written instructions which can he useed by the emniployee as a working guide should 
reduce the amount of day.t.day supervision required, leaving
the supervisor with more, time for the detection and resolution of 
problenis. 

Recomltndation No. H 

We recommeind that USAIl)/lar, (a) prepare written instruc
tions Petting forth the dutie, and operating procedures for each 
SMD i)oition, with ispectfIc reference to deficiencies discussed In 
this section, and (b) develop con Atent mystimm for computer and
manual determination of AMU, reorder points, and requisition 
objectives. 
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G - DUE-IN STATUS 

In connection with our audit of the Project Commodities 
Program, we noted that the Mission's various procurement activities 
funneled through SMD have resulted in a reported $17, 600, 000 
commodity orders placed, but not yet received. Of this amount,
$3, 600, 000 were reportedly in the pipe-line for more than a ten
month period. 

Mission computerized REQ 208, Due-In Status Report, for 
July 5, 1973 shows Mission Commodity due-ins of $17, 600, 000 
to be primarily composed of the following projects: 

Total Bangkok Other 
Project Due-In Procurement Sources 

Refugee Relief $ 6, 677, 663 $ 6, 318, 197 $ 359,466 
Military Support 3, 592, 372 3,213,533 378,839
Village Health 1,403,415  1,403,415

National Roads 1, 128,990  1,128,990

Project Commo. 1, 121, 987 248,927 749,060
All Others 3,672,210 _685, 931 3, 110,279 

$17, 596,637 $10, 466, 588 $7, 130,049 

Our finding was discussed with SMD officials during the course
of the audit. We subsequently noted that SMD, on August 9, 1973,
had initiated action by requesting applicable Mission officcq to res
pond whether project commodities shown in the Due-In Status Report
had been received. As of September 20, 1973, we noted that certain 
offices had responded. SMD offi,:-als stated that follow-up action 
is being taken. 

Accordingly, we are not making a formal recommendation 
for corrective action. 
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H - ACCOUNTING 

Accounting for the Project Commodities Program is complex. 
In the past, it has led to inaccurate reporting and confusion as to 
funds available for new commitments. 

In thecry, separate project accounting records are maintained 
for the program to record the consolidated obligations and expendi
tures. Pericdically, these obligaticns and expenditures are trans
ferred by journal vouchers to the actual projects involved on the 
basis of SMD issuance reports showing the inventory value of pro
gram commoditi,:s issued to each activity. In practice, the 
Mission has a ,thorized non-pro ject entities (including the Army 
and Air Force Attaches, American Community Association, and 
certain USAID contractors) to use the system on a bill and collec
tion basi3. The resulting collections are treated accounting-wise 
as offsets to expendFtures to be spread to the various projects. 
Problems have arisen -.n the past as to which fiscal year various 
collections should apply, resulting in transfers of funds between 
fiscal years. 

It has been generally recogn.zed that the accounting proce
dures for the Project Commodities Program were in need of sim
plification and that better controls were needed. The Mission has 
recently devised a plan to meet these needs. It is understood that 
the plan will be put into effect within a few weeks. Because of the 
Misaion's action, we make no recommendation. 

PART V . GENERAL COMMENTS 

On October 6, 1973, an exit conference was held with the 
Mission Directcr and eleven members of his staff present, 
including senior Office of Management and Supply Management
Divirion officials. At the meeting, the findings and recommenda
tions contained in this rep',rt were a,cepted. In the Mission's 
reply to the ( raft report, dated October 16, 1973, the Mission 
Director Atattd with respect to Recommendations Nos. I and 2: 

we art! undertaking a staff study to determine the feasibility, 
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practicality, and timing of the ccnduct of a one-time, wall-to-wall 
inventory of the PhaKhao location which will include the inventory 
transferred from Khao Leo". 

Prior Report of Audit No. 72-3, dated July 1, 1971, covering 
the Project Commodities Program contained two recommendations 
which were subsequently cleared. 

Offshore procurement activities of USAID/Laos were reviewed 
by the Inspector General.'s Office (IGA) and a subject memorandum 
by IGA was issued dated November 14, 1972. We noted that certain 
recommendations cited by this inspection as relates to Project
Commodities Project were acted upon. Others were referred to 
AID/W level for review of policy. 
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PROJECT COMMODITIES PROGRAM EXHIBIT A 
PROJECT NO. 439-11-995-080 

Financial Summary of Project 

Period. Obligat.ions Expenditures 

Inception through 6/30/70 $ 8,884,400 $ 8,884,400 
7/1/70 through 8/31/73 13, 380.200 10,8.18, 553 

$22, 26,4,600 $19,732,953 
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PROJECT COMMODITIES PROGRAM EXHIBIT B 
PROJECT NO. 439-I1-99S-08(0 

Distribution of the Audit Report 

No. of 
Copies
 

AID/W 
AG/AUD 4 
SA/MGT 2 
SA/LT 1 
SER/MO/O0 1 

AG/lIS/Vientiant1 

USAID/I 4 aom
 
Director 
 I
 
AD/FIN 10
 

AG/SA 
Area Audit Office 5 
Vientiane Residency S 
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