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AUDIT REPORT

ON

AID DEVELOPMENT ASSISTANCE

TO NEPAL

As of March 31, 1977

INTRODUCTION

The objectives of AID's assistance to His Majesty's
Government of Nepal (11MG) are to improve agricultural technology
and services for the small farmer; expand the delivery of family
planning services; improve the distribution of basic health services
at the village level; and train manpower. The level of grant
assistance provided or proposed in support of these objectives during
FY 1975 - FY 1978 is as follows:

U.S. -owned Indian Rupees(Rs.) T o t a 1
U. S. Dollar and

U. S. Alloca- U. S. Dollar Dollar Equivalent
Dollars tions Equivalent of U.S. -owned
(Millions) 2/ (Millions) Rupees (Millions)

FY 1975 $ 2.5 Rs. 65 $ 7.4 $' 9.9
FY 1976 3.5 1/ 80 9.0 12.5
FY 1977 6.7 75 8.5 15.2
FY 1978 12. 1 - - 12.1

$24.8 Rs. 720 $24.9 $49.7

1/ Includes transition quarter funding.
2/ FY 1977 - 78 congressional presentations data.

Details on the composition of the program are presented in Exhibit A.
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A large part of AID's c(ontritbution has cons isted of U.S. -

owned Indian Rupees. I lowever, under the terms of the U.S. -Indian

Rupee agreement of F'cbria ry 1:8, 1974, Indian rupees cannot be used

for AID's cdewvt .opmcni. progrtn in N.epal after FY 1977. The large

increas,. in dollar fundnmg for FY 1978 thus r(flects a substitution of

AID dollars for U.S. -owned Indian i-apees.

The purpose oL this :-xanination was to evaluate how

effectively the AID supported activities were planned, iniplemented

and monih.,rCL.



SUMMARY

The rnost significant findings developed during the audit, and

)resented in detail in the following sections, are digested below:

- Few benefits h,7,e resulted from the two AID-

financed projects in the Food and Nutrition Sector

because of contractor and 11MG staffing problems,

procurement delays and untimely construction of

project facilities. (See pp. 5 - 7. )

- Insufficient operating funds are adversely affecting

the effectiveness of the Integrated Health System.

(See pp. 8 - 9. )

- The effectiveness of Family Planning/Maternal

Child Heaitl based clinics are being diminished after

being integrated into the Integrated Health System.

(See pp. 9 - 11.)

- HMG's controls and accountability for AID-financed

Family Planning and Maternal Child Health commodi-

ties were inadequate. (See pp. 11 -- 13.)

- There is a need for greater USAID/N contact with

returned participants to assure that the employment

provi.-3ion.- of the agreements with the HMG are being

fulfilled. (See p. ]4.)

- The accounting procedures for U.S.-owned local

currcncy c,,ntributions (rupees) released to the

1-MG's implementing agencies are not adequate to

identif,; anO rucov,. r unutilized rupees for re-

prcgrari,ning,. (See pp. 1 5 - it'.

- USAID/N is reprograrnming unutilized rupee contri-

butions frorm terminated projects without adequate

assurance the rupees are actually available for use

on new development projects. (See pp. 17 - 18.
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- USAID/N is reprogramming unutilized rupee contri-

butions from terminated projects in a manner that
may violate the time limitations imposed by the
Office of Management and Budget. (See pp. 18 - 19.

- USAID/N is reprogramming unutilized rupee contri-
butions from terminated projects in a manner that
circumvents normal AID accounting procedures.
(St"e pp. 19 - 20.)

- Imiproper use of program documentation resulted in
the Office of Contract Management (AID/W/SER/CM)
negotiating a contract substantially in excess of
approvLed projCct fundifxg. (See pp. 21 - 22.

The report contains 12 recommendations listed in Exhibit

B.
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STATEMENT OF FINDINGS AND RECOMMENDATIONS

A. FOOD AND NUTRITION SECTOR

Implementation of thi two major projects in this sector have
progressed slow%'ly and few benefits have resulted.

.AkiD's as. istaiic in the Food and Nutrition sector consists
primarily of activit it. finaiced urider the Integrated Cereals (IC) and
the Institute of Ag rictiltarc and .nirnai Sciences (LDAS) projects.
The agruement- for those projects weresigned on June 30, 1976,
and June , i 7-I, respect-iwely.

The i(- pr'oiect is C os gned to help 11MG imrprovc its capacity
to) (1) generafe- improved production technology for major foodgrain
crops and related cropping systems; and (2) transfer that technology
to Nepali farmers, particularly those located in the hill country. The
IAAS project is designed to help the HMG develop an institution that
will train extension agents, supervisory personnel, secondary level
vocational agriculture teachers, and eventually degree candidates for
a broad range of public and private agricultural research and
management roles.

Project inplenmentation under both projects has been
significantly delayed for much the same reasons. Reasons for these
delays have been due in part to contractors' staffing difficulties, in-
sufficient and untrained IIMG support personnel and untimely construc-
tion of project facilitie'i and procurement of tools and equipment.
Salient comments on these problems are cited below.

Contractf r Staffing

the AID-financed contractor on the IC project (International
Agricultu ral Development Service) should provide seven specialists.
The implernentation plan, prepared in April 1976 and submitted with
the project paper, showed that six of the seven specialists would be on
board by September 1',76. However, as the contract was not signed
until September 1976, a revi ed paper, prepared in October 1976,
showed that all seven specialists would be on board by April 1, 1977.
Yet, as of th;t date, only four of the seven were on board. Two
additional members of the team were reportedly scheduled to arrive in
late May 1977. The final specialist, and a key member of the team,
had not yet been identified by the contractor.
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The IC contract states that two-thirds of the teams' efforts

will focus on the probleinls of the hilt farmers. Because of this

staffing delay very little has been achieved in this area. Thus, until

all contract specialists are on bo,rd, the benefits expected from the

contra ctors' efforts, vill. not he fully realized.

