
REPORT 00 AUDET 

J:'~o .. 70 "' "! 

For the Period ~eoruary 29, 1968 to June 30, 1969 



l!JSA ID/E'l'IU:OPIA 

r~l!;!.r:l.a Erad:L cation Project No o Ei63 ..S 1 ~511 =006 

For the Period February 29, 1968 to June 30, 1969 

In accordance with Manual Order 791 o 1, an ini t:l.al audit vm.s 
made of AID Loan No. 66~1-Ii=Ol3. We considered, as approp:t•iate, the audit 
program of W~nual Order 794.1 to (a) verify compliance with applicable 
laws, Agency :r.~egulations, nnd terms of the loan agreement, and (b) identify 
and report on any procedure or problems which may adversely affect the 
orderly progress of loan implementation. The aud\it was performed during 
Vay, June and July, 1969. 

GENERAL COMMENTS 

Background Information 

Th~ l~agreeme!lt, between the Imperial Ethiopian Government (m:G) 
and the Uni t'-"d States Government acting through the Agency fo:r Interm~:. ional 
Development (AID) which was signed October 23, 1967, p~ovide:i fo~_e_i_gn 
currency assistance for Fiscal Years 196C and 1!:165 for suppor.·Cof the IEG 
Malaria Eradication Progran1 administered by the Malaria Eradication Service 
(MES). 

AID agreed to lend US$5 ,ISOO ,000 to :f:i.nance u.s. dollar and 
local cu1·rency costs for goods -·~iiC:i. -a~rviQes requi-red for the program. 
Theamount to finance eligible local costs was held to the equivalent of 

US~,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 years with interest 
of one percent per annum for ten years following the first disbursement 
and two and one-half percent per annum thereaftE!r. '!'hE> first payment of 
interest shall be due no later than six months ad:ter the first disbursement 
and the initial pe.yment of principal shall be due nine and one-half y~1U."s after 
the date on which the first inter·est payment is dueo 

SumiJlary of Major Finding~ 

~,_..-The requirement that at least 50% of the goods shipped from the 
U.S. be on U.So flag vessels vms not observed by the borrower. Pag®2o 

\...--The borrower's quarte:i:'ly shipping steLtemonts, submitted as of 
l\llarch 31, 1969, were not properly prepa1·ed. Pa,te 3., 



v(' 
Purchmse e..utho:dz~t:lons (PXO/Cs) did not contain all tile i~ui'anee 

proviB!ons or shipping concU. t:l.on!iJ stated in the lo&Ul ag:¥-~®®ment. Pag~'l 2 mrui 3., 

/ 
The audit f:hldings and s:ubs~.HlU®l!lt COii.'Ji."'(!l~Spond~nce with the UeSo 

Procur4l}ment Agent confirm®d that loan fmu!f'J were Ut'iH~' >.> 11ay f<n~ ocean 
transportation co11ttlll f<n• shipments. ooA~a.~i(!'.,d, by fm?eign :nag vessels=~ 
this being cont1•ary to the provisions of the :Ul'~lt loan implementation 
lettero Page 4 0 

/There e;,cisted the need to advise the borrowet .. of the AID ma.rld.llg 

:t•equirementa .at operating sites. Page 4., 

/ 
A :t~fwiew of the vehicle maix!tena.nce BU}lport plrovided to othe1• 

government entities without reimbttl'sement to thilil MES is l'®qui.red. Pages 5 & Go 

Follow-up on Prior Audits 

A Report of Survey was tssued on M~.rch 21, 1963 for the pe~:iod 

May 31, 1966 to February 28, 1960 1, and nairuy covered the activitv dU!'ing 

the fm.'lllula.tion stage and the per:l.od during which the borrower and AID 

w&re completing the conditions precedent requirements. 

