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SUBJECT: Audit of USAID’s Cargo Preference Reimbursements under
Section 901d of the Merchant Marine Act of 1936
(Report No. 9-000-01-003-P)

Thisisour final report on the subject audit. In finalizing this report, we
considered comments on our draft report by USAID and the United States
Department of Agriculture’'s Commodity Credit Corporation (CCC). We
have included responses from USAID and CCC as Appendix 11 and
Appendix |11, respectively.

This report contains seven recommendations. Two of the recommendations
are monetary in nature and recommend potential reimbursements to USAID
of about $182 million. In your response to our draft report, you concurred
with all seven recommendations and their potential monetary benefits. We
therefore consider that a management decision has been reached on each of
the seven recommendations. Please coordinate fina action for each
recommendation with M/MPI.

The scope of our audit included shipments financed under five U.S. food
assistance programs during fisca years 1992 through 2000. While we
reviewed data on all five programs, our audit focused primarily on the two
programs administered by USAID—P.L. 480 Titles 1l and I11. Accordingly,
our findings and recommendations target corrective actions to be taken by



USAID. However, in order to be effective many of those actions need to be
taken in conjunction with CCC.

| appreciate the cooperation and courtesy extended to my staff during the audit.
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Summary of
Results

When providing food assistance to nations overseas, both USAID and the
U.S. Department of Agriculture (USDA) are required by law to ship a certain
percentage of tonnage on privately-owned U.S.-flag commercia vessels. This
requirement, known as “cargo preference,” helps ensure that the United States
maintains an adequate and viable merchant marine. In 1985 Congress
increased this requirement, found in Section 901d of the Merchant Marine Act
of 1936, as amended, from 50 percent to 75 percent for commodities shipped
under certain U.S. food assistance programs. At the same time, Congress
directed that the U.S. Department of Transportation (DOT) finance any
increases in food assistance shipping costs due to the application of this new
requirement. (See pages 6 through 7.)

Under a Memorandum of Understanding with USAID and DOT’ s Maritime
Administration (MARAD), USDA, through its Commaodity Credit
Corporation (CCC) agreed to apply for cargo preference reimbursements from
MARAD. Upon being reimbursed, CCC was to then apportion to USAID the
reimbursed funds pertaining to the Agency’s P.L. 480 Title Il and Title 111
food shipments. Since 1992, CCC has received atotal of $284 millionin
cargo preference reimbursements for the five food assistance programs
administered by USDA and USAID. Of that amount, $142 million was
reimbursed to USAID for shipments made under P.L. 480 Titles 1l and IIl.
(Seepages 7 and 8.)

However, as aresult of this audit, we found that, in accordance with
established laws, policies, and procedures governing the administration of
cargo preference reimbursements, CCC could be entitled to as much as $289
million in additional unclaimed reimbursements for costs incurred during that
same period. Of that amount, up to $175 million could be made available to
the two programs administered by USAID. (See pages 8 through 14.)

Furthermore, we found that at least $7.2 million (see pages 15 through 17) in
cargo preference reimbursements had been misallocated to a non-USAID-
administered program. During the audit, we also identified several procedural
problems in the cargo preference reimbursement process which, if corrected,
could result in significantly more accurate, complete, and timely
reimbursements for the international food assistance programs administered
by USDA and USAID. (Seepages 17 through 28.)



Background

It isthe policy of the United States to use its abundant agricultural productivity
to promote the foreign policy of the United States by enhancing the food security
of the developing world. The United States implements its international food
assistance initiatives through five separate programs. Three of those programs
are authorized, respectively, under Titles|, I, and 111 of the Agricultural Trade
Development and Assistance Act of 1954, commonly referred to as“P.L. 480."
The other two food assistance programs are known as the Section 416(b)
progrant and the Food for Progress program.®

Each of the P.L. 480 programs has different objectives. The Title | program
provides for government-to-government sales of agricultural commodities to
developing countries under long-term credit arrangements. The Title Il program
provides for the donation of U.S. agricultural commodities to meet emergency
and non-emergency food security needs in foreign countries. The Title Il
program provides government-to-government grants to support long-term
growth in the least developed countries. The U.S. Department of Agriculture
(USDA) administersthe P.L. 480 Title I, Section 416 (b), and Food for Progress
programs, while USAID is responsble for administering P.L. 480 Titles |1 and
[11." Although USAID administersthe P.L. 480 Title Il and Il programs,
funding for both programs s initially appropriated to USDA. USDA retains
funds for commodity procurement, but transfers obligational authority to
USAID, upon request, for other program costs including transportation.

According to a January 2000 USAID report,® the United States remains the
world’ s mgjor provider of food assistance, despite recent budgetary constraints.
The report states that, in fiscal year 1999 done, the United States provided
nearly 10 million metric tons of food assistance, vaued at more than $2.4
billion, to 82 developing and re-industridizing countries. Through its
adminigtration of funds under P.L. 480 Titles Il and I11, USAID isresponsible
for the bulk of annually appropriated U.S. food assistance assets. Since 1992,
USAID has expended nearly $2 hillion to transport over $5 hillion in food
assistance commodities to foreign recipients under P.L. 480 Titles |l and I11.

! public Law83-480 (July 10, 1954), also known as“P.L. 480" and “Food for Peace,” is
authorized under the Agricultural Trade Development and Assistance Act of 1954,

2 The Section 416(b) program is authorized under Section 416(b) of the Agricultural Act of
1949.

3 The Food for Progress program is authorized under Section 1110 of the Food Security Act
of 1985, but is dependent on funding through P.L. 480 Title |, Section 416(b), or the
Commodity Credit Corporation.

* The USAID office responsible for administering P.L. 480 Titles |1 and 111 is the Office of
Food for Peace (FFP), under the Agency’s Bureau for Humanitarian Response (BHR).

® U.S. International Food Assistance Report 1999; dated January 2000.



U.S-flag vessdl carrying 5,000mt of bulk corn from Beaumont,
Texas to the Cape Verde Idands under USAID’s P.L. 480 Title
Il program. (Summer 2000)

Each of the five food assistance programs described above is required by law to
ship a certain percentage of tonnage on privately-owned U.S.-flag commercial
vessdls. This requirement, known as “cargo preference,” isfound in the
Merchant Marine Act of 1936 (the “Act”), asamended. The objective of this
requirement isto help ensure that the United States maintains an adequate and
viable merchant marine. From 1954 to 1985 the cargo preference requirement
stipulated that at least 50 percent of certain U.S. Government-generated cargoes
be shipped on U.S.-flag vessals. In 1985 Congress amended the Act to increase
this requirement from 50 percent to 75 percent for commodities shipped under
certain U.S. food assistance programs. At the same time, Congress directed that
any increase in food assistance shipping costs under these programs, due to the
application of this new cargo preference requirement, would be financed by the
U.S. Department of Transportation.

A 1987 Memorandum of Understanding (MOU) between USDA’s Commaodity
Credit Corporation (CCC), the Department of Transportation’s Maritime
Administration (MARAD), and USAID set forth procedures through which
MARAD was to reimburse CCC for higher shipping costs resulting from the
1985 amendment. The MOU provided that CCC would initially bear al ocean
freight costs and that MARAD would then reimburse CCC based upon the
submission of periodic invoices, accompanied by supporting documentation.
After receiving reimbursements from MARAD, CCC arranges for reimbursed
amounts to be apportioned to the food assistance programs from which they
originated. Any rights USAID has to cargo preference reimbursements arise
from this 1987 MOU and the customary practices between USAID and USDA
concerning the administration and funding of P.L. 480 Title Il and Il programs.



Audit Objective

The Office of Inspector Generd initiated this audit based on information
provided by USAID/BHR/FFP during a prior audit of USAID’sP.L. 480 Title I
Monetization Programs.® We undertook the current audit to determine the extent
to which U.S. international food assistance programs administered by USAID
were benefiting from cargo preference reimbursements made available under
Section 901d of the Merchant Marine Act of 1936, as amended.

The objective of this audit was to answer the following question:

What isthe status of cargo preference reimbursements under Section 901d
of the Merchant Marine Act of 1936, as amended?

To obtain estimated dollar amounts of unclaimed reimbursements, we relied on
the Commodity Credit Corporation (CCC) which calculated those estimates
based on data generated from its internal computer systems.  Although we
verified the accuracy of CCC's calculations using such data, we did not test the
reliability of this data, or the systems from which it was generated.

Appendix | contains a discussion of the scope and methodology for this audit.

Audit Findings

What isthe status of cargo preference reimbur sementsunder Section 901d
of the Merchant Marine Act of 1936, as amended?

Since 1992, atota of $284 million in cargo preference reimbursements has been
made available to the United States Department of Agriculture (USDA) for
reprogramming under the five food assistance programs administered by USDA
and USAID. Of that amount, $142 million has been made available to USAID
for reprogramming under P.L. 480 Titles Il and Ill. However, we bdieve that, in
accordance with established laws, policies, and procedures governing the
administration of cargo preference reimbursements, USDA could be entitled to
as much as $289 million in additional unclaimed reimbursements for costs
incurred during that same period. Of that amount, up to $175 million could be
made available to the two programs administered by USAID. We aso believe
that at least $7.2 million in cargo preference reimbursements were misall ocated
to anon-USAID-administered program. During the audit, we identified several
procedural problemsin the cargo preference reimbursement process which, if
corrected, could result in significantly more accurate, complete, and timely
reimbursements for the international food assistance programs administered by
USDA and USAID.