The contract ,.iledor the IAAS project was executed with an

effective date of Decetmber 1, 1975. The contractor (Midwest

Univ e rsities Conso ctiumn for f-liternationai Activities Inc. ) was not

fully abl e to stiaff the tca:,L until June 1976. two years after the project

was appr,;vd and atsvut sen imonths after the effective date of the

cont r; Lt. 'J'he p,-'ii st;, once on board, conducted substantial

activi ies, htit thos(c activities have recently been curtailed because

fw , t, e foor speclalisls :ecrrni nated their employment and returned to

the 1, iited Stares.

ttMG Sta ffrin:

The I 1MG agreed to provide adequately trained staff to assist

in the i n1pl 0 eC tation of the projects. However, duiring our visit to

severial projcct sites, we found a shortage of adequately trained staff

to i mplcme.it t:lhe projects. The staff on one HMNAG team, for example,

has only (10 per-cet Of its atLthorized staff, and the staff of one agri-

cultur-1.t farmo has only 75 porcent -f its authorized staff. Every site

visited du ring ouir audit revealed a sirn ilar need for adequately trained

mechanical and acllli istCative personnel.

Proc U -enlent of E' ci I;tit ,e !.rd .. p ni-)ent

USAILK.N and h,- i 'rhG have agreed that to implement the two

projects curlta:n additi)ri fciliti.s tools and equipment were needed.

USAiN aI I IN, prog a , mcd NC R s. 5. 3 million under

the IC prmi 'ct. R.:. I. n,. 1t1hol ,f - l ce . U t. funds were released to the

14I GC in 3/au ita.y I)-'6. 'I't .,ts of Apri!. 0, 1977, only part of the tools

e C1t , 11 1 ir :c i l . a h t I i 1 ) C. aind n , e of the facilities we re ready

(,:,;;t r cta,,n c, tc fac i liti, cawas delayed by one year because

USAID/N did not [w'idc the pr,,peci designs. More importantly, the

11NMIG 11,.t1 ,,V W pV, l, : ( e Interest:ed in procuring the tools and

- tli[. leI~l fw tit(e pr j,,ct.
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NC Rs. 25. 6 million were programmed for facilities relating
to the IAAS project. These funds were provided under a grant agree-
rment signed January 13, 1976. But, as of April 30, 1977, only the
conditions precedent to release of funds for architectual and engineering
services had been met. Contracts for construction of the buildings and
roads had been let, but conditions precedent for release of funds for
construction work had not been satisfied.

Indications are that, unless these problems are quickly re-
solved, few bcneficial results will be derived from the projects.

Ilecommendation No. I

We recrominend that USAID!N, in cooperation with
I1MG, review th' effects , f contractor staffing, H4MG

staffing and procmrenien t problems of the IC and
IAAS projects and, as noce s.ary, reduce the scope
of the projects to a lUvel which can be supported by
the 1-MG and the c ontractors.
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B. POPULATION/FAMILY PLANNING AND HEALTH SECTOR

1. IMG's Financial Support to the IHIS System

i-IMG's financial support to the expanding Integrated Health

Services (IlS) system is inadequate. Without this financial support,

the IllS system is unable to deliver basic health and Family Planning/

Maternal Child l-ealth (F'P/ MCI-) services at the village level.

All hls -:upp,)rted 1l PUG s iP! MCII progra nI since 1968.
ThL p roc ran - now bcng :proigressivelT transferred to the HIMG's
expanding Ill5 :v stein.

.1 ,f ', 30, 1977, there were 429 health posts in operation.

Of thets,.., !'I h ad been into , r tud since JuIc 1973. By the end of

1MG 5th y,,." pL tui in V480, it is planned to have converted the
rernai ii ngi fi, nu7 lt.'|l- i at e health po,.i-; !,, the integrated modcl.

During tlhls pruce s.5, these rvices of about 200 FIP:MCII clinics

currently, in oper ation will be transf erred to the integrated health
posts.

The HMG has given a high pri,)rity to family planning and

health, but it Pas neither planned for ner recognized the importance

of providing adequate operating funds I.! the field level. Yet, the heart
of the program focuses on operating out of the integrated health posts

utilizing Junior Auxiliary Health Workers (JAHW's) and Auxiliary

Health Work(-rs (AHW's). Thus, if the integrated health program is to

be effective, travel allowances and daily allowances (TA/DA) are
essential ko defray travel and subsistence cost of workers to carry
preventive health and farnily planning services to the people.

Only 17 percent of the TA/DA budget request of Rs. 3. 5 million

for FY 1977 was provided for the 192 integrated health posts.

Additionally, only 2? percent of the Rs. 527, 000 TA/DA budget request
for FY 1977 was allorateed for District IHealth Offices (DHO's) which

are responsible for managing and coordinating health post activities
in their districts.

Estimated TA/DA requirements for health posts and dist:.ict

offices fur the IHS system for FY 1978, FY 1979 and FY 1980 are

conservatively estimated at Rs. S.7 million, Rs. 10.3 million and
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Rs. 14. 8 million, respectively. These estimates, made as of

February 1977, would increase significantly if optimal field

supervisory movement could be afforded. Yet, since only 17 percent

of the tY 1977 combi.,ed TA/DA budget request of Rs, 4 million was
provided for thu 111 S pr,:oraro, it. appears highly questionable whether

the 11MG will be able to fund the rapidly e:panding TA/DA require-
ments.

Because the I!MG ha.s not financially supported the integrated
program, USAID/N is p!l nin'Lg to program $900, 000 over the next
seve ra l yeas -s LQ kelp finance TA/DA costs. These costs are
conscrvat;vlv prnj(,cte'dt to triple during the next 3 years. Since the
USAID/N ciit rihution wil be spread about evenly each year, 1-MG's
contribuidioi will i',avc to increase to 75 percent to meet the 1980
projected bu;d1get. This is a si-.eable increase, considering 1-MG's
current fund iqrig pe oIor rlancC.