FX~ID!NGS AliD RECO~~AT!ONS 

Loan Shipping Limitation 

Paragraph No. 6.03 (b) of the loan agreement requirtas that 

the borrower ship at least 50% of the gro!ll!ll tomtf\ge of goods procured in 

the United Sta. tes on U.S. flag ve1;sels (or airce;'l:tft). In ot.u• :s:eview of 

the shipment activity up to the EHld of the audit peli.•iod, the June 30, 

1969 shipping statement showed tha.t 2413 tons of the 36'15 tons shipped 

from the u.s. had been car:l'ied by foreign vessels. Although shipments 

were arranged by the Gane:t•al Services Administ:i::a tion, act:i.ng fox' the U.S. 
Public Health Service, the autho:re:l.zed agent, th®X'0 was no evidence at rvt~S 

that the 50% requirement was followed or tlmt the condition for waivel?: 
stated in the loan was observed. 

The procurement au.thoriz..£ttion (PIO/Ca) did not contain any 
reference to the 50% requirement stated in the loan agreement or related 

conditions. Instead the st-<1nda1'd AID ocean t:rfflnsportation clauaes we:v:e 

used wherein a SwntlW.ry e:u:tract of Public Law 664 wms stated. 'the AID 

clauses were not the aame as those of the loan agt•eem®nt. Sine® procuN

ment and related shipment actions by GSA are baoGd on thos® contain~d in 

the authorization, it is necessary that the ~pec.i:Uc loan condi tion.s 

regulating shipments be stated in the PIO/C'3. 

Based upon the audit f:h1dings action Wi:'UJ talt®n to (l) notify 

the authorized agent of the loan conditione, (2) acqui:!t•e a waivell.~ for the 

past fo1·eign carrier shipments, and (3) isaue uetw ehipping instJ~:uctiona 

based on th0 loan conditions. 



The quart<Jrly !llhipping st.atement io uae:d BG an 
to control and ohow IJ:!'otp.~estJ by the bo:t'J."OWOll.' in cmrtX>lYinr~ tvl th th® "50% 
L:~hipm~mt on U. Ves~ela" clau~e of the loan. 'l'ho liJt~tom~m.ta , 
autm tted by MES aa of Ma~:ch 31, 1969, We)Y._,e not pl'Op&X'ed accowtU.ng to the 
1notructions contained in S~ct:i.onll, B~ 1. Im};>l<amentat1on J.~otto~; I'lo. L 
1'1.1® errors and omiBf.lion~IJ W't:ii uot~d Wfli'C ~ 

(l) '!'he details of each bill of lading: otate, of 
CRA'go, t,1mt9,ge and C·osta, W(i)'A'O not fi',lways r;hown in 1·u~l't twoo 

(3) No notations were made on tlle statem~nt to show ~Act;lon.l3 
being tal~:en or conte:mplatod to meet the 11 50% ahi:£:.<ment on 
U.s. VfCUk;lels'' r4lquil•<t;~ment vJhen a l@ss than 50% situation 
plrevailed. 

(4) Statements were not tmbmi tted to AXD/W ·throUf$h the Mias:ton 
PJ:ogram Office. 

Rega:t.•ding No. (3) above, :MEs cUd not conside1· the notation 
requirement appl:i.ed because the u.S. v.geucy was boolting aJ.l ohipm(im.ts 
from the U.s. We we:~:•e t&nable to dotel'mine fror11 avaHable ~:ecoJ:ch:! that 
waive:t·s of the "50% shipment on u.s. vessels" clmwe of the lo~:u1 well."t~ 
issued as permitted unde:t: pa:t•ag·raph 6. 08(b) of th€ii loan agJ:.'eement. 

Pr:l.or to the completi.on o:f the at~di t x·eport, th,;cc;i General h'Jttnc~ 
i:lg~.n .. ·,iViES,submitted .t·evised Quarte:t•ly Sh:i.pping Statements fm; !i'Y 1969. 'l'h"'' 
revised statements were reviewed and tho ME:S was fll~dvioe~d of the minm: 
di~c1•epancies tlm t requh·ed co.R.·recti.ou. .BB!,sed 011 a query to A lD/W, the 
Mission was advtsed that the borroW<cH' was mccawed :t:~:om tho 50% ¥.'0f!U:b•GJment 
when the u.s. ar:t•anging shipm<ent :f.ully justified the 
of U.S~ vessels. 