® Audit Report No. 9-000-00-002-P



USAID Food Programs Could Be Entitled to
$175 Million in Unclaimed Reimbur sements

Section 901d of the Merchant Marine Act of 1936, as amended, authorized
USDA to claim reimbursement for excess ocean freight costs associated with the
transport of commodities under food assistance programs administered by
USDA and USAID. However, as of February 2001, USDA had not claimed, on
behaf of USAID, an estimated $175 million in such reimbursements for food
assistance shipments made since fiscal year 1993. This occurred because of
confusion within USDA concerning which office had the responsibility for
preparing and submitting reimbursement claims for excess ocean freight costs.
Due to higher management priorities and the lack of sufficient qualified staff for
monitoring cargo preference reimbursements, USAID was unaware that these
reimbursements were not being claimed. Consequently, potentially $175 million
in unclaimed reimbursements have not been made available to USAID for
reprogramming under P.L. 480 Titles 1l and 111 during the last seven years.

The Cargo Preference Act of 1954 amended the Merchant Marine Act of 1936 in
order to establish arequirement that at least 50 percent of agricultura cargoes
under certain U.S. foreign assistance programs be shipped on U.S.-flag vessels.
The objective of this*cargo preference” requirement was to help ensure that the
United States maintained an adequate and viable merchant marine for the
defense and economic security of the country. However, the requirement to use
U.S.-flag vessels often resulted in higher transportation costs for U.S. food
assistance programs due to higher rates charged by U.S.-flag carriers compared
with foreign-flag carriers. Until 1985, these additional transportation costs were
borne by the Federal agencies charged with administering the affected food
assistance programs.

The Food Security Act of 1985’ amended the Cargo Preference Act of 1954 by
adding Sections 901a through 901k to the Merchant Marine Act of 1936. This
new legidation increased the cargo preference requirement (to use U.S.-flag
vessals for commodities shipped under U.S. food assistance programs) from 50
percent to 75 percent. However, Section 901d of the newly amended Merchant
Marine Act of 1936 also required the Secretary of the U.S. Department of
Transportation to finance or reimburse any increase in shipping costs resulting
from the application of the new cargo preference requirement. According to
Section 901d, the Department of Transportation had two new funding
responsibilities. The first was to finance any increased ocean freight charges
resulting from the application of the new 75 percent cargo preference
requirement. The second was to reimburse ocean freight costs incurred on the
export of international food assi stance which exceeded 20 percent of the total
purchase and shipping costs of those commaodities.

" Public Law 99-198, Section 1142.



U.S-flag vessel docking at a foreign port to
deliver food ass stance cargo. (Summer 2000)

The procedures for implementing those new funding responsihilities, to be
administered principally by the Department of Transportation’s Maritime
Administration (MARAD) and the Department of Agriculture’s Commodity
Credit Corporation (CCC), were outlined in a 1987 Memorandum of
Understanding® (MOU) signed by representatives of MARAD, CCC, and
USAID. ThisMOU described procedures regarding the calculation, request, and
payment of cargo preference reimbursements. According to the MOU, MARAD
was to, upon submission and approva of agreed-upon documentation, reimburse
CCC for the following two types of shipping costs.

Incremental Ocean Freight Differential (OFD) — OFD is defined asthe
amount by which the cost of ocean transportation is higher, by reason of the
cargo preference requirement that the commodities be transported on U.S.-flag
vessals, than would be the case for transportation on foreign-flag vessels.
According to the MOU, MARAD was to reimburse CCC for any incremental
OFD costs, by individua food assistance program, resulting from the application
of the increased cargo preference requirement. The reimbursements for
incremental OFD costs were to be based on invoices prepared and submitted
quarterly by CCC during each cargo preference year® (CPY). Theseinvoices
were to include additional information for each shipment, such as identification

8 A complete copy of the Memorandum of Understanding is included as Appendix VI in this
report.
® The cargo preference year begins April 1 and ends March 31 of the following calendar year.

10



numbers, bill-of-lading dates, vessal name, and shipping rates. According to the
MOU, theinvoice for each quarter was to be provided by CCC to MARAD
within forty-five calendar days after the end of the quarter. After receiving an
invoice, MARAD then had at least forty-five additional calendar days to make
the payment.

Excess Ocean Freight — According to the MOU, MARAD was to reimburse to
CCC the amount, if any, by which the total of the ocean freight costs borne by
CCC, including OFD, exceeded 20 percent of the total value of the commodities
shipped, plus ocean freight costs, for al CCC programs. The reimbursement for
excess ocean freight was to be based on invoices prepared and submitted
annually by CCC after the end of each fiscal year.’® According to the MOU,
CCC was to submit an invoice to MARAD after the end of each fiscal year as
soon as all program costs had been ascertained and paid by CCC.
Reimbursements were due forty-five days after receipt of the invoice. Any
amount of incremental OFD paid to CCC by MARAD for each fisca year was
to be deducted from the excess ocean freight reimbursement.

The MOU dictated that all CCC invoicesto MARAD were to be submitted on a
Standard Form 1081.1! MARAD's responsibilities were to review the
submissions, make adjustments if necessary, and send reimbursement payments
to CCC. Although the MOU did not address what was to happen to the
reimbursements once they reached CCC, the standard practice was for CCC to
allocate the reimbursed funds by requesting that they be apportioned back to the
programs from which they originated.

U.S-flag ship carrying
P.L. 480 Titlell
shipment and bearing
the USAID emblem.

(Summer 2000)

10 Thefiscal year begins October 1 and ends September 30 of the following calendar year.
1A Standard Form 1081 is the form CCC personnel prepares and submitsto MARAD to
request allowable reimbursements.

11



According to USDA records, MARAD has paid CCC atotal of $284 millionin
cargo preference reimbursements for international food assi stance shipments
made between 1992 and 2000. Of that amount, USDA has made $142 million
available to USAID for reprogramming under P.L. 480 Titles Il and I1I. The
majority of these reimbursements were for incremental OFD costs. For
shipments made during fiscal year 1992 through fiscal year 2000, CCC has
received $249 million in incremental OFD reimbursements, compared to only
$35 million in excess ocean freight reimbursements. However, because
complete claims have not been filed for OFD or excess ocean freight costs,
significant additional reimbursements are possible.

For excess ocean freight costs, CCC estimated that there were unclaimed
reimbursements totaling as much as $289 million for shipments made under the
five food assistance programs during fiscal year 1992 through fisca year 2000.
Of that amount, up to $175 million could be made available to the two programs
administered by USAID ($163 million to P.L. 480 Title Il and $12 million to
P.L. 480 TitlelIl).

The following table summarizes those estimates.

Estimated Unclaimed Excess Ocean Freight
Reimbur sements
Program (in millions of dollars)
P.L.480 Titlel $51
Section 416(b) $55
Food for Progress $8
P.L.480 Titlell $163
P.L.480 Titlelll $12
Total $289

The above estimates were only for unclaimed excess ocean freight
reimbursements. Officials at CCC indicated that there were a'so a number of
unclaimed reimbursements for incremental OFD for shipments made during the
same period. Because OFD reimbursements are to be deducted from excess
ocean freight reimbursements, the final determination as to the exact amount of
excess ocean freight to be claimed for reimbursement will depend on the final
quarterly OFD reimbursements received for each fiscal year. At the time of the
audit, CCC officials were unable to estimate the amount of those unclaimed
OFD reimbursements. However, because OFD reimbursements are to be
deducted from excess ocean freight reimbursements, the total amount of
unclaimed reimbursements, estimated to be $289 million, islikely to be
reimbursed either through one reimbursement mechanism or the other.



These unclaimed excess ocean freight reimbursements accumulated for severa
years without being paid because CCC had not submitted any invoices for
reimbursement of excess ocean freight costs for shipments made after fiscal year
1993. Thelast invoice submitted by CCC for reimbursement of excess ocean
freight was for shipments made during fiscal year 1993. The main reason CCC
had not submitted more recent invoices for excess ocean freight reimbursement
was because of confusion within USDA offices concerning which office was
responsible for preparing and submitting the invoices.

Another factor that contributed to the accumulation of unclaimed excess ocean
freight reembursements was that USAID managers did not closely monitor the
cargo preference reimbursement process. According to officiasin USAID’s
Office of Food for Peace, higher management priorities and the lack of sufficient
qualified staff prevented the effective monitoring and administration of
USAID’sfood ass stance programs, with respect to cargo preference financing
and reimbursement provisions asthey relate to Titles 1l and I11. Consequently,
USAID management was unaware that invoices for excess ocean freight
reimbursements were not being submitted.

As aresult, food assistance programs administered by both USDA and USAID
have not benefited from potentialy hundreds of millions of dollars of
reimbursements over the last seven years. Delays in recovering alowable
reimbursements resulted in fewer funds being available for food assistance to
eligible recipients throughout the world than would have otherwise been
available. Further, the overall cost of implementing the cargo preference
requirement, as measured in terms of actua reimbursements from MARAD to
USDA, has been understated for the same period.

U.S-flag ship
unloading food
assistance
commodities
authorized under
USAID'sP.L.
480 Title 1
program.
(Summer 2000)

As corrective actions on the part of USAID and CCC in relation to the audit
finding discussed above could result in a sizable one-time transfer of funds from
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MARAD, we discussed the possibility and impact of such atransfer with
officias from the Office of Management and Budget (OMB). They assured us
that cargo preference reimbursements were authorized as a permanent, indefinite
appropriatiora meaning that there was no limit on the amount to be paid aslong
as the invoices were legitimate and met the conditions specified by law for
payment. Consequently, those OMB officias indicated that there should not be
any problem funding such alarge transfer.