IMG is cutrrently scheduled to contribute 36 percent of the

F Y 77/78 TA/DA requireernnts of the HIS project. Without this
financial support, there is no reasonable assurance that the FP/MGH
projects' (Wmographic targets will continue to be emphasized under
the IlIS system.

Recornintndation No. 2

Wc recoimnnend that USAID/N obtain, prior to making
any TA/DA contributions to the IHS project, a firm
comnitment from the FIMG to fund its proportionate
share of the TA/DA requirements for FY 77/78.

2. Transfer of i'P/MCIJ Clinic Based Services into the HS System

The FP/MCI-I based clinics are becoming less effective after
integration into the II-IS system.

The purpose of the FP/MCH project (No. C096) is to foster
a progressiv,2 decline in the size of families and the distribution of

population consistent with Nepal's overall social and economic

objectives. Th'1rough t:his project, USAID/N supports the HMG's

;'9/1MCH prog ram wifit technical assistance furnished under an AID
contract with the t egents of the University of California (UC).
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Two of UC's work plan targets for FY 1977/78 are to:
(a) promote the field-based FVP/MCH- worker deliverying both fanily
planning and MC I services into the hotnes; and (b) assess work
patterns, staffing problems and the strengths and weaknesses of the
clinic bas ed : cr,. cs ;in mnake appropriate recommendations for
improving clilic services.

The! lilS system is supported by USAID/N through a contract
with Nlanagemllnt Sciences for lealth Inc. (IMSH) funded under the IHS
project (No. 367-012 ,). The MSI contractor is responsible for up-
gr ad i Ih,, Ci t)X;LA iity of th,. I !M C to organize and nmanage a nationwide
111S syst-:i. A:; su,-i, thi c ,-, t c is focusing on in-iproving HIMG's
capxbilif-y ii a wide ran,,-o of areas. These areas include but are not
linoted b po r )imrininL, bud setinu., research, assessing and developing
trainine pr kiw'ran s aW if1'Or,Whti,, feecibacin systems.

Major pr, * rlls exist ii, coordinating an effective transfer of
responsiblity for c ",iM('I praject activities into the new 11-IS system.
To as:Esist ,vili thi transfe r, iSAID/N is in the process of setting up
neetings betw,en the two H1MG organizations and contractors' involved
in the pr.) ,_r :n s. Points of USAID/N concern are: (a) that a good
plan, including the ;nannc:r and procedures for int-gration, has not yet
been deu,!,.pk-d and agrted upon by all parties concerned; and (b) that
the ),erall rcs pt)ns i bility for FP/MCI and national population policy
va ill rc ci-., lss th.o1 the highest priority required when FP/MCH
activities a:e erged with o her health priorities in an effective IHS
S y stem.

'The FtP/M.CNI prtject has developed a body of skilled manpower
in research, uval,"t{ ion, training, etc. These services are essential
for art effectve. P-,iMCII ser-ice uncier any delivery system. Yet a
plar for g cgc , z hg ar:d ttili,jIn this expertise in the HIS system- has not
been h I, i ,. 1.,,) 1(- (!

B'ased eai our revio\u of i nte grated health posts, we concluded
that much o f IdF, l1 W( IoIt ,ractlors' work in upgrading FIP/MCH
clinics nder the ;pr,.oject is indr' negated after integration. F11 MCIH
activiti e s vind.r the IRS :.ystem are not being given the same high
priority they rcAvhja, ,rni -r the project.
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We believe, if the I-IS system is to expand and be an
effective vehicle for achieving P/MCI targets in the future, more
emphasis should be given to promoting the delivery of both family
planning and NICI services into the homes under the integrated
health post concept.

Rec.:oriitncatii; No. 3

We rccl nmncnJ that JSAID/N, (a) develop a plan
of action tc) ha,c the l'P!MC I (UC) contractor
assist the II M(3 in upg radint, FP/MCI service cap-
abib.iti, s ,f %., erkcrs at the integrated health posts,
and (b) Ihasd on tdw p-an, take action as appropriate,
to a n,.ni , C'S ,--)o]JL ' \ ;O ]h .

3. F1 /MG-I Ccoine,.)dit y lo.i is tics Systeml

I IMC:.: Q-(nlTt ain(h ccolltabilitv for AID-financed family
planning and na tern:W clhiid h halth conimrdities are inadequate.

'I eapply and :onmiodity management systerm maintained
by the 11 MG !N /Ctl- orya. ization is not adequate to control and
protect AID-financod contraceptives and other commodities supplied
to tle program

Some examples of the inadequacies we found in the HMG's
system are cited b,,ow:

(a) Indivd ual c.m.nnodify stock cards are not maintained
by the Fi/ NGIt central warehouse. Although receipts
arid issues are recorded in the ledgers, running stock
balances were not- maintained on a continuing basis.

(b) 'liPe VFP/MCH cen, rat warehouse maintains a sub-
warehouse but ,Wecs not miaintain separate inventory
records for eacai warehouse. rherefo re, verification
of physical inventories against book balances at the
central ,.varehouse was not pt)ssible.

(c) FP],/vICI cor nodities store(d at the central warehouse
were nt bt;cke~d in a ruanner to facilitate a reasonable
count or ,a:,sure protection of the commodities.
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(d) Major FP/iNlCI1- distribution points provide no effective
reporting on the distri ution system through which
availabilii ies c,'ld be det-e rnined by project head-
quarters at a iven tine. No data is supplied to head-
qua rters 1); C I)I1 ,,iity us;,ie an(d availabilities at the
clinic iev,.l

(e) .rihe i,' /,(.mci i ct :ppi ,'s the Ills system with
FP! NI ;Jt MC : )Od it: en. Plut, olncet 1C conimodities
art. dcl 1en Iv :hc. ] ! - I/ ( ] tcal warehouse to

I,'],/ v ; i C t ! . li1 , -

T) ' , 1 .S . .u-ci. ...re reflLcted in UJSAID/N's
inaccurztt,., r- 1,) , ,,i .,i ;tillo ili ites to AID/W. For
examnple, il-I i1. F;iz ilv 1 ian:mitg Annual U-! 01./4 Report to AID/W
as of Dc(i. c '' ' 1"25. kii:;All) i repnrtt.d 6, 581, 000 condoms on
h and It 1.iand F- -warehoses. I-owever, based
)1n 011:" l'tVIC', I \ '.vill4, rep( )it s c:nd related inventories, there
would h ace I,, I at Ile. t ] J. 0 illiio, condoms on hand at these ware-
houses , r' Gimt date.