Loan 

Loan p:t•ovisions requh·e i:rum.:t·auce coveJ~•age on from the 
U.S. to the point of use within the count:x"y of th<CJ borrower. Otu• check of 
the available insm:•auce policies 1·evealcd that thi!i1 vn:?.tJJ r1ot 
always followed. Sevel"tl.l policies on file showed that covor!1g(} wao pU1i:'ChSfJed 
o:nly fot• the transit time between S<9a r.('be authOl!.'iZ~ti.Oll!i.l 
(PIO/Cs) required cost/irun.u·ance/fr,eight COVIi:H:"EJ.ge to Ad.<UIJ Abab!). a:nd tl 

clause stating that no more tlmn 1% of the <~ommodlty coat would b3 vu:;ed 
for insurance coats. Neither the loan agli.'('H"ment no:t• the :implfjmeutation 
letters contained a limi tatim on the corJt of intnu:ance. On the oth0l' 
lw.ru:l, tho procurement autho:t•ization.a did not contain all the 
loan condi tiona on insu:t•ance such as the !l"aqui7t.•ements to ;purchaoe from a 
UoS~ company, and to p:t·ocure consistent: to sound conmtel•cial and 
1nsu1•e at full value. Policies weli.··e not available for all ahipm.autr; i:n 
the files o:f MES. '!~his f:htding doubt IMJ to wh0ther P.ll 
W\31'0 inOUl'ad ~ 



Dtu,ing th~ course of the audit, action was ta.l~:cn to l'('!Q.t!®st 

the mitJsi.ng policies and place the loan condj. t:i.on~Jl on inatu,a.nce cov®:t'ag@ 
in the genere,l condi tiona annex of the PIO/C' s. 

Uuo of Loan Proceeds~!or l'.~;t of Ocean T:t·an~p~~:ta!_ion ~oa}13 ~~ 
fo~ign C9..r:t,:f.ers 

Section IV.A,B, and C, Xmplem'iilntationL~;;ltt~~~: N'o. 1, statef3 that 
to the e:11:tent that U.s. :Uag ves:::;els are used to ~;hip eligible i terns, 
ocean fk'eight ia payable from the loan p:t•oceeds. The smnma1·y section on 
th® June 30, 1969 quarte1..·1y shipping 1·eport :l.nd:!.ca>ted that 65.7% of sl11pm%1lnts 
we:t•e made Okl other than U, s. bottoms, While we W<;i!'e unable to ve:~cify 
:h.•om the MES records that loa!l proceeds we~·e util:t::e.ed, the J.\1ES w::M;~ mlP,b10 
to establish that it had paid the freight costs :tncm·x·ed on shipmantrJ on 
foreign vessels from its own r.osoux·ces. We have .::oncluded, the1·efm.1 e, 
that loan fundB we1"e be:i.ng used to pay fo::r b:a.nspm.~tation eost~ m:1 :em:e:l.gn 
c.a!,l:.'iers. As:l.de from the arrangement whc.'n~eby the U.S. agent settles all 
costs for purchases and related sex·vices incl udin~; tJt'ansporta tion., the 
conclusion is also supported by the finding that the costs for foreign 
bills of lading were included on the Gene:t>al Service::;; Admtnistration e:~~port 
invoices. These invoices, which usually show all charges plus a 7% ~~H!!'ch~&'f51Sl, 

will eventually be used by the U.s. agent to bill AID/W wl>o settles the 
bills by charging loan funds. We also noted that certain foreign bj.lls of 
lading contained the statement "send bill to GSA :Finance Division, Washingto~;1, 
D. C." Copies of the final U, S, ag:ent bHlings w~n'e not avaUable at M.F.S 
or the Mission. The quarterly shipping statements issued as of June 30, 
1969 showe:! an amount of U.S.$396,5,78.00 as f;:eig,ht costs for foreign flag 
vessels. 