Recommendation No. 1. Werecommend that USAID’s
Director of the Office of Food for Peacerequest the
Commodity Credit Corporation to prepare and submit to the
Maritime Administration invoicesto recover all outstanding
car go pr eference reimbur sementsfor excess ocean freight,
currently estimated at $175 million, for shipping costs
incurred under the P.L. 480 Titlell and TitlelIl programs
during fiscal years 1994 through 2000, asidentified in
Appendix V.

$7.2 Million in Cargo Preference Reimbur sements
Were Misallocated to Non-USAID Food Program

According to the Comptroller General, reimbursements to appropriations are
required to be returned to the appropriation originally charged. A
reimbursement of $35 million was paid by MARAD to USDA in 1995 for
excess ocean freight costs incurred by U.S. food assistance programs during
fiscal year 1992. Based on our calculations, at least $7.2 million of that
reimbursement was wrongly allocated by CCC to the Section 416(b) program,
administered by USDA, instead of to the P.L. 480 Title Il and 11l programs
administered by USAID. This occurred because CCC included Section 416(b)
in the alocation of MARAD’ s reimbursement even though no portion of the
reimbursement was attributable to Section 416(b) activities. Further, there were
no written procedures governing the method of alocating excess ocean freight
reimbursements. The result was that at least $7.2 million of the $35 million
reimbursed was not equitably allocated to the food assistance programs from
which the costs originated.

In a decision regarding repayments to appropriations, ** the United States
Compitroller Genera indicated that such repayments, including reimbursements
and refunds, were required to be deposited directly back to their origina

12° Accounting Systems Memorandum No. 10, October 5, 1950: “It has long been the rule of
the accounting officers of the United States that if a collection involves arefund of monies
paid from an appropriation in excess of what was actually due, such refunds are properly for
credit to the appropriation originally charged.” (5 Comp. Gen. 734, 736)

14



appropriations. Because funding is appropriated separately for P.L. 480 Titles 11
and 111, we would expect that any reimbursements generated by the expenditure
of appropriated funds from ether program would be made available for
reprogramming under the same program from which the funds originated.

The origina invoice submitted by CCC to MARAD for reimbursement of excess
shipping costs incurred during fiscal year 1992 was for $45 million. On that
invoice, CCC proposed to allocate the $45 million reimbursement only to the
three programs that had generated a portion of the reimbursement]Food for
Progress, P.L. 480 Title 1l and P.L. 480 Titlelll. TheP.L. 480 Title! and
Section 416(b) programs were not included in that allocation because their ocean
freight costs were not high enough to generate any excess ocean freight
reimbursement during the fiscal year. The origina invoice indicated that the $45
million reimbursement would be allocated as follows:

Proposed Allocation of % of
Program Amount Originaly Claimed | Total
P.L.480 Titlel $0 0%
Section 416(b) $0 0%
Food for Progress $4,651,070 10%
P.L.480 Titlell $24,763,233 55%
P.L.480 Titlell! $15,713,943 35%
Total $45,128,246 100%

For the three programs that generated a portion of the claimed reimbursement,
CCC' s dlocation was based on the proportion of each program’s costs relative to
the total costs incurred by al three programs during fiscal year 1992. We
believe that this constituted a reasonable basis of allocation. However, upon
receiving the original invoice, MARAD made adjustments to the total amount
claimed, and reimbursed only $35 million to CCC. After MARAD reduced the
total amount claimed from $45 million to $35 million, CCC changed its
allocation by including Section 416(b) in the alocation pool even though that
program had not generated any of the excess ocean freight reimbursement. This
resulted in the following allocation of the $35 million that was actually
reimbursed:

Actua Allocation of % of
Program Amount Reimbursed Totd
P.L.480 Titlel $0 0%
Section 416(b) $7,982,118 23%
Food for Progress $2,771,278 8%
P.L.480 Titlell $14,940,224 42%
P.L.480 Titlell! $9,531,467 27%
Total $35,225,087 100%
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Instead of allocating the reimbursed amount only to the programs that had
generated a portion of the rembursement, nearly afourth of the total revised
amount was alocated to a program that had not generated any of the
reimbursement. Section 416(b), which was not to receive any of the originally
invoiced amount, was alocated $7,982,118 (23 percent) of the revised amount,
resulting in reduced allocations to the other three programs. As aresult,
$7,170,141 ($4,377,446 for Title Il and $2,792,695 for Title 1) was not made
available for reprogramming under programs administered by USAID. The
following table shows the differences caused by this misallocation.

Actua Allocation | How Allocation Should
of Amount Have Been Made Based
Program Reimbursed on Origina Invoice Difference

P.L.480 Titlel $0 $0 $0
Section 416(b) $7,982,118 $0 $(7,982,118)
Food for Progress $2,771,278 $3,583,255 $811,977
P.L.480 Titlell $14,940,224 $19,317,670 $4,377,446
P.L.480 Titlelll $9,531,467 $12,324,162 $2,792,695
Totas $35,225,087 $35,225,087 $0

Although the MOU did not include any guidance on how reimbursements for
excess ocean freight were to be allocated, we believe that the original method of
allocation on CCC’s original invoice was reasonable and recommend that it be
used to adjust the amounts that were misallocated to the Section 416(b) program.
As discussed in the previous section of this report, unclaimed reimbursements of
excess ocean freight costs have been estimated to total hundreds of millions of
dollars. Therefore, we believe that it would be prudent for USAID and CCC to
mutually agree upon, and document, a consistent and equitable method of
allocating such funds prior to their receipt.

Recommendation No. 2: Werecommend that USAID’s
Director of the Office of Food for Peace request that the
Commaodity Credit Corporation transfer atotal of $7,170,141
from the Section 416(b) program tothe P.L. 480 Titlel|
($4,377,446) and Title 111 ($2,792,695) programsto correct
the misallocation of a cargo preference reimbur sement, as
detailed in thisreport, for shipping costsincurred during
fiscal year 1992.

Recommendation No. 3: Werecommend that USAID’s
Director of the Office of Food for Peace, in conjunction with
the Commodity Credit Corpor ation, determine and
document a consistent and equitable method of allocating

16



reimbur sements of ocean freight costsin excess of 20 percent
of total costs asauthorized under Section 901d of the
Merchant Marine Act of 1936, as amended.

Invoicesfor Incremental Ocean Freight Differential
Were Not Prepared or Submitted in a Timely Manner

The Memorandum of Understanding (MOU) signed by MARAD, CCC, and
USAID in 1987 required CCC to submit invoicesto MARAD for
reimbursement of incremental OFD costs within 45 calendar days after the end
of each quarter. We found that CCC has submitted quarterly invoices, resulting
in $39 million in reimbursements of incremental OFD for P.L. 480 Title Il and
[11 shipments made during the last four cargo preference years, on average, 185
days after they were due. All of those invoices were a so incomplete, resulting
in the need for supplemental invoices which extended the reimbursement period
even longer. Supplemental invoices, for an estimated $13 millionin
reimbursements, have not yet been submitted to MARAD. The primary reason
incremental OFD invoices were not prepared or submitted in atimely manner
was because of missing documentation which was required to be submitted with
theinvoices. Although CCC and USAID have recently taken steps to improve
this problem, untimely submission of OFD invoicesto MARAD hasresulted in
substantial delays of cargo preference reimbursements over severa years.
Consequently, for P.L. 480 Title Il and Il shipments made during cargo
preference years 1997 through 2000, USAID’ s access to quarterly
reimbursements totaling over $39 million, for reprogramming under its
respective food assistance programs, was delayed by an average of 185 days or
more each quarter. An estimated $13 million in additiona incremental OFD
reimbursements for shipments made during the same period remain unclaimed.

Regarding reimbursement procedures for incremental OFD, the 1987 MOU
states:

CCC will prepare and submit to MARAD quarterly invoices for
reimbursement of incremental OFD. The invoice for each
quarter will be provided by CCC to MARAD within forty five
(45) cdendar days of the end of the quarter. The amount of the
incremental OFD will be due within ten (10) calendar days after
(i) the date CCC notifies MARAD in writing of its determination
that 50 percent of the estimated annual USDA/CCC program
tonnage has been shipped on U.S-flag vessdls or (ii) the date
determined and reported to MARAD by CCC that 50 percent of
the estimated annual USDA/CCC program tonnage is reasonably
expected to have been shipped but in any event, no payment will

17



be made earlier than forty five (45) caendar days after receipt of
the invoice.

Our review of quarterly invoices submitted to MARAD by CCC for incrementa
OFD reimbursements for P.L. 480 Titles 11 and 111 for cargo preference years
1997-2000, reveded that, on average, those invoices were prepared 185 days
after they were due. Thetable in Appendix V summarizes the amount of delay
associated with the preparation and submission of those invoices. In addition to
the invoices for cargo preference years 1997-2000, at the conclusion of our audit
none of the quarterly invoices for cargo preference year 2001 had been
submitted, even though the first three quarters for that year were also due.