The quanltitv Of condomn. shown in the annual report as being
on hand at t.'P/MCtl Regional Medical Stores, and District Family
Plannin, Offics, wa:; quialified on the basis that quarterly reports
froni thee fit- ld (list rib uti on points were incontplete. FP/ MCH
comnmod itics fransi,,rrd ft ,nm the central warehouse to the IHS
systern w c"c a] ( xi'lmied from the annual report for lack of reporting
inforination. W\o thln-; ciinider the U-1612/4 Report for December 31,
1976, too ina,-curale to be of valae.

A short tt' rm ,upply consultant, financed under the University
of California ; UC) dvisorC contract, was assigned the task of
assisting the P! Mci I-Project Director to design and implement a new
supply and cor, ,mnodit.y ana..ement ,system. The consultant's fitial
report, issued in Aut!,st 1976, focused on establish ing a new supplyr
, y steni. Nui t I,C r"MtCI rlondal ions we re niadi -e; however, as of our
revieow,, o, .tC!,n h;.ad hei t.kn tu imnpleneni then because many of
the recom asmenda tion:;, uch s estahlishing individual stock record
cards, \v,.cr not ., cclr)ts d t ;hc highest levels of the H-NMG.
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The program currently has no mechanism. to facilitate

uniform, accurate and timnAy inventorying, record keeping and

reporting on F-P/MCI comnodities available within its system or on

hand within the IHS system which it services. Unless such data can

be prumptly collected, there can be no meaningful reporting on

FP/MGI- commodity a.vailabuilities for management purposes.

Recomme ndation No. 4

We rocomrn tfl(i that USAID/N (a) review the
fea-i hi ity of the ecoimrnendations contained in the

con sultantl,; report and take action to implement

those c-.,,s wiinh empha s is on improving the.
invento trio!t, dist Ci)ibi ion, record-leeping and

reporting pr,cedures, and (b) requcst 1-MG project

official,, t,) provide currert and accurate data on

contraceptive usage annd availabilities, and prepare

new estimates of contraceptives on hand.
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C. PARTICIPANT TRAINING

USAID/N's contact with returned participants has been

very limited and undocumented in recent years.

Between July 1, 1975, and April 30, 1977, $1. 14 million

(in dollars or rupees) was obligated for participant training. The types

of training ranged from observation tours to long term degree training.

From October 1975 to March 1977, a total of 169 participants

departed Nepal to receive training in the U.S. or third countries.

Eighty-six participants returned from training during this same period.

USAID/N officials informed us that until calendar year 1974,

an active follow-up program was in effect. However, because of a

substantial reduction-in-fcrce at that time, the follow-up and evaluation

of participant training activities was discontinued.

USAID/N's Project Implementation Order for Participants

(PIO/P) state: "to assure the training is fully utilized, the trainees

must return to the position for which they were trained for at least a

two year period or to a position equal or superior to the one occupied

previously. " Some PIO/P's require the trainee to remain an employee

of the 1-MG for a period of at least 5 years. All training is approved by

HMG official-, by signing the PIO/P's.

in order to accoinplish the training objective, attention must

be given not only to sclection and schedulicg of participants but to the

status of enmployrne ni of i'eturred participants. Follow-up reviews

should b, conducted froln time to titne to assure compliance with the

employment provisions rf PI/1 :) 's.

The trainin, pro rai,.c is important to the overall program

strategy for Nepat because nearly all programs lack sufficiently trained

personnel. Effective tollnw-up on returned participants could improve

the training program.

Recommendation No. 5

We reconmend that USAID/N initiate and implement

a procedure to evaluate the employment status of

returned participants including follow-up with the

I-1MG to enforce the PIO/P employment provisions.
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D. PROGRAMMING LOCAL CURRENCY

1. Unaccounted for Releases

Accounting for U. S. -owned rupees released over the years
to projects now terminated has not been timely. In many cases this
has prevented recovery and possible reuse of these funds for new
authorized purposes.

Based on requests from HMG's Ministry of Finance (MOF),
and in accordance with the provisions of the agreements, USAID/N
releases U.S. -ownid Nepalese (NC) rupees to the MOF. The NC
rupees are then deposited along with HMG's rupee contribution to the
appropriate IMG agencies project accounts.

Prior to 1Y 1975, all releases to the MOF were automatically
recorded as obligatJuns and expenditinres. Although expenditure
reports were required, such reports were often riot received from the
H4MG. Therefore, as the projects terminated, any unutilized funds
were transferred to the l-IMG's general revenue account.

USAID/N conducted a review on the propriety of documentation
supporting utilization of rupees released to the 1-1MG between 1965 and
1974. As a result of the review, USAID/N has questioned Rs. 12. 7
million as being either unutilized or unaccounted for based on available
documents and records.

As of March 31, 1977, USAID/N's records reflect that through
its efforts Rs. 6. 7 million has been identified as unutilized. At
USAID/N's request, the HMG then deposited the rupees in a special
joint account (No. Ka-6-13). This account, maintained at the HMG's
Nepal Rastra (State) Bank, is used for joint reprogramming on new
bilateral. projects.

The balance of Rs. 6 million remains unaccounted for pending
receipt of additional records and negotiation with HMG agency
officials. Accounting for these funds will be difficult because of the
age of the projects and absence of many records.

There are several causes for the poor accountability on
utilization of USAID/N rupee contributions to projects. One is that
USAID/N has not consistently enforced provisions in agreements
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requiring HMG implementing agencies to submit expenditure reports

and/or other documentation before making additional releases. Another

cause is that aigreernents make no provision for a prornpt financial

accounting at project termination, and for refund to USAID/N of its

share of any unutilized rupees. And finally, USAID/N has no effective

follow-up procedure with HMG's agencies to effect recovery of un-

utilized rupees on terminating projects.