If any loan funds were pa.id to foreign ea.rr:iers, we believe tlmt 
this occurred because of a mtsundex·sttl.nding of th(~ loan condi tionG by !VIES 
and the improper use by the US..A.ID Mission of the standa:t"d AID ocean t:i:anB~ 

po:t·ta tion provisions. MES considered that the payment of all ocean tJt'ans= 
porta tion costs were allowable f:t>om loan p:coceed1:l, the requix·emonto of the 
Implementation Letter No. l notwi tlu;tanding e 

Based on our recornrr.enda tion that the borrower cla:t:i.fy :i. tfl posi tio:u 
on the use of loan funds for foreign shipping costs, the lYLES toolt action, 
prior to issuance of the audit report, to (1) follow the ImplemBntation 
Letter No. 1 clause which 1 imi ts the use o£ loa.n proceeds for payment of 
ocean transportation cop, ts, and (2) prepr'..re a request for· wai ve:t>, 21A:; dh.'®Ct®d 

by AID/W, to let stand the charges made in the past to the loan for foreign 
shipping costs. 

The loan provides financing for -::;ommodities and local coste oi 
ope:t•ations of the MES headquarters and field ope:K'atious. Section 6oll 
of the loan ag:~;·eement states "the borrowe1· slutll give publ:tcity to tho loan 
and the project as a program of tlw Un.:t ted States and • . • mfu.•lt goods 
financed undc:n.1 the loan as prescr:!.bed in the impl~::~menta.tion lette:t'i=J." 



Attachmtllnt D to Implementation Le·tter Noo 1 isstl!ed fox• this loan <mly 
oovers the marlting requirements fo:t• com.modities. This requh:ement was 
observed by the bo1•rowe1· as commodities ~:u1d MES vehicles ca:t•:t•ied the AID 
clasped hand emblemo 

In gene1•a.1, no AID ma:rdtint~ or notice of AID assis.tance was 
present at tb.@ MES headquarters o:t• t:ranspo:t'tatj.on division area in Addis 
Ababa. A Mission sign used to show AID participation on construction 
projects, placed on the prefab wa:t•ehou.se in the transpo:t·ta tion area, had 
fallen to the ground and was not visible. At sector and operating sites 
in the p:t.•ovinces the AID assistance waA<> generally identified by the 
application of emblems and signs. Neither the loan. agreement nor the 
implementation letters issued to date specifically covered marking at the 
p:t•oject sites. 

We believe that the AID f:inancing of local costs for this project 
type activity warrants the inclus:lon of marlting requi:rements for ope1•ating 
locations. In this instance we refer to Section 6.12 of the sample loan 
agreement, Attachment A, M.O. 126:~.1.1 and Attachment K of tlAe sE:unple 
implementation lette1·, page K-1, Annex A, M.O. 1263.1, which sta.te the 
requirements for marking project sites when an A!D loan finances dollar 
costs or dollar and local costs. Parag1•aph 11 b, Sub-section D, Section V, 
MoOo 1263.1 also cites the requir1ement for signs at project sites when 
AID is financing a physical proje.ct. 

Prior to issuance of this :t•eport, the M:i.ssion recommended in an 
airg:t.·am to AXD/W that the marlting requirements for project sites bP. 
included in the implementation letter for the first amendment of tll9 loano 

The Chief Malaria Advisor has raised the question with the General 
lVIanager of MES of having adequate signs placed at the project si tea prior 
to formal notice of the requirement through the Fh·st Amendment to the 
Loan Agreement and the Implementation Letter thet'eunder. Favorable action 
is anticipated in the near future. 