The quarterly invoices for rembursement of incremental OFD were also
incomplete. According to CCC, al incremental OFD invoices submitted for
cargo preference years 1997-2000 require amendments to claim reimbursements
from MARAD for shipments not reflected in the origina quarterly invoices. At
the end of our audit, amended invoices were being prepared for shipments not
included in the initia quarterly invoices submitted for those four years. While
CCC was unable to estimate the dollar amount of those amendments, one CCC
officia believed that the original invoices only covered about 75 percent of the
tonnage shipped during that period. Consequently, we believe that supplemental
invoices for reimbursement of incremental OFD have not yet been submitted for
approximately one-fourth of the tonnage of food assistance shipments made
during the last four cargo preference years. Based on the incremental OFD
already reimbursed for P.L. Title Il and 111 shipments during those four years,
the amount of unclaimed incremental OFD for the same period could be as much
as $13 million.

According to USAID, CCC, and MARAD, the biggest contributing factor for
not filing OFD invoices timely was the lack of shipping documentation. For
each shipment of food assistance, freight forwarders (often contracted by
cooperating sponsors involved in the distribution of food assistance) were
required™® to submit to CCC “completion packages’ containing such
documentation as bills of lading, shipping information logs, and booking
confirmation reports. This documentation was necessary to enable CCC to enter
data into its automated database in order to prepare the MARAD invoices.
Copies of some of the shipping documents were also needed to accompany
CCC'sinvoicesto MARAD for reimbursement. Per USDA, MARAD only
reimburses amounts (1) which are supported by compl ete documentation
presented with the bill; (2) for which vessdl classifications are correct; and (3)

13" Cooperating sponsors undertaking P.L. 480 Title |1 activities assume both programmatic
and financial accountability for the resources provided through individual grantsand
cooperative agreements. Consistent with 22 CFR Section 211.4(€)(2) and USDA Noticeto
the Trade EOD-44, dated 1 February 1999, freight forwarders representing a Title11
cooperating sponsor are required to send applicable compl etion packagesto CCC by airmail
or the fastest means available within two weeks of the vessel sailing.
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which do not include any inland transportation charges. Asof March 2000,
CCC records indicated that approximately 1,369 delinquent completion
packages had not been received from at least seven different freight forwarders.

Unloading bagged
commodities for in-land
transport.

(Summer 2000)

Unloading bulk corn
from Beaumont, Texas,
at port in the Cape
Verde Isands.
(Summer 2000)

The problem of missing documentation has been mitigated somewhat through
recent aggressive efforts by CCC and USAID. For example, in February 2000,
CCC and USAID personnd jointly identified processes that would accelerate the
receipt of documentation necessary for filing more complete cargo preference
reimbursement invoices. CCC initiated a tracking system that identified missing
documentation by program and sponsor. Reports generated by that tracking
system gave USAID additional information with which to better monitor the
documentation submission performance of contracted freight forwarders. With
this information, USAID has been able to improve the flow of required
documents by directly contacting delinquent freight forwarders and, in one case,
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temporarily suspending a freight forwarder for not submitting shipping
documentsin atimely manner. Through these combined efforts, as of February
2001, the number of delinquent completion packages had been reduced to 728
and were limited to two freight forwarders. According to CCC, both of the
freight forwarders have agreed to train their personndl in order to diminate the
backlog of missing completion packages.

Untimely submission of OFD invoices to MARAD has resulted in the
substantial delay of cargo preference reimbursements during the last four cargo
preference years. Asaresult, USAID’s accessto quarterly reimbursements
totaling amost $39 million, for reprogramming under P.L. 480 Titles Il and I,
has been delayed by an average of at least 185 days each quarter for shipments
made during cargo preference years 1997 through 2000. Also, an estimated $13
million in additional incremental OFD reimbursements for shipments under P.L.
480 Titles Il and 111 during the same period remains unclaimed.

Recommendation No. 4: Werecommend that USAID’s
Director of the Office of Food for Peacerequest the
Commodity Credit Corporation to prepare and submit to the
Maritime Administration invoicesto recover all outstanding
cargo preference reimbur sementsfor incremental ocean
freight differential, including supplemental invoices, for
shipping costsincurred under the P.L. 480 Titlell and Title
Il programsduring cargo preference years 1997 through
2001, asidentified in Appendix V.

CCC and USAID Need to Deter mine the Cause of Differ ences
Between Amounts Requested and Actually Reimbur sed

USDA'’s financia management guidance requires that |osses due to uncollectible
amounts be measured through a systematic, documented methodology. Since
1992, CCC has submitted invoices requesting $471 million in cargo preference
reimbursements for both incremental OFD and excess ocean freight costs. From
those invoices, MARAD has authorized payments of only $284 miillion, leaving
adifference (loss) of $187 million unpaid. According to MARAD, this occurred
because CCC did not always use accurate figures or formulas when calculating
reimbursements. However, at the time of our audit, neither CCC nor USAID
had reconciled or challenged the adjustments made by MARAD. This occurred

14 Our audit teamvisited this particular freight forwarder in July 2000 to determine the cause
of its delinquent completion packages. The freight forwarder’ s manager said that he was
unaware of the problem until receiving awarning letter from USAID. The manager agreed to
implement corrective actionsto help ensure that the missing documentation was sent to CCC.
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because the MOU did not outline specific reconciliation responsibilities.
Consequently, there has been no official determination on the part of CCC or
USAID asto whether MARAD'’ s rgjection of $187 million in potentialy valid
clamsfor cargo preference reimbursements was justified. Further, without
determining the causes of those differences, we believe they are likely to
continue to occur in the future.

According to the USDA Financial and Accounting Sandards Manual

Accounts receivable arise from claims to cash or other assets. A
receivable should be recognized when a federal entity establishes
aclaim to cash or other assets against other entities, either based
on legal provisions, such as a payment due date or good or
services provided. If the exact amount is unknown, areasonable
estimate should be made... [In addition,] losses on receivables
should be recognized when it is more likely than not that the
receivables will not be totally collected. The phrase “more likely
than not” means more than a 50 percent chance of loss
occurrence. An alowance for estimated uncollectible amounts
should be recognized to reduce the gross amount of receivables
to its net redizable value... [Furthermore] losses due to
uncollectible amounts should be measured through a systematic,
documented methodology that is applied consistently entity-
wide. The systematic methodology should be based on analysis
of both individua accounts and a group of accounts as awhole.

Based on thisinterna guidance, CCC personnel should have reconciled any
differences, “through a systematic, documented methodology,” between
incremental OFD and excess ocean freight invoices submitted to MARAD and
the actua amounts MARAD authorized for payment. Instead, when MARAD’s
actua payments differed from CCC'’s origina invoices, CCC accounting
personnel would smply adjust the accounts receivable balances, derived from
the original invoices, to reflect the actual amount paid. Accounting personnel at
CCC did not account for any of these differences as |osses.

Since 1992, CCC has submitted invoices requesting atotal of $471 millionin
cargo preference reimbursements for both incremental OFD and excess ocean
freight costs. In accordance with the MOU, MARAD was to review the invoices
submitted by CCC using copies of ocean bills of lading. After reviewing those
invoices, MARAD has authorized payments totaling only $284 million, leaving
adifference (loss) of $187 million unpaid. Of the $187 million in rejected
claims, approximately $106 million related to invoices submitted by CCC for
reimbursement of incremental OFD costs. The remaining $81 million pertained

15 USDA Financial and Accounting Standards Manual, Version 2.0; Chapter 7; Cash, Debt,
and Disbursements Management.
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to invoices for reimbursement of excess ocean freight costs. The following chart
depicts the difference between the amount of cargo preference reimbursements
requested by CCC since 1992, compared to the amounts approved and actually
paid by MARAD.

-
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Since 1992, USDA and USAID personnel have not reconciled cargo preference
reimbursement invoices submitted to MARAD with the actua amounts
MARAD paid. For example, in the excess ocean freight invoice for fiscal year
1993, USDA requested reimbursement in the amount of $71 million. After
anayzing the invoice and related documentation, MARAD rejected the entire
amount. According to MARAD, this occurred because CCC did not use
accurate figures or formulas when calculating the reimbursement request. Part
of the discrepancy was because of afundamental difference of opinion between
CCC and MARAD concerning the interpretation of the MOU asto how to
calculate the excess ocean freight reimbursement.’® Also, MARAD adjusted the
ocean freight costs submitted by CCC by deducting in-land freight costs.
According to MARAD, and the MOU, in-land freight costs (the costs of
transporting food assi stance commodities once they reach the receiving port of a
host country) should not be included in the ocean freight costs used to calculate
excess ocean freight reimbursements. The result of MARAD’ s adjustments was

18 Thisdifference of opinion related to where, in the excess ocean freight cal culation, the
previously paid incremental OFD reimbursements were deducted. For its invoices requesting
reimbursement of excess ocean freight for shipments made during fiscal years 1992 and 1993,
CCC deducted previously paid OFD reimbursements from total program costsprior to
calculating the 20 percent benchmark. MARAD adjusted those calculations by deducting the
previous OFD reimbursements after calculating the 20 percent benchmark. This different
calculation method resulted in aMARAD adjustment reducing the amount paid by atotal of
$23.4 million.



argection of the total amount requested. To date, neither CCC nor USAID has
reconciled MARAD’ s denia of CCC’sinvoice requesting excess ocean freight
reimbursement for fiscal year 1993 to determine whether or not MARAD’s
declination of reimbursement was justified.