Recornrni ndation No. 0

We recommend that USAID/N (a) establish a pro-

cedure to rnonitor and follow-up prom'ptly on the

stats of iinutili,ed releases on terminating projects,

(b) adopt a standard p'o visikfl for inclusion in all

active and future a.-recinents that requires the un-

utilized U. S. -owned rupee contributions to be

promptly dLtermin ed and either transferred directly

to the special Rastra Ka-6-13 account or refunded

to USAID/N, and (c) strengthen and enforce agree-

nent provisions requiring submission of expenditure

reports and related docunentation.

Z. Uncleared Advances

Often there has been no reporting to USAID/N on how the rupee

funds were used after being advanced to contractors.

After deposit of rupees in the project accounts, they were

further advanced to contractors operating on the projects. The USAID/N

review disclosed that in many instances there was no documentary

evidence to support whether contractors had provided goods or

performed services for the funds advanced. Such documentation was

necessary to classify advances as valid expenditures.

As of December 31, 1976, no documentation had been submitted

to cover Rs. 38.8 million ($3 million U.S. equivalent) of advances mL,.de

to contractors on 25 projects between 1965 and 1975. USAID/N's share

of the contributions can be determined by a review of the funding agree-

nents.

Recon-inencation No. 7

We recornmend that USAID/N make a final concerted

effort to clear up and/or recover the long outstanding

unaccounted for releases and uncleared advances.
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3. Reprogramming Unutilized Rupees

USAID/N is reprogramming unutilized rupees from termi-

nated projects prematurely and without sufficient controls to assure

the rupees are available for tirnel.y reuse.

On December 31, 1975, Rs. 3 million was programmed in

Project Agreement No. FY 1975-14 (Revision No. 3). Rs. 1.45

million was to come from the special Ka-6-13 account maintained by

the Nepal iastra Bank. An estimated Rs. 685, 000 was to come from

unutilized fund .i )n two terminated projects not yet transferred to the

spc;cial accounc. The balance of Rs. 865, 000 was to be made available

from th- special account as funds became available at a later date.

In March 1977, 1TSAID/N requested a confirmation from the

ItMG rua:dint- ., amount of ,.nutiized rupecs available for re-

p rog raniinin f'orn the two :erininated projects. As of April 30, 1977,

thu estimated Rs. 685, 000 programmed in 1975 had still not been

deposited to the special account for use on the project.

UgAID/N records show that for reprogramming purposes,

there shouid have been a balance of Rs. 1. 3 million remaining in the special

accontt,. HC. ,wever, our review Of HMG's records showed that there

was unlv 1s. 1.5, 21 ava ila ble in the account. There were a number

o1 un ,ri c ii e tra.,sacti,-19:; that in patrt caused the discrepancv in the

rco 7.;. Jt, t -hc principal r,- son for the shortage in the account

was t~li ,, ni I Y I )7 _ and FY 1970 the f1lMG transferred yerair end

halanc .. , tot, in< }IN s, 1. 56 iiillion from th, special account toits general

revenue ac c ., nt. "1 h r:- acvt:yns were takt.n without advising USAID/N.

USAID/N wan il,..wa e of th,.- actual availabilities ;n the account

lbecaus, the, N,.;. Rastra iBank does not provide it with bank state-

inents, nor does USAID/N periodicalty reconcile its records with those

mnaintaind on the account by the !IM(O.

It is evident that USAID/N has been reprogramming rupees

fromn the spec iI. account based on both potential deposits and inaccurate

data as to actual aLvailabilities in the account. This is poor financial

managemnent and could res ult in prograiniing more funds than are

readily available. Theic is thus a need for USAID/N to tighten its

controls on programlming anutilized rupees from the special account.
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Recommendation No. 8

We recommend that USAID/N, (a) establish a

procedure for periodic reconciliation of USAID/N

and HN'IG's records on the special Ka-6-13
account, and for reprogramming of rupees based

on actual availabilities in the account, (b) require

the HMG to redeposit to the special account

Rs. 1. 56 million traiisferred to HMG's revenue

account, and I(,:) require the 1M.NIG to discontinue

the practict- of tr,:s .Lrrin, Ka-6-1-3 year end

accomin t balan( Z int, ) 1]NIC's rc-venue aCCOLnt.

4. Exp; ration of Ropr',rainmin. Authority

USAID/N is vrepro, rarniing, Lnutilized rupees from terminated

projects in a roanier that nay be in violation of the time limitations

on use of the fluind.

Accordinng to iDart II (Item 10) of the Indian-U.S. Rupee

Agreernen: of Fcbrnary 38, 1974, the U.S. Government may use

PL 480 Indian Rupees (IC) for three years following the date of the

Rupee Agreement to help finance its economic assistance programs

in Nepal. Additionally, the Office of Management and Budget (OMB)

allocation letters, authorizing use of IC Rs. 220 million during

FY 1975, FY 1976, .nd FY 1977, have definite expiration dates.

Beyond these dates the IC rupees will no longer be available for

conversion to NC and obligation for new projects. For example,

obligational authority on four tranches of IC allocated during FY 1975

and FY 1976 expires on an average of 11 months after authorization.

There will be many instances in the future when the Nepalese

rupees will be unutilized on terminating projects and reprogrammed

after the OMI5 expiration dates. These reprogramming actions, in

our opinion, constitute deobligation/reobligation actions. We question

therefore whether reobligating unutilized rupees on new projects and

sectors after the OMB expiration dates constitutes a violation of the

intent of the 0MB time limitations. This question should be resolved

before projects funded with the latest IC Rs. 220 million allocations

are terminated and unutilized rupees are reobligated on new

projects.
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Recommendation No. 9

We recommend that USAID/N (a) obtain a legal

decision as to whether reobligating unutilized rupees

on new project activities after the OMB expiration

dates constitutes a violation of the time limitations

of the OMB allocation letters, and (b) adjust as

necessary USAID/N's procedures to conform with

the legal determination.

