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SCOPE OF EXAMINATION

In accordence with Manual Order 791.1, an initial audit vas
made of AID Loan No. 663-H-013. We considered, as appropriate, the audit
program of Manual Ordexr 794.1 to (a) verify compliance with applicable
laws, Agency regulations, and texrms of the loan agreement, and (b) identify
and report on any procedure oxr problems which may adversely affect the
orderly progress of loam implementation., The audit was performed during
Moy, June and July, 1969,

GENERAL COMMENTS

Eacliground Information

The loan agreement, between the Imperial Ethiopian Government {(EG)
and the United States Government acting through the Agency for Interna’ ional
Development (AID) which was signed October 23, 1967, provided foreign
currency assistance for Fiscal Yearxrs 19260 and 1965 for guppoft of the IEG
Malaria Eradication Program administered by the Malaria Eradication Sexrvice
(MES) .

AID agreed to lend US¢5 800 ,000 to finance U.S. dollar and
local currency costs for gnods ‘and serv1ces required for the program.
The amount to finance eliglble local costs was held to the equivalent of

U83,2,600,000. The balance of $3,200,000 was allocated for the purchase of
goods and services of U.S, origin,

The loan is repayable in U.S. dollars within 40 yeaxrs with interest
of one percent per annum for ten years following the first disbursement
and two and one-half percent per annum thereafter, The first payment of
interest shall be due no later than six months after the first disbursement
and the initial peayment of principal shall be due nine and one-=half ysars after
the date on which the first interest payment is due,

Sumzary of Major Findings

“The requirement that at least 50% of the goods shipped from the
U.S. be on U.S, fleg vessels was not observed by the borrower., Page3,

UThe borrower's quarterly shipping statemonis, submitied as of
Mawrch 31, 1969, wexre not properly prepared, Page 3,
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Purchace authorizations (PI0/Cs) did not contsin all the ivsuranes
provisions or shipping conditions stated in the loan agreement, Pages 2 ard 3,

The audit findings and gubsequent correspondence with the U.8,
Procurenent Agent confirmed thet losn fumnds wers usen .0 pay for ocean
trangportation costs for shipments carried by forelga flag vesselg-—-
this being contrxary to the provigions of the first loan implemsntation
ietter., Page 4,

/There existed the need to advise the borrower of the AID marking
requirements .ot operating sites., Page 4,

A veview of the vehicle maintenance support provided to other
government entities without reimbursement to the MES is required. Pages 5 & 6,

Follow-up on Prioxr Audits

A Report of Suvrvey was issued on March 21, 1963 for the pexviocd
May 31, 1966 to February 28, 1963, and nainly covered the activity during
the formulation stage and the period during which the borrower and AID
were completing the conditions precedent requirements,

FINDINGS AKD RECOMMENDATIONS

Loan ShippingﬁLimitation

Paragraph No, 6.038 (b) of the loan agreement requires that
the borrower ship at least 50% of the gross tonnage of goods procured in
the United States on U.S. flag vessels (or sircraft). In our review of
the shipment activity up to the end of the audit period, the June 30,
1969 shipping statement showed that 2413 tons of the 3673 tons shipped
from the U.S. had been carried by foreign vessels., Although shipments
were arranged by the General Services Administration, acting for the U.S.
Public Health Service, the authorized agent, there was no evidence at MES
that the 50% requirement was followed or that the comdition for waiver
gtated in the loan was observed,

The procurement authorization (PIO/Cs) did not contain any
reference to the 50% requirement stated in the loan agreement ox related
conditions., Instead the standard AID ocean trangporiation clauses wore
used wherein & summary extract of Public Law 664 was stated. The AID
clauses were not the same as those of the loan agreement. Since procurs-
ment and related shipment actions by GSA are baged on those conteined in
the authorization, it is necessary that the specific loan conditions
regulating shipments be gtated in the PI0/C’'s,

Based upon the sudit findings action was takem to (1) notify
the authowrized agent of the loan conditions, (2) acquire a waiver for the
past foreign carrier shipments, and (3) issue new shipping ingtructions
baged on the leoan conditions.



Borrowor's Quarterly Shipping Statement

The quarterly shipping statement ig uged mainly ap an ingtrument
to contyrol and show progress by the borrower inm complyilung with the "50%
shipment on U.S. Vessels' claupe of the loan, Tho statements for FY 1969,
sutmitted by MES as of Maweh 3), 1969, were not propared accordine to tho
ingstructions comntained in ScctionXl, B. 1, of Implementation Lotisy No, 1.
The ervors and omissions we noted were:

(L) The details of each bill of leding: date, doscription of
csrgo, tonnege and costs, wore not always shown in pert two.

(2) Shipments made by other than water were shown on the stetement,

(3) No notetions were made on the statemeni to show actions
being taken or contemplated to meet the "50% shipment on
U.8. vegugls' reguirement whem & less than 50% situation
prevailed,

(4) Stetements were not submitted to AID/W through the Mission
Program Office,

Regarding No. (3) above, MES did not consider the notation
requirenent applied because the U,S8. agency was booking all shipments
from the U.S. We were unable to determine from available vecovds that
waivers of the "50% shipment on U.5, vessels' clause of the loan werse
igaued as permitted under paragraph 6,08(b) of the loan agreement.