A U.S-flag ship carrying P.L. 480 commodities to the Cape Verde
Idands. (Summer 2000)

The MOU required MARAD to reimburse CCC for allowable shipping costs
associated with incremental OFD and excess ocean freight costs. However, the
MOU did not address how to treat any differences in requested versus actua
reimbursements. Determining the causes of MARAD' s adjustmentsto CCC
invoiced amounts could possibly provide over $187 million in additional
reimbursements for reprogramming, if those amounts turn out to be alowable
and thus reimbursable costs. At aminimum, by reconciling the differences
between requested and paid reimbursements, CCC might be able to account for
the losses and avoid such losses in the future. Consequently, we believe that
USAID should request that CCC reconcile the $187 million in rejected
reimbursement requests and jointly establish procedures with CCC to follow-
up/reconcile al such differences in the future.

Recommendation No. 5: Werecommend that USAID’s
Director of the Office of Food for Peacerequest the
Commodity Credit Corporation to reconcile the $187 million
in differences between requested and paid reimbur sements
from car go preference reimbur sement invoices submitted to
the Maritime Administration for shipments made since 1992
to determine 1) whether the Maritime Administration’s
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adjustments wer e justified; and 2) how to avoid such
differencesin thefuture.

Reimbur sed Funds Were Not
Apportioned in a Timely Manner

Contrary to Office of Management and Budget (OMB) guidance, CCC did not
always ensure that applicable cargo preference reimbursements, after being
received from MARAD, were agpportioned to accounts accessible to USAID ina
timely manner. This condition occurred because CCC did not believe the funds
were needed immediately. Because reimbursements received by CCC in fiscal
years 1997 through 1999 were not apportioned until fiscal year 2000, up to $24
million was not available for USAID to reprogram under P.L. 480 Titles Il and
[l for a period of oneto three years.

According to the General Accounting Office’” (GAO), reimbursements are
considered a budgetary resource subject to apportionment by the Office of
Management and Budget (OMB). OMB Circular A-34 states that
regpportionment requests should be submitted to OMB *“as soon as achangein
an agpportionment previousdy made becomes necessary due to changesin
amounts available (e.g., actual reimbursements differ significantly from
estimates)...” Contrary to this guidance, CCC did not dways request timely
apportionment of cargo preference reimbursements. For example, during fiscal
years 1995 through 2000, MARAD approved $81 million in cargo preference
reimbursements for P.L. 480 Titles Il and I11. However, at the beginning of our
audit, only $57 million had been apportioned to accounts accessible by USAID.
The remaining $24 million, for MARAD reimbursements received in fisca
years 1997 through 1999, was not apportioned until fiscal year 2000.

These delays in apportionment occurred mainly because CCC did not believe the
funds were needed immediately. Further, USAID and CCC had not established
written procedures to ensure that CCC requested apportionment in atimely
manner. According to a CCC employee responsible for preparing
apportionment requests, USDA requests that funds be apportioned only as they
are needed. Because reimbursements received by CCC in fisca years 1997
through 1999 were not apportioned until fiscal year 2000, up to $24 million was
not available for USAID to reprogram under P.L. 480 Titles|l and I11 for a
period of oneto three years.

Recommendation No. 6: Werecommend that USAID’s
Director of the Office of Food for Peace, in conjunction with
the Commaodity Credit Cor poration, develop written

7 Principles of Federal Appropriations Law, Volume |, p. 5-66 (GAO/OGC-91-5).

24



proceduresto help ensurethat all cargo preference

reimbur sements, to which USAID food assistance programs
are entitled, are apportioned to those programsin atimely
manner.

Cargo Preference Reimbur sement Procedures
Should be Clarified, Updated, and/or Improved

Procedures in the MOU between CCC, MARAD, and USAID are unclesr,
outdated, and, in some cases, run contrary to the legidation authorizing cargo
preference reimbursements. Lack of specificity in those procedures has resulted
in many of the problems identified in thisreport. For this reason, we are
recommending that USAID seek to establish ajoint task force, in conjunction
with the other involved agencies, to review the entire cargo preference
reimbursement process in order to identify and propose changes to increase the
efficiency and effectiveness of those procedures. The MOU has not been
amended in over fourteen years, even though major changes in responsibility
have occurred.

The MOU between CCC, MARAD, and USAID, signed in July 1987, set forth
the manner in which those three agencies were to cooperate in administering the
cargo preference reimbursements authorized under the Merchant Marine Act of
1936, as amended. Although the procedures outlined in the MOU have resulted
in $284 million in cargo preference reimbursements from MARAD to CCC
since 1992, many of the problems addressed in this report, including
reimbursements that were not properly claimed, alocated, approved, or
apportioned, could be attributed, in part, to alack of specificity with regard to
those same procedures. For example, the MOU did not clearly explain how the
excess ocean freight reimbursement was to be determined. Asaresult, CCC's
caculations for reimbursement of excess ocean freight costs for fisca years
1992 and 1993 exceeded MARAD' s calculations by $23.4 million. Unclear
instructions in the MOU have aso resulted in confusion with regard to the
documentation required for claiming reimbursements. This confusion has
contributed to reimbursement delays which have spread over severa years.

The MOU also needs to be updated in order to reflect more current situations.
For example, the MOU indicates that USAID has administrative responsibilities
for cargoes moved under P.L. 480 Title Il and Section 416(b), whereas USAID
is currently responsible for P.L. 480 Titlell and [1l. The MOU does not even
mention the Food for Progress program, administered by USDA, which has
received over $24 million in cargo preference reimbursements since 1992.
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Cranes unloading bulk corn at port in Cape Verde Idands. (Summer 2000)

The following are some additiona areas in which, we believe, changes to the
procedures in the current MOU could improve the efficiency and effectiveness
of the cargo preference reimbursement process.

First, the entire process of funding increased shipping costs due to cargo
preference should be revisited to determine whether there is a more efficient
way of administering that process. For example, the authorizing language in
Section 901(d) of the Merchant Marine Act indicates that the Secretary of
Trangportation would finance, not reimburse, any increase in ocean freight
charges as aresult of raising the cargo preference requirement from 50
percent to 75 percent. It appearsthat Congress intent was to immediately
assist agencies administering food assistance programs by having the
Department of Transportation (DOT) pay the incremental shipping costs.
The reimbursement process outlined in the MOU requires USDA and

USAID to finance those incremental costs up front and then seek
reimbursement that may or may not be received until years after the shipping
costs are actualy incurred. We suggest that aternative methods for meeting
the cargo preference funding mandates in Section 901d of the Merchant
Marine Act of 1936 be considered. Possible aternatives might include DOT
advancing funds to USDA, based on estimates, and liquidating those
advanced funds as actual OFD costs occur. Another aternative might be for
USDA to request an additional appropriation to cover incremental shipping
costs. Thiswould eiminate the time and money spent by USDA, USAID,
and DOT on processing cargo preference reimbursements under the current
procedures.
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If the current reimbursement process is retained, the procedures for
submitting invoices and support documentation to MARAD could be
streamlined or even eiminated in favor of filing for reimbursements
electronically. Rather than providing MARAD with copies of support
documentation, such as hills of lading, USDA could retain that
documentation and allow MARAD to periodicaly inspect it. Thiswould
reduce the amount of required documentation and take advantage of the
efficiencies of today’ s automated environment.

The authorizing language in Section 901(d) of the Merchant Marine Act
indicates that the Secretary of Transportation would finance any increased
ocean freight charges incurred in any fiscal year as aresult of the new cargo
preference requirement. The MOU requires that the incremental OFD
reimbursement be calculated by cargo preference year (April - March) and
that the excess ocean freight reimbursement be calculated by fiscal year
(October - September). Using two different years seems to create
unnecessary administrative headaches and confusion. To smplify
procedures, we suggest that alternatives be considered to cal culate both types
of reimbursements using the same 12-month period.

Although Section IX of the MOU alows the MOU to be amended at any time,
upon mutual agreement of the parties, the MOU has not been amended since it
was originally signed nearly fourteen years ago. We believe that the cargo
preference reimbursement process could benefit substantially from procedural
changes agreed to in an amended MOU. For that purpose, we recommend that a
joint task force, with representatives from each of the three agencies involved,
review the problem areas in this report and propose changes to the proceduresin
the current MOU in order to increase the efficiency and effectiveness of the
cargo preference reimbursement process.

Recommendation No. 7. Werecommend that USAID’s
Assistant Administrator of the Bureau for Humanitarian
Response seek to establish ajoint task forcewith theU. S.
Department of Agriculture, the U. S. Department of
Transportation, and the Office of Management and Budget
to review the problem areasidentified in thisreport for the
pur pose of modifying the 1987 M emorandum of
Understanding in order to clarify, update, and improve
current cargo preference financing procedures. Thistask
force should include, at a minimum, representatives from
USAID’s Office of Food for Peace, Office of Procurement,
and Office of General Counsd; United States Department of
Agriculture’'s Commodity Credit Corporation, Foreign
Agricultural Service, Farm Services Agency, and Office of
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General Counsd; the Office of Management and Budget, and
the Department of Transportation’s Maritime
Administration.

M anagement
Commentsand
Our Evaluation

In response to our draft report, USAID management concurred with each of
the seven audit recommendations included in the report. Specificaly, in
response to Recommendation No. 1, USAID management agreed to request
that an estimated $175 million be recovered. USAID management also noted
that, since fiscal year 1997, BHR/FFP has consistently, in its Federal
Manager’s Financial Integrity Act (FMFIA) Report, called to upper-
management’ s attention that it was vulnerable to financial monitoring
deficiencies due to lack of qualified staff.