5. Reobligation of Unutilized Rupees

USAID/N is reprogramming unutilized rupees from terminated

projects in a manner that circumvents normal obligation procedures

and distorts the accounting records and reports.

USAID/N contributions were reported as obligated and fully

expended at the time the rupees were released to the HMG's Agencies.

Consequently, as projects terminate, no funding reductions are made

to terminating project accounts for unutilized and recovered rupees.

The recovered rupees, moreover, are being reprogrammed on new

projects without recording them as new obligations. This procedure

results in switching of funds between projects outside the normal

obligation/deobligation process and the normal accounting and reporting

procedure. There is continual inaccurate reporting of rupees actually

obligated and expended on new and terminated projects.

Also, because implementing HMG Agencies will include these

reprogrammed rupees in their expenditure reports, expenditures

reported to UJSAID/N will eventually exceed recorded obligations on

active projects.

Rs. 113 million were reported as being unexpended on active

projects with Rs. 104 million of FY 1977 funds yet to be obligated as of

December 31, 1976. Use of these Nepalese rupee funds, equivalent

to U.S. $17.4 million, will continue for several years. Because of the

significant amount of rupees yet to be spent, there will be considerable

reprogramming in future years. It is important for USAID/N to revise

its procedures to accurately reflect how the reprogrammed rupees

were used.



Recommendation No. 10

We recommend that USAID/N revise its re-

programming procedures to require deobligation of

unutilized rupees on terminated projects and their

reobligation in new agreements and project records

when programmed for new project activities.
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E. CONTRACTING

I. Education Skills Training Project

The total estimated costs of contract No. AID/ASIA-C-1209

financed under the Education Skills Training project exceeds the

approved project funding.

The project was included in the FY 1977 Congressional

Presentation (CP) dated February 1976 at a total estimated cost of

$1. 345 million.

In April 1%'76, an infornial AID/Washington (AID/W) committee

reviewed the project. Based on the review, USAID/N reduced the

project scope. Consequently, a new Project Paper (PP) was submitted

to AID/W on May 5, 1976, reflecting a much reduced USAID/N contri-

bution of $508, 000 over the life of the project. The revised contribution

included estimated contract costs of $444, 700.

The new PP was approved by AID/W (AA/ASLA) on June 7,

1976. However, subsequent to submission and approval of the revised

PP, USAID/N revised the estimated total contract cost to $509, 800.

On several occasions, AID/W was requested by USAID/N to

provide it with copies of the approved PP and the name of the contractor

selected to i-nplement the project. On January 8, 1977, AID/W advised

USAID/N that a contract had been signed for an estimated cost of

$833, 892. USAID/N received a copy of the contract on February 22,
1977. After reviewing :he contract, USAID/N cabled AID/W expressing

concern about the estimated cont.-act costs and scope.

On March 241, 1977, the AID/W Office of Contract Management

(AID/W/SEB/CM) informed USAID/N of the following circumstances

concerning execution of the contract; (a) that SER/CMV1 had not received

a copy of the approved PP nor a revised cost estimate from USAID/N;

(b) that the PIO/T fundcd at $61, 000 did not provide any clarification

of the size of the prograin envisioned by USAID/N as is required; and

(c) that the proposal of the contractor and the contract negotiations

participated in by the AID/W team were based on the scope of work

prepared by USAID/N. Thus, the negotiator, with the advice of AID/W

technical officials, relied on the sum of $1. 345 million shown in the

FY 1977 CP dated February 1976.
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In response to the above, USAID/N advised AID/W on May
4, 1977 of its concern about the contract funding. USAID/N stated,
(a) since cost of the contract exceeds the Mission budgeted figure by
about 50 percent, USAID/N will prepare a PP revision in consultation
with appropriate AID/W offices to reflect additional contract costs,
and (b) USAID/N assumes Congressional notification will be required
since cost of the contract also exceeds the FY 1978 CP amount.
Accordingly, we \ere advised by USAID/N officials that, in consulta-
tion with AID/W, it is now preparing a revised PP.

Based on a review of the documentation ,on file in USAID/N,
we concluded that stifficient information on the approved contract
budget was available in AID/W well in advance of contract negotiations.
Use of this data would have prechided negotiating the contract cost in
excess of ap ',ved hud.s. CoLpies ()I the revised PP, reproduced and
approved at $508, 000 by AID/W in June 1976, shoold have been available
upon reque st. in AID/W. The USAID/N's Annual Budget Submission
(A BS) for F Y 1 976doated July 1 Y76 shv.,ed the total project costs of
$508, 000. A copv, of thie revised ccontr'act cost estimate of $509, 800
was reportedly given to a representative of SER/CM when he was in
Nepal in August 1976.

Since SER/CM did not consider the PIO/T submission
sufficiently clear as to the magnitude of the program, SER/CM should
have researched more data about the approved scope and project
funding. In particular, the approved PP should have been obtained
before finalizing the contract.

Recommendation No. I I

We recommend that the Office of Contract Manage-
rnent (AID/ W/SER/CM) review its procedures and

controls to ensure that all USAID financed contracts
negotiated by it are being executed based on proper
documentation as to the approved project funding.

2. Integrated Health Services Project

The contractor's reporting requirements and USAID/N's
technical authority over the contractor were inadequate.
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The contract with Management Sciences for Health Inc.
(MSH) (AID/NESA-C-1]91), financed by USAID/N under the Integrated
Health Services project, was executed on October 15, 1975. On
December 8, 1976, the contract was amended increasing the
contractor's scope of services, and the contract budget from
$666, 000 to $1.6 million to conforn-i with an expanded project.
The contract completion date was also extended to December 31, 1979.

Vihe original MSFI contract provided for an annual report in
lieu of the normal semiannual r-port requir.A under clause 16 of the
General Prc\visions to the contract. Clause 16 calls for a report
indicating status of work, progress, future plans and recommendations
covering current needs of the activity covered by the contract.