Prioy to the completion of the audit weport, the General Mon-
agoy, MESsubmitted reviged Quarterly Shipping Statements for ¥V 1969, 'Ths
reviged statements were reviewed and thoe MES wes advised of the minox
digcrepancies that required corxrection. Based on a guery to AID/W, theo
Mission was advised that the borrower was excuped Lrom the 50% redquiromsnt
when the U,S. agent arrvanging shipment fully justified the non-availabiliiy
of U.S., vesasels,

Loan Ingurance Provisgions

Loan provigilons require insurence coverage on shipmontsg from the
U.8. to the point of ugse within the country of the borrower, Our check of
the available insurance policles revealed that this provision was not
always follovied, Several policies on file showed that coverage was purchzsed
only for the transit time between gea poris. The procurement authorizations
(P10/Cs) required cogt/insurance/freight coverage to Addis Ababa and @
clauge stating that no more than 1% of the commodity cost would be used
Tor insurance costs., Neither the loan agreement nor the implementation
letters contained a limitatic on the cost of insurance, On the other
hznd, the procurement authorizations did not contein all tho psrtinsat
loan conditions on insurance gsuch as the veguirements to purchase fvom o
U, 8., company, and to procure coungistent to sound commercisl practicss and
insure at full valus., Policles were not available for all shipmonits in
the fileg of MES., This finding left doubt as to whothor all shipunonts
were ingured,
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During the course of the audit, action was taken to request
the migsing policies and place the loan conditions on iNSUrance COVOLAEE
in the general conditions annex of the PIO/C's,

Use of Loan Proceeds for Payment of Ocean Trensporitation Costs on
Yoxoign Carriers

Section IV.A,B, and C, Implementatlion Letter No, 1, states that
to the extent that V.8, flag vessels are used to ship eligibls items,
ocean ireight 1s payable from the loan proceeds. The summary section on
the June 30, 1269 quarterliy shipping repoxi indicated that 65.7% of shipmsnis
were made on other than U,8, bottoms, While we were unable to veriiy
from the MES xecords that loan proceeds wexe utilized, the MIS was unable
to establiesh that it had paid the freight costs incurred on shipmanis on
foreign vessels from its own resocuxces. We have ¢oncluded, therefore,
that loan funds were baeing used to pay for transportation costs on foreign
caxriers. Aside from the arrvangement whereby the 1/.S. agent seitles all
costs for purchagses and related services including transportation, the
conclugion is also supported by the finding that the costs for foreign
bills of lading were included on the General Services Administration export
invoices., These invoices, which usually show all charges plus a 7% surchayge,
will eventually be used by the U.S., agent to bill AID/W who settles the
bills by charging loan funds, We also noted that certain foreign bills of
tading contained the statement 'semd bill to GSA Finance Division, Washington,
D. C." Copies of the final U.S. agent billings were not available at MES
or the Mission. The quarterly shipping statements issued as of June 30,
196S showed an amount of U,S.$396,578.00 ag freipght costs for foreign flag
vessels.,

If any loan funds were paid to foveign carviers, we believe that
this occurred because of a misunderstanding of the loan conditions by MES
and the improper use by the USAID Mission of the standard AID ocean trang-
portation provisions. MES considexed that the payment of all ccean trang-
portation costs were allowabie from loan proceeds, the requiremonts of the
Implementation Letter No. 1 notwithstanding.

Based on our recommendation that the borrower clarifiy 1ts position
on the use of loan funds for foreign shipping costs, the MES took action,
prior to issuance of the audit report, to (1) follow the Implementation
Letter No, 1 clause which limits the use of loan proceeds for payment of
ocean transportation cests, and (2) prepoare a request for waiver, as directed
by AID/W, to let gtand the charges made in the past to the loan for foreign
shipping costs.

AID Marking Requirement at Project Sites

The loan provides financing for commodiities amd local costs of
oparations of the MES headquarters and fieid operationg., Section 6.11
of the loan agreement states "the borrower shall pgive publicity %o the loan
and the project as a program of the United States apd . . . mark gopds
financed undexr the loan as prescribed in the implementation letters."
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Attachuent D to Implementation Lotter No, 1 issued fox this loan only
covers the marking redquirvements for commodities, This requirement was

observed by the borrvower us commodities and MES vehicles carried the AID
clagped hand emblem,

In general, no AID marking or unotice ¢f AID assistance was
present at the MES headquarters or trangportation division area in Addis
Ababa, A Mission sign used to show AID parxticipation on comnstruction
projects, placed on the prefab warehouse in the transportation area, had
fallen to the ground and was not visible, At sector and operating sites
in the provinces the AID assistance was generally identified by the
application of emblems and signs. Neithexr the loan agreement nor the

implementation letters issued to date specifically covered marking at the
project sites,