In response to Recommendation No. 2, USAID management agreed to request
that the Commodity Credit Corporation transfer atotal of $7,170,141 to
accounts for P.L. 480 Titles Il and I11. USAID management a so noted that
the President, as part of hisfiscal year 2002 Budget Request, will ask for
legidation that will make funds recovered for Title 111 automatically available
for Titlell.

In response to the other five procedural recommendations, USAID
management agreed to implement our recommended actions. Finally, USAID
management clarified some of the background material contained in our draft
report. We have made appropriate changes to our final report based on those
clarifications.

As aresult of USAID management’s comments, included in their entirety as
Appendix 11, we consider a management decision to have been made with
regard to each of the seven recommendations.

Because the findings and recommendations resulting from this audit concern
the United States Department of Agriculture’s Commaodity Credit Corporation
(CCC), in addition to USAID, we provided a copy of our draft report to CCC
management for comment. In response to the draft report, CCC management
indicated that it agreed with many of the findings and recommendations
presented in the report, but requested that the report reflect certain events
more accurately. Specifically, CCC management indicated that USAID, in
addition to CCC, was responsible for ensuring accurate and timely billings for
cargo preference reimbursements, and that, over the years, CCC has
repeatedly requested assistance from USAID in obtaining missing
documentation so that invoicing and reimbursement could be achieved more
timely. CCC management also suggested that our report note that USAID and
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USDA are continuing to work closely together to address many of the issues
identified in the report. CCC management provided additional information
regarding such issues as the reconciliation of reimbursements, joint meetings
with USAID, and the apportionment of funds. We considered all of CCC
management’s comments and, where appropriate, made changes to our report.
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Appendix |

Scope and
M ethodology

Scope

This Office of Inspector General conducted an audit to determine the status of
cargo preference reimbursements under Section 901d of the Merchant Marine
Act of 1936, asamended. The audit was conducted in accordance with generally
accepted government auditing standards. Audit fieldwork was conducted in
consultation with the United States Department of Agriculture's (USDA) Office
of Inspector General, between April 2000 and January 2001 in USAID’s
Washington, D.C. offices, and USDA’s Washington, D.C and Kansas City
Commodity Office (KCCO). In addition, we performed afield vigit to the
offices of afreight forwarder in New Jersey. The scope of this audit covered
cargo preference shipments made from 1992 through 2000.

The scope of our audit included shipments financed under five U.S. food
assistance programs during fiscal years 1992 through 2000. While we
reviewed data on all five programs, our audit focused primarily on the two
programs administered by USAID—P.L. 480 Titles Il and I1l. Since 1992, all
five programs expended $3.2 billion to transport $11.6 billion in food
assistance commodities to foreign recipients. Of that amount USAID
expended nearly $2 billion to transport commodities totaling $5.2 billion
under P.L. 480 Titles 1l and I11.

Because the scope included all cargo preference shipments made from 1992
through 2000, we decided a materiality threshold was not appropriate for the
audit objective since we recommended recoupment of al allowable
reimbursement claims.

Our review of management controls focused on program operations, vaidity and
reliability of data, and compliance with applicable laws and agreements.

M ethodology

In order to accomplish the audit objective, we evaluated management controls
and documentation relating to cargo preference reimbursements. In order to
gain an understanding of the cargo preference reimbursement process, we held
numerous discussions with officials at USAID, USDA, Commodity Credit
Corporation, Kansas City Commodity Office, Office of Management and
Budget, and the Maritime Adminstration, as well as other individuals outside
the government with interest in USAID’ s foreign food assistance programs.
To facilitate accomplishing the audit objective, we developed an audit
program and performed the following tasks:
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Gathered and examined relevant laws, regulations, guidance, and
documentation to gain a better understanding of the cargo preference
reimbursement processes,

Flowcharted the reimbursement processes and identified and assessed
risks associated with management controls;

Obtained and reviewed copies of apportionment schedules to identify
the amount of funding, including cargo preference reimbursements, made
available under applicable U.S. foreign food assistance programs;

Reviewed USAID’s annua Federal Managers' Financial Integrity Act
submission to identify any material weaknesses related to the audit objective;

Traced quarterly and annual invoices and payments for cargo
preference reimbursements to identify claimed, unclaimed, paid, and rejected
amounts;

Reconciled quarterly and annual cargo preference reimbursed and
apportioned amounts to available documentation; and

Assisted USAID and USDA with obtaining required documentation
from freight forwarders needed to file reimbursements.

To obtain estimated dollar amounts of unclaimed reimbursements, we relied
on CCC which calculated those estimates based on computer-generated data
from its Processed Commodities Inventory Management System and financial
accounting systems. Although we verified the accuracy of CCC’s calculations
using such data, we did not test the reliability of that data, or the systems from
which it was generated, because those systems, and their related controls,
were not within the purview of the OIG. For example, we did not test the
completeness or accuracy of CCC’s shipping and cost data by tracing that data
back to source documents. However, based on the testing that we did
accomplish, as well as assertions of accuracy and completeness from CCC, we
were able to obtain sufficient reasonabl e assurance to draw the conclusions
and make the recommendations included in this report.
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United States Department of Agriculture (USDA) has reviewed the above mentioned
draft audit report. While we agree with many of the findings and recommendations
presented in the report, we do not believe that the report accurately reflects certain
events and would appreciate your consideration of the following comments.

The draft report states that invoices for incremental ocean freight differentials were
not prepared and submitted in a timely manner. What the report fails to mention is
the US Agency for International Development (USAID), nét only Commodity Credit
Corporation (CCC), is responsible for providing or insuring timely submission of a
portion of the documentation. We note that over the course of several years,
USDA/CCC has repeatedly requested assistance from USAID in providing missing
documentation so that invoicing and reimbursement could be achieved more timely.

We suggest that the report should note that on-going meetings are continuing to be
held between USAID and USDA to aggressively address many of the issues identified
in this report. USAID and USDA continue to work closely together to resolve
outstanding issues relating to delinquent documentation to improve the billing
process. The objective of this joint effort is to bring the quarterly billings current and
to allow for proper billing of the 20 % excess ocean freight.

The report leaves the impression that CCC fails to fully reconcile the billed amounts
with those reimbursed by MARAD. We would like to clarify that each time a
reimbursement is received from MARAD, either MARAD provides CCC with an
explanation for the adjustments made or CCC seeks clarification of adjusted amounts.
We suggest that your report reflect the fact that MARAD only reimburses amounts
(1) which are supported by complete documentation presented with the bill; (2) for
which vessel classifications are correct; and (3) which do not include any inland
transportation charges. Unless MARAD is totally satisfied with both billing and
supporting documentation, they will adjust the amount billed. In addition, MARAD
requests only a single billing per quarter, per program. In the past, due to the timing
of CCC’s receipt of documentation, numerous billing updates were required.
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USDA strongly disagrees with Footnote #10 and suggests the following wording:
“the fact that excess ocean freight reimbursements were not being claimed first
surfaced during a January 11,2000 meeting with USDA and USAID to discuss
delayed OFD billings caused by missing documentation.”

With respect to apportionment schedules for these funds, the USDA/FSA Budget
Division prepares an apportionment schedule for either of two reasons: (1) a program
is approaching the limits of its available funds, or (2) USAID provides a written
request for an apportionment. Please be advised that neither of these events has
occurred in the past. If this issue needs to be addressed further, we would be willing
to arrange with the appropriate representatives of the Budget Division to meet at your
convenience.

Finally, we would like to emphasize that both USAID.and USDA share responsibility
for ensuring accurate and timely billings for Cargo Preference reimbursements.
USDA, as a service provider to the programs administered by USAID, cannot submit
billings to MARAD until we receive accurate and complete documentation with
which to prepare the billing. As noted above, USDA has been working closely with
USAID to improve the process and we believe that much progress has been made to
date. Both Agencies recognize that some issues are yet to be resolved but we are
committed to the cooperative efforts currently under way. We are certain that, with
improved timeliness of document receipt, we can jointly resolve these issues with an
improved, more timely billing process.




Billing Status Update

Appendix 1V

Ocean Freight Differential and 20% Commodity Excess

February 2001

OCEAN FREIGHT DIFFERENTIAL BY CARGO PREFERENCE YEAR
(APRIL 1 THROUGH MARCH 31)

Cargo Preference Y ear Quarterly Invoice * Amended Invoice Amended Invoice
(CPY) Submitted to MARAD Paid by MARAD Submitted to MARAD | Paid by MARAD

1997 Invoiced Yes No No

1998 Invoiced Yes No No

1999 Invoiced Yes No No

2000 Invoiced Yes (first two No No

quarters)
2001 No No No No

*Note: An amended invoiceisto bill MARAD for shipments that were not included in the original
quarterly invoice, due to lack of documentation from the freight forwarders. ALL OFD PRIOR TO
CPY 1997 HAS BEEN RESOLVED.