Submission by the contractor of an annual report on progress
against work plans is to infrequent. The first such report was
received five months after the contractor's first year of work. Reporting
on problems and progress should be more current if USAID/N is to
effectively monitor progress toward objectives and make management
decisions.

The original MSI-1 contract also provides that performance ofwork done by MSI is to be subject to the technical direction of the Asia
(formerly NESA) Bureau, A1D/W. Our review indicates that only
USAID/N is providing any technical guidance on this USAID/N funded
project. When USAID/N authorized AID/W to amend the contract in
September 1976, the authorizing document (PIO/T 60072) stated that
both AID/W and USAID/N would provide necessary guidance to the
contractor. However, when the contract was amended in December
1976, this authority was not extended to include USAID/N. If USAID/N
is responsible for managing the project, then USAID/N should have
commensurate technical authority over the contractor's field operations.

Recommendation No. 12

We recornuleni that the Office of Contract Manage-
ment, (AID/W/SER/CM) take action to amend contract
AID/NESA-C-] 191 to provide for: (a) progress re-
ports of accormplishments against the work plan to be
suhimitted to USAID/N on a semiannual basis, and
(b) USAID/N managerial/technical authority over the
contract with regard to the contractor's field operations.
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BACKGROUND

USAID/Nepal is currently operating under the guidelines
established by the Devolopnient Assistance Program prepared in
June 1974. 'Fhe Mission considers that most of the program direction
estahlished by that 1,c,rn_-rit to be valid. lloweve r, at the time of our
review an apprai ;al Learn froin AID!W visited USAID/N to review the
preseot USA1i0, strTite y. ,he tearn is to deterrnine whether the program
is respon ,e to Nepal's m;st urgent deve!lopment pro!,i,.irs and the most
reccent Co, i,ressi onal Ma ndate. The team s report had not been issued
al the ioe ' C" :concludeci oor aLtit.

"11 c A',,) ass i e e c~ p,, jgri-a to Nepal is en tirely grant
financed. The ,'coFlar fntiding level is expected to increase from $2. 5
mnillion in FY 5 to a ri:quest of $14. 1 million for FY 1978.

U.S. 'wned P. I.. 480-generated Indian Rupees have been used
for economic development activities in Nepal for the last 20 years.
'The latest Indian Jilop:l (I s. ) allocation of Rs. 220 million (U.S.
eqtuivail nt -t. ' million) was made available pursuant to the Indian-
U.S. Rupee Agre0t',.t Of "ebruary 18, 1974. These rupees were made
av;ilabie foIr eco)orniic developinent in Nepal during FY 1975 (Rs.65
mil lhion, f"Y 1 P76 (iRs.80 million) and FY 1977 (Rs.75 million). Except
for REs, .), .00 retained in India for support of USAID/N's participant
t -aS,, ing pro~gra , 11o. Indian rupees wvere converted to Nepalese Rupees
(NC) ik ,I- i Ncpil. lh( NC are made available to 11MG's imple-
nenting fcheicior development activites under terms and conditions
of agreie-Ciets bjtwen USA ID/N and the [I tMG.
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SCOPE OF EXAMINATION

We performed an exarination of the AID program in Nepal
for the period October 1, 1975 through March 31, 1977.

The examination covered activities in Food and Nutrition,
Population .i1anning, ieatth and Education and Hurnan Resources

Development sectors. Most activities involved substantial inputs of
U.S. -owned local currencv (Nepalese Rupees). We accordingly
evaluated USAID/N!'s pol.icies and procedure for managinL, the rupee
inputs.

Our exani~natin v'a made. in accordance with generally
accepted auditing standards and included such tests and site visits as

we con-I idercd n(-cess;try.

A draft of this report was reviewed with USAID officials.

Their cominents were considered prior to the issuance of the report.
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EXHIBIT A

SCHEDULE OF FINANCIAL STATUS OF ACTIVE PROJECTS

AS OF MARCH 31, 1977
1/

U. S. Dollars ($ O00)-Local Currency (Rs. 000)

Obliga- Expendi- Obliga- Expendi-

Sector/ Project tions tures tions tures

Food and Nutrition

Food Grain Te.hiy $ 4, 340 $ 4, 320 Its. 61, 929 Rs. 61,824

Integrated • reah 1, 549 273 3, 994 1,215

Institute of Ag i'i,'u Wlr and
Animal Scic ne. 670 418 28, 020 3, 336

V'opoat.on FLiiv [-qnf. aind 1-11ath

Ru po atioi , / },,tily i-'a"ninn, 2/ 4, 109 4, 015 28,299 25, 514

Mal i. A t ,! 102 86 42,611 30,611

Integi'at-io:l it tit! ) Services 912 773 10,445 976

INtee.rated ONtl Stu.rvIce.: 356 16 2, 453 253

Educatio' id 1hinn; Resou r-Ces
Dev,: opniw:nt

(1ducation Skills 'Training 64 3 -

Man poxwer Dev tOIit'll t 461 256 -

Teacher and Nlater ia I Utilization
and DeOvelopmEnilt 1,615 1,395 1,001 842

Spei:ial Dcvelopmont i}r-jects

Development and Support Costs 302 300 307 Z89

Western HUN toad - - 162, 390 119, 510

Construct )n Activilie: - 13, 527 13, 179

Airpo rt Developnent - - 46, 170 46, 170

']'otals $14, 480 $11, 855 Rs._401, 146 3/ Rs. 303, 719

'Total expenditures in U.S. dO11a," equivalent cove red by this audit is $8. 6 million. 3/

(1) As of Ma'ch 3 1, j977.

(2) Does not include the value of AlD/ Washington centrally funded commodities.

(3) Rs. 12.45 $1. 00.
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EXHIBIT B
Page I of 3

LIST OF RECOMMENDATIONS

Page No.