We bhelieve that the AID fimancing of local costs for this project
type activity warrants the incluslon of marking requirements forxr operating
locations. In this instance we refer to Section 6.12 of the sample loan
agreement, Attachment A, M.O. 1262,1.1 and Attachment K of the sample
implementation letter, page K-~1, Annex A, M.,0, 1263.1, which state the
requirements for marking project sites when an AID loan fimances dollarx
costs or dollar and local costs., Paragraph 11 b, Sub-section D, Section V,
M.0, 1263.1 also cites the requirement for signs at project sites when
AID is financing a physical project,

Prior to issuance of this wveport, the Mission recommended in an
airgram to AID/W that the marking requirements for project sites be
included in the implementation letter for the firgt amendment of the loan,

The Chief Malaria Advisor has raised the question with the General
Manager of MES of having adequate gigns placed at the project sites prior
to formal notice of the requirement through the First Amendment to the
Loan Agreement and the Implementation Letter thereunder, Favorable action
is anticipated in the near future,

MES Transport Division Operations

The Malaria Eradication Transport Divigsion operates o central garage
compound in Addis Ababa {(Motor Pool) and a fleet of some 450 vehicles,
This operation includes a repair and maintenance shop, & spars paris
warehouse, a gagoline pump aund a mechanics/driver training axven., There
are 50 employees assigned to the central garapge compound in Addig Ababa
congsisting of 23 mechanicg, 9 office workers and 18 warehougemen/store-
keepers. These employees are paid by the MES and MES is reimbursed by
USAID/Ethiopia under the loan agreement. The spare paxris that ave used
in fixing the MES vehicles are aiso purchased and paid from AID loan funds,

Duxring our discussions with the Chief Malaria Advigor, he indicated
that the MES central garage compound {(Motor Pool) in Addis Ababa was also
providing some maintenance suppori to the Minigiry of Health (MPH) sand
UNICEF vehicles, and he estimated that some 20% of the MES tramzport budget
was used for the support of these vehicles, We were informed that the



conbined £leet of the IPH and UNICEF is approximately 250 vebicles,

Ve ware told by the Chief of the MES Transport Division that tho
normal procedure for repairing oy maintaining an MPH or UNICEF vehicle
vas for them (MPH/UNICEF) to furmish their own parts but the MES cemtral
garags compound would furnioch the roguived faeilities snd M2DPOVER .
Although we found no evidence thet MES losn £imanced SpAFe pPerts were
uged in ropairing MPH or UNICEF vehicles, the chance of this happoning
is quite high. This is due to the fact that all spare parts are kept im
one warehouge location with supposedly separate racks for the various
spare parts, although at the time of our visit thore was somo disificuity
in identifying what racks belonged to MES, VPH, and UNICEF, The Chies
of the MES Tramsport Divigion did state, however, that 1PH and UNICEF
ware not charged for labor or overhead costs for tho ropeir and meintonsnce
of their vehicles, and as mentioned abiove, tho labor costs arse roimbursed
from loan funds by USAID/Ethiopia,

In oxder for MES properly to comivol the lakor costs that are used
as a basis for reimburgoneni under the loan fumnds, we bolieve that a atudy
should be mads io determine the extent of the support that the Tramsport
Division is rendering to MPH and UNICEFR, and that thie factor (povcentage)
be applied sgeinst payroll vouchers prior to submigsion to ATD For ro-
imbursemont., During the course of this audit, 2 roview was imitiated by
MBS to determine the dollar value of the support provided to MPH and
UNICEF, 1In eddition, we believe that MES Transport Division should exercise
greater control over the storage of USAID loan financed sparo paris in
oxder to minimize the possibility of thelr misupe. This can bo acconplisghed
by building a partition in the spare parts warchouse to popavete the MES
gpare parts from those owned by MPH and UNICEFR,

Reconmendation No, 1

-

v&t ig rocommended that the Chief Malaria Advisor and &
Office, a) deteormine the percentage of MBS Twvangsport Divi.
garage compound labor costs rondersd in support of MPH and .
vehicles and apply that percentage to payroll vouchexs prioi to
submission to AID for roimbursement under the leoan, b) arvange for
a partition in the spare parts warchouse in oxder to sogregate ths
MES, MPH aund UNICEF gpare ports, and ¢) deteraming 1f veimbursomsmnt
for support of MPH and UNICEF vehicles rondersd in the past is deomsd
NeCeBsAry.




Expondl tures and Ropaymont Status

Ap of Jume 30, 1989, luan disbursensnts emounted to $3,164,415,41
of which $1,030,987,.22 ropresented oxponditures for loeal costs, Tho
first semi-sunual interest ingtallmont of $5,514.33, billed to the IEG

by AID/V, vies paid on Pebruary 25, 1969, The first payment of principal
ig duo on August 23, 1978,

Attachuent
Digtribution of Audit Report - Hxhibit "A"
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