20% COMMODITY EXCESS
BY FISCAL YEAR
(OCTOBER 1 THROUGH SEPTEMBER 30)
Fiscal Y ear Invoices Submitted to MARAD Invoice Paid by MARAD
1992 Yes Yes
1993 Yes No
1994 No No
1995 No No
1996 No No
1997 No No
1998 No No
1999 No No
2000 No No

SOURCE: USDA, February 2001
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Appendix V

Quarterly Invoices Submitted to MARAD by CCC
for Incremental OFD Reimbursements
for P.L. 480 Titles |l and |11

Cargo Preference Y ears 1997-2000

CPY CPY Due Date Actual Number of Amount
by Quarter Quarterly Periods per MOU Date Days Late Reimbursed
96-97
1" Q 1Apr96—-30Jun96 | 14 Aug 96 | 24 Dec 96 132 $2,309,118
2 Q 1Jul96—-30Sep 96 | 14 Nov 96 | 26 Jun 97 224 $1,643,490
3°Q 10ct96—-31Dec96 | 14 Feb 97 | 26 Aug 97 193 $2,757,381
4"Q 1Jan 97 —31 Mar 97 | 15May 97 | 19 Jan 98 249 $1,476,640
97-98
1" Q 1Apr97-30Jun97 | 14 Aug 97 | 27 Jan 98 166 $2,401,709
2°0Q 1Jul 97 -30Sep 97 | 14 Nov 97 | 10 Mar 98 116 $2,569,358
3Q 10ct97-31Dec97 | 14Feb98 | 29 Apr 98 74 $1,645,144
4" Q 1Jan98—-31 Mar 98 | 15May 98 | 26 Aug 98 103 $1,142,258
98-99
1" Q 1Apr98—-30Jun98 | 14 Aug 98 | 2 Dec 98 110 $2,030,494
2°Q 1Jul98—-30Sep98 | 14Nov 98 | 7May 9 174 $3,163,434
3°Q 10ct98—-31Dec98 | 14Feb99 | 21 Jun 99 127 $2,829,100
4"Q 1Jan99-31Mar99 | 15May 99 | 12Jan 00 242 $2,228,707
99-00
17Q 1Apr99-30un99 | 14 Aug99 | 3Aug 00 355 $2,199,039
2°Q 1Jul99-30Sep 99 | 14 Nov 99 | 22 Aug 00 282 $947,430
3°0Q 10ct99-31Dec99 | 14Feb00 | 26 Sep 00 225 $3,828,638
4"Q 1Jan 00—31 Mar 00 | 15May 00 | 20 Nov 00 189 $5,591,605
Average/Total 185 $38,763,545
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Appendix VI

- MIMORANDUM - OF UNDERS'._[‘F-.NDING
BETWEEN

COMMODITY CREDIT CORPORATION

AND
MARITIME ADMINISTRATION
"DEPARTMENT OF TRANSPORTATION

AND

AGINCY FOR INTERNATIONAT DEVELOPMEXT

-

= Purcose

Th erstanding ("MOU") sets fer+h the

: fmodity Credit Corporaticn ("CCC"), an
ce Ttment of Agriculture ("USDAY), and
he ation. ("MXRAD), an acency within +the
eg taticn ("DBCT"), arnd the Agency ‘for

nt ent ("AID") shaXl cooperafe in certain
re aticn of the cargo prefecence recuire-
er ticn 90la throuch 901k of the Merchant
Mar + @s amended (71636 Act") (45 U.S.C. 1101 et
sec

- A it e s - -
12 T ACministration of 1936 2Ack

he Secretary of Transportation is respensible for the
Cministraticn of the cargo preference provisiens of the
936 Act. MARAD will act for the DOT in casrying out the
Cministration of certain c€arcc preference programs of the
€36 Act in accordance. with this MoU.

AID hes certain administrative Tesponsibilities relevant to
this MOU for cargoes moved under Title II, Public Law 480

.and Section 416(b) of the Agricultural Act of 1949,

III - Background
A. General

Section 1142 of the Food Security Act of 1985 (P.L.%99-198,
December 23, 1985) amended the 1936 Act, inter alia, by
2dding sections 901a through 901k which modified and:expand-
ed the application of cargo pretference recuirements to

fertain eXpuri sctivities of the Sefiretar'y“'bi'v.-»Agri‘ci:ltu‘re or

t_he ) CC‘C:,{" -
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B. Section 901b

Section 901b cf the 1336 Act provides that in addition to
the requirement for U.S.-flag carriage of S07percent of the
tonnage imposed by section 901 (b) (1) of the 1936 Act, an~
additional 10 percent of the tconnage of agricultural commod-
ities or products thereof shipped under expert activities of
the Secretary o¢f Agriculture or CCC specified in section
90ib(b) of the 1936 Act shall be transported on U.S.-flag
vessels during the 12-month period commencing April 1, 1986,
with such percentage increasing to 20-percent for the
12-month pericé commencing April 1, 1987, and to 25 percent
fo- each 12-month period thereafter.’

C.

Secti the 1936 Act provides thet the "Secretary
of Tr shall finance any increased ocean freight
c n any fiscal year which restlt from the

a tion 901b™ cf the 1936 Act.

D

Section the 1936 Act provides that il in any
fisczal al cost cf ocea; freicht and ccean

freic 1 ircurred by C¢CClon the exgcrt of

commec it i =rocéicts thereof under expert activi
icn 901b exceeds 20 perce:nt cf the total of

the va cormodities ané procducts ané the cests of
such © and ocean freight differential incurred
by CCC fiscal year, the-Secretary cf Transporta-

ticn sh & £or +he amount of such excess.

Section 920ik of the 1936 Act provides that "[a] United
States flag vessel eligible to carry carges unéer sections
90ib +throuch ¢01d means a vessel, defined in section 3 of.
ritle 1, United States Code, that is necessary for national
security purpcses and, if more than 25 years cld, is within
five years of having been substantially rebuilt and cer—’
tified by the Secretary of Transportation as having a useful
1ife of 2t least five years after that rebuilding.".

F. Section 901b(c) (2) (B)

Section 901b(c) (2) {B) provides that "the Secretary of
Transportation, in administering this subsection [901b(c)]
and section 901(b), and consistent with these sections shall
take such steps as may be necessary and practicable without
detriment to any port range to preserve during calendar
years 1986, 1987, 1988 and 1989 the percentage share, Or
metric toanage of bagg=d, processad; C1 furtilied commod-
ities, whichever is lcver, expesienced In ca-eaday year 1584



as determined by the Secretary of Agriculture, of waterborne
cergoes exported from Great Lakes ports pursuant to title IX
of the Acricultural Trade Development and Assistance Act of
1954 (7 U.S.C. 1721 et seg.).". :

G. USDA/CCC Export Activities ~

The expor: activities of the Secretary of Agriculture or cce
("usba/ccc programs”) which are covered by sectica 981b (b)
£ +he 1926 BAct are as follows: .

1. Titles I & III of the Agricultural Trade Develop-
ent and Assistance Act of 1954, as amended ("P.L. 480,
irles I ané III7).

e II of the Acricultural Trade Develcpment and
+ of 1954, as amended ("P.L. 480, Title iI").

6(k) of the A‘g:icuitural Act of 1948, as
16(B) 7).

4. Other Programs - CCC will notify MiRAD cf the
impending establishment of new expcrt programs Cr Ieac=
tivation of currently i active export Procrars suhject to
the cargc prefere ~ovisions of the 1836 Act. M33AD, CCC
ané, as coriat z 11 consult each cther on the
establis! 2 of ienzl administrative procedures
under te cf th med cdesirakble to acccmmodate such
programs.

IV - Definitions
lowing def ns will be useé for the purpose of

/ccC Carge Preference vear” (C
Th period commencing April 1,1
7, and each subsecuent twelve mon

the twelve m
Mazrch 31, 1¢
thereafter.

eé For uncer section 501& (b) of the 1936 Act shall be
ned by the Secretary of Agriculture.

2 nvaive of Commodities™ for agricultural experts
n

3. *"Ocean Freight Differential®™ ("OFD") is the amount
by which the cost of,ocean fransportation is higher by -
reason of the cargo preference requirement that the commod-
ities be transported on U.S.-flag vessels than would be the
case for transportation on foreign-flag vessels. Any

a i

‘despateh-accruing to CCC shall be:deduct determining
the ,OED to be reimburse_!d_\_by_f.,)iAR‘A_P, OED; e established
for each shipment on an eligibl2 U ei-flig v ssel.

4. "Ocean-‘r"'z'e'ight"“is_ +the total compensation borne by

41



ccC for the ocean transportation of a shipment unéer 2
USDA/CCC progran. In determining ocean freight, the amount
of despatch received by CCC, as well as the amount of
overseas bagging and overseas inland transportation costs,
shall be eXcluded. Demurrage payments, if any, financed by
ccc shall be included.

5. "Recaotured Ocean Freight™ is any ocean freicht
amcunt obtained from an ocean carrier as a refund beca
a recuction in vovage costis resulting from scrap voyaces,
return cargo carried, or one way vovages. The amount of the
recaptured ocean freight shall be deducted from any ocean
£reicht and OF3 computations.

uncer a USDA/CCC program within a cazgo
computeé on the basis of bill of laéing

Q
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b
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}os
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O j-r rt
O 1Y b

W

t 4
© o
£ e

..

imburse CCC for the amount oI the
in accordance with -this MOU ("In-

burse CCC for the amcunt, iI any,
a e ocean freight and OFD exceeds .20
ctal of the walue of the commodities, ocean
& OFD for Z11 USDA/CELC® pragrams covered by this
percent excess freicht").
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1. Reimbursement - MARAD shall reimburse CCC for the
incremental OFD payments separately for each USDA/CCC
program when it has been determined by CCC and rep z+ed in
writing to MARAD that 50 percent of the estimated annual
USDA/CCC progranm tonnage (i) has been ‘sl\xipped cn U.S.-flag
vessels, or (ii) is reasonably expected to have been shipped
on U.S.-flag vessels-as of the date of report. :

2. Determination of OFD by. USDA/CCC Program

(a) P.L. 480, Titles I and III.. OFD for P.L. 480,
Titles I ana 111 will be Computed by the Director, P.L.
480 Operations Division, Foreiyn Agricultural Service,
- USDA, in accordance with UsDL reyulations.
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(b) P.L. 480, Title II and Secticn 416 (k)

(i) Liner Shipments. OFD for P.L. 480,
Title II anc Secticn 416 (b) liner shipments will
be cormputeé by the Director, Kansas City Commodity
Office, hcricultural Stabilization and Conserva-
rion Service, USDA. The OFD is the difference
between (1) the U.S.-flag rate booked and (2) the
foreign fiag rate on file with the Federal Mari-
rime Commission or submitted to KCCO by a foreign
flac carrier that would have been utilized for
determination of lowest landed cost, atsent the

arco preference recuirement.