MES Transport Division Operations 

The Malaria Eradication Transport Division operates a central garage 
compound in Addis Ababa (Motor Pool) and a fleet of some 450 vehicles. 
This openttion includes a repair and maintenance shop, a spare parts 
warehouse, a gasoline pump av...d a mechanics/dl"i vor training area. '!'here 
are 50 employees assigned to the central garage compound in Addis Ababa 
consisting of 23 mechanics, 9 office worlte:r.s and HI warehousemen/store= 
keepera. These employees at•e paid by the MJ~S and MES is l'eimburse-d by 
USAID/Ethiopia under the loan agreement. The spare parts that zu.·e used 
in fh:ing the MES vehicles are also purchased and paid from AID loan fundsa 

During our discussions with the Chief Maltu.•ia Advisor, he indicated 
that the MES ceutral garage compound (Moto:a· Pool) :l.n Addis Ababa was also 
providing some raaintenance support to the Miniat:t•y of Health (MPH) and 
W{ICEF vehicles, and he estimated that some 20% of the MES tra1Wpo1•t. budget 
was used for the support of these vehicles. We were info:t•med that the 



We were told by the Chief of t:he MES TrantipOlrt J!)iviaion ·Umt th(:l 
normal procedure for repairing or maintaining an ~~~~ or ~iiCEF vehicle 
was for them (MPH/UtUCIW) to furnish t:lteb• ow11. parts but the MES csntx:-al 
garage compound would :fur1liah the :t.»equir(ad :facilitien Rl!J.d man~lOW®ll.'~ 
Although we found no ev:ld43nce that MEt:l loatt firm.ncet! op1lre pa1•ta we:ti."' 
u.Bed in repairing MPH OX<' 11Jl'liCIF v®ll.icl.es, the cho.nco of thi~ ll!t.tlp{nl:i.n{l 
is quite iligh. This 18 duo to the fac::t th~1; all pa~·tG 1.u:e lt:ept in 
one '\Jarehouse location with auppotliGdly riu::ltoJ fo:t~ the va;."'ious 
spare partsg although at too time of ClUJ!' vioit tb~re wa1a aome di;J;ficulty 
in id®ntifying what rfa.CJ{I3 belcmged to MIS, IViPH, and ID.1'Xc:EF" The Chief 
of the rdES Trans~ort Diviaion did otate, now~ver, th~t A~H and UNICEF 
\'!Je!"e not cha:;.~ged. :for l~bor or overhead. co!llts foir tllo t•opah' aud mr-t!nten3noo 
<'f tbeir vehicles, and as mentimted &bove, tho labor costB tu.·e l-.eimbult'Bed 
from lo&tlil funda by U'SAID/Etlliopia" 

ln orde1• feu.• MES properly to c:ontrol the labo:t.v ~ostP~ that &1"9 
as a basis fen." l'Oimbur"'eraent undeJr the' loon fundr;, w~1 bl:lU.eve that a liltudy 
should be madi:< to determin0 the e:~t:tent of tho auppol•i; tbat the 'l'l"flUBpOJ:'t 
DiVision is rend®A'iilS to MPII u.nd U!UCl!:F, an~ th!ll.t tldeJ~ fv .. ctol' (t.,ercentage) 
be applied against payroll vouchers p:dox- to m.tbndoa:l.on to AID 1o1: 1·<0= 
imbm ... s6inent. During the C'..ourse of this audit, a rov1.0i.'/ \'J'Ii\B initiated by 
MES to d.eternrtne the dolla1• value of tho BUP!>Ol"*t p:K•ovid4:Jd to MPH ~nd 
UNICEFo In o.ddition, we believe that l\1'88 'i*A•lu!Bp(J.X't J~ivJI.s:tou ohould e;;~:eE'cise 
greater cc::mt)."">l over the I!Jtorage of US:I\:ID loan finauc:~E>d Dp~u·o .i.n 
o1'der to minimize tbe possibility of their misuse. •rhi1ll can ba ac:c..,onplitllJCd 
by building a partition in the spare parta WBJfOhouso to the M.l!iS 
spare pa1•ts fl•on1 tlwGe owned by MPH an.d UNICEF. 

Reoom!'llalndatiou No. 1 
\/,__,/· 

It is recommended that the Chief