Recommendation No. I

We i-ecofmrfi4 n that USAD/N, in cooperation with HMG, review

:1-o cffcts o f contracLtor staffin.v, H M.G staffing and procure-

ment probleiis of the IC and 1AAS projects and, as necessary,

reduce t.hc , i [.e the projcct to a level which can be

suppo rt:d by the IIMC and the contractors. 7

Re(c.,mllfendcIttio, No. 2

We recoivmc.nd that USAID/N obtain, prior to making any

'TA/DA contributors to the 1-IS project, a firm commitment

irorni the I MC; to fund its proportionate share of the TA/DA

requ't.(.ne i ,nt.; for FY 77/78. 9

Recornrnetn&_.ition N_'. 3

Wo r,.conr iimerd th.it USAID/N, (a) develop a plan of action to

hive th i (I C-i co)tA.-.ctOr assist I:he HIMG in upgrading
V ])/ CI- .criVc'e ,a pabiti iies-; of workers at the integrated health

posts, ancd (!) based or, the plan, t:ake action as appropriate, to

1 nIend I ITCUS .cK,) pe (" work. 11

iRccoi~xrncn,!atiur,.

Wo r( con-Linnd th. IJoSAI)/ N (a) review the feasibility of the
re. omrn e 11(2 dat il contain:nd in the consultant's report and take

Ziclitju to in pi,:vient tho'e cihariges with emphasis on improving

the Jrvent<,r.,iV, di I~riluti',., ;'eo d-keping and reporting

;) VoCcfdlr,-,:, ;knd (10 e~ques! II MG project officials to provide

cur e'tN ,.,~ ui-,.'- ate u -ta C).ii cM r.a p VIP u e nd avail-

abilities, ,nd preoa,-;'e.w , ,tnate ,f cont:raceptives on hand. 13
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EXHIBIT B
Page 2 of 3

LIST OF RECOMMENDATIONS

Page No.

Recommendation No. 5

We reconmrend that USAID/N initiate and implement a

procedure to evaluate the etonployment status of returned

participants including follow-up with the I1MG to enforce the

PIO/P pioyment provisions. 14

I{(,;. nl~eu! .tlon N'o. 6

We recommni-d that: USAID/N (a) establish a procedure to

mohLit,,r and follow-up promptly on the status of unutilized

releases on ter-inating projects, (b) adopt a standard provision

for inclusion in all active and future agreements that requires

the unutilized U .S. -owned rupee contributions to be promptly

deterrriined and either transferred directly to the special

Pastra a-6-I 3 iccount or refunded to USAID/N, and (c)

strengthen and enforce agreecrent provisions requiring

sLbrmission of expenditure reports and related documentation. 16

Recomrmendation No. 7

We recommend that USAID/N make a final concerted effort to

clear up arid/or recover the long outstanding unaccounted for

releases arid uncleared advances. 16

Recommendation No. 8

We reconnend that USAID/N, (a) establish a procedure for

periodic reconciliationi of USAID/N and HMG's records on the

special Ka-6-13 account, and for reprogramming of rupees based

on actual availabilities in the account, (b) require the -1MG to

redeposit to the special account Rs. 1. 56 million transferred to

1-]MC's revenue account, and (c) require the HIMG to discontinue

the practict: of transferring Ka-6-13 year end account balances

into 1-1MG's revenue account. 18
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EXHIBIT B
Page 3 of 3

LIST OF RECOMMENDATIONS

Page No.

Recommendation No. 9

We recommend that USAID/N (a) obtain a legal decision as to
whether reobligating unutilized rupees on new project activities
after the OMB expiration dates constitutes a violation of the
time limitations of the OM\B allocation letters, and (b) adjust as
necessary USAID/N's procedures to conform with the legal
deter mination. 19

Recommendation No. 10

We recommend that USAID/N revise its reprogramming
procedures to require deobligation of unutilized rupees on
terminated projects and their reobligation in new agreements
and project records -,hen programmed for new project
activities. 20

Recommendation No. I I

We recommend that the Office of Contract Management
(AID/W/SER/CM) review its procedures and controls to ensure
that all USAID financed contracts negotiated by it are being
executed based on proper documentation as to the approved
project: funding. 22

Recommendation No. 12

We recomend that the Office of Contract Management,
(AID/W/SER/CM) take action to amend contract AID/NESA-
C-1191 to provide for: (a) progress reports of accomplish-
ments against the work plan to be submitted to USAID/N on
a semiannual basis, and (b) USAID/N managerial/technical
authority over the contract with regard to the contractor's
field operations. 23
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REPORT RECIPIENTS

USAID/Nepal

Director

AID/W

Auditor General, Area Auditor General/W (AG/AAG/W) 8

Auditor General, Office of Oversight Coordination,
Policies and Procedures (AG/OC/PP) 1

Auditor General, Office of Oversight Coordination,
Plans and Evaluations (AG/OC/PE) 1

Auditor General, Office of Operations Appraisal Staff (AG/OAS) 1

Assistant Administrator/ASIA (AA/ASIA) 1

Office of Pakistan and Nepal Affairs (ASIA/PN) (Nepal Desk) I

Executive Management Staff (ASIA/EMS) 1

Office of Project Development (ASIA/PD) 1

Office of Development Planning (ASIA/DP) 1

Office of Technical Resources (ASIA/TR) 1

Special Assistant For Program Management (AA/SER) 1

Office of Management Planning (SER/MP)

(Audit Oversight Coordination Office) 1

Office of Financial Management (SER/FM) 1

Office of Contract Management (SER/CM) 1

Office of Commodity Management (SER/COM) 1

Office of Program Review and Evaluation (PPC/DPRE) 1

Bureau For Technical Assistance, Office of Agriculture (TA/AGR) 1

Office of Health ('IA/H) 1

Bureau For Population and Humanitarian Assistance

Office of Population (P1_A/POP) 1

OTHERS

Inspector General of Foreign Assistance (IGA)/W 1

Inspections and Investigations Staff (IIS)/Karachi 1

Bureau of Ocean and Enviornmental and Scientific Affairs,

Department of State, Office of Population Affairs

(OES/ENP/ PO) 1
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