(ii) Chértéered Shioments. oD for P.L. 480,
e I a¢ Secticn 416 (b) chartered shipments
e =puted by the Chief, Transportation
D ion. AID ("Chief, T.D., AID"). The OFD is
t! -eamce between the weighted averace
freight rate(s) o foreign flag vessel(s) fixed
inifes offered that, in the opinicn of the Chief,
T.o., AID coulé carry the guantity cf carco absent
iha resuirement to use U.S.-flag vesszl(s), and
(1) +he rate(s) for +he U.S.-flag vessal(s) fixed;
cr (2) the ratel(s) offeczed (incluéing any lower
c2ses nezotiated) by U.S.-flag vessel(s) which
ceu1é have carrieé the reguired tonnece ané, in
+hs cpinien of the Chief, T.D., AID regresents the
iowest landed cost (U.S.-flag basis). When
foresicn- ¢ vessels are nox fixed and/or oflered,
cared, have specifications which pre-
use, the rate{s) to be used in comput-
ing OFD will be determined by the C T.D., AID
veinc anv mzrket data deemed relsvant which

<

de reasonable ccmparability.

PV

Determinaticn of Incremental OFD

Fcr each C.P. year beginning in 196,
e OFD paid by CCC will be computed
for each USDA/CCC program by divié
amount of OFD paid by CCC by the tc
hipped. MARAD shall pay CCC the tota
average OFD multiplied by the total tonnage

shipped (but not exceeding the total cargo
preference recuirement) multiplied by the ratio of
the applicable increased cargo praferernce
requirement to the total cargo preference
requirement for the C.P. year.

g
1

o+ b

n
a
1 of

(ii) The OFD paid for U.s.-flag vessels that
are 25 years and older and are not within five
years of having been substanrtially rebuilt as
defined in section 901k of the 1336 Act mre to be



deducted from the computation of the average OFD
described in subparagraph (i) above. he average
OTD on the remaining tonnage will be applied to
the current legislated increment cf the total
G.S.-flag tonnage.
(iii) The ccmputation of the incremental

. OFD for the final gquarter of a C.P. year shall
reflect any appropriate adjustment, if recessary,
for payments made in the previous three guarters.’

C. Determination of 20 Percen%t Excess Freicht

shall pay to CCC the amount, if anv,- by which
Ye ocean freight and OFD borne by CCC exceeds

1 -
o
'h

+ of the total value of the commodities shipped,
eight and OFD for all USDA/CCC programs fcr each of
21 vezrs beginning ir 1286 (last six months), and

-

D paid to CCC by MARAD
& from the CGIZ ccC

D. £ Ziicible Vessels,
Ge the Director, P.L. 4B0 Ope-zticns

Div DA pericdically with a current list of
u.s. +hat are eligible tc carry prelsrence
carg to section 90ik of the 1936 Act. If a
vess the list, the Director will seek MARAD's
deze to its eligibility.
Z. scrts Recuired by MARAD
Iin itate the administration of +his MOU, CCC
will following data to MARAD:

. mated annual program tonnage foI each
USTA/CCC updated as necessary but at least cuarter-
ly. - B

2. The estimated annual OFD payments for each USDA/CCC
program by quarters updated as necessary but at least
guar

3, Each CCC invoice for OFD shall include the follow-
ing additional information for each shipment:
(a) All shipments:

(1) P :’k. number or other applicable transaction
identiiication number.

- 1



showing separs
USDA/CCC procrT
ment.

A
“ .

(2) CCC-106 number for P.L. 480, Title I
shipments.

(3) Bill-of-lading date.

(4). Vessel name.

(5) Metric tons shipped.

(6) OFD amount disbursed.

(7) OFD amount receivable from MARAD.

(8) 1Identification of those vessels not ,eligibl‘e
tnéer section 901k.

ional informaticn for P.L. 480, Title II and
cn 416(b) shipments: -

(1) consoring agency

.\
N
E—C

)
N
8

'y
0
rr

(3) Discharge port cr countIV.

(4) Commcdity icdentification.

(5) U.S.-flag rate per metric ten.

11 provide MARAD with a quarterly
tely or foreign and U.S.-flag ships
am the following information for each ship-

a. Cor:esaondlng purchase crder number OT other
© applicable identificaticn transaction number.

_b. Vessel name.

c. Bill of lading date.
é. Load port or range.

e. Discharge port where available otherwise
country of discharge.

f. Metric tons shipped.
g. Commodity and packing (if feasible).

h. Commodity value. This may be provided in a
separate quarterly report.



i. Total freight amount (if paid by CCC). ’
This may be provided in a separate report.

5. MARAD will review invoices using copies of ocean
bills of lading provided by CCC in accordance with 46 CFR
part 381.3 for P.L. 480, Titles I, II and III and Section
4316 (b). '

6. The documentation supporting the information and
comoutations involved in this MOU in connection wizh all
USDA/CCC programs shall be retained in the file of the

irector, P.L. 480 Operations Division, FAS, USDA, Chied,

AID or the Director, KCCO, USDA, as applicable, for a.
of

reama

three years after the completion of the rsaa/cCcc
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1 cargoes transported overlané frem the Great
r U.S. ports for export will not be included in
he tonnage shipped from the Grea: Lakes in any

5. The Secretary of Transportation is charged with
administering the provisions of section 90ib{c) (2) (3) of the
1936 Act. CCC and AID will consult with MARAD at the

earliest time that j:ﬁey anticipate any potential

programmatic conflict so that MARAD, CCC and AID car'z_. ad.&ress
the matter consistent with section 901b(c) (2) (B) of the 1936

Act. -

vII - Minimum Tonnage Requirement

ccc will inform HARAD of the minimum tonnage of expcrts
calculates for each USDA/CCC program for fiscal year 1986



(last six months) and each fiscal year thereafter in accor-
dance with section 90lc of the 1936 Act. This information
will include the tonnage of exports for each fiscal year in
the base period of the calculation.

VIII - Reimbursement Procedures

A, Incremental OFD

CCC will prepare and submit to MARAD quarterly invoices
for reimbursement of incremental OFD. The invoice for each
quarter will be provided by CCC to MARAD"within forty five
{45) calendar days of the end 6f the guarter. The amcunt of
the incremental OFD will be due within.ten (10) calendax
davs after (i) the date CCC notifies MARAD in writing of its
determinztion that 50 percent of the estimated annual
USDA/CCC program tcnnage has been shipped on U.S.-flag

vessels or (i) the date determined and repcried to MARAD by
CCC tha* 30 percent of the estimatec annual USTA/CCC preogram
tecanace is reascnably expecied to have been shipped but in
anv. event, no peyment will be made earlier then ferty five
(43) ceaiencar days after receipt of the inveoice.

2. Tweniv c2nt EIxcess Freicght

‘2n invcice for the amcun%z, if any, representing the 20
percent excess freight as computed in accercance with -
Article V, C. of this MOU will be submitted by CCC to MARAD
after ths ‘en eac vear as socn as all USDA/CCC
progranm co e b ined andé paié by CCC.
Reimbursen suc £ any, will be cue forty five
(43) devys ece invoice. ’
C. Interest

T£ MiRAD fails to reimburse CCC within ten (10} days of
the cue cdates provided-in paragraphs A and 3 above, interest .
may be assessed on the amount due from MARAD starting on the

L

first dzy zfter the due date.. The interest rate assessed
shall be the same as the current interest rate charged CCC
by the Depariment of Treasury on CCC's borrowings from the
Department of Treasury. ’

-D. Invoice Procedure

CcCC invoices will be based on CCC accounting records
and monthly program data provided MARAD. CCC shall use Form
SF-1081 in invoicing MARAD. The invoice shall be addressed.
as follows: : -

’ Department of Transportation

Maritime Administration
Ooffice of Acccunting (MAR-330)
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Room 7318
"400 Seventh Street, S.W.
Washington, D.C. 20590

IX - Amendments:

This Memorandum of Understanding may be amended at any time
upon mutual agreement of the parties.

X - Termination Provisions

o
e
"
Ly
]
H

W

This Memorandum cf Understanding may be terminated
party upon thirty (30) days notice in writing, mut
agreement of the parties, or by cperation of law.

b
1a

pust

XI - Effective Date

Thig MOU is effective becinning with the C.P. vear ccmmenc-
ing 2pril 1, 1986, except as otherwise acreed to by the
parties:

Dt Ned-
Wilton Hectz . .
-

Executive Vice President
Commodity Creéit Corporation-

JL 1T 1887

Date:

Date: 7«7__/.4/\5:’7

Jay E".?ﬁorns =
Peputy Administrator
Agency for International Development

Date: 2L 20 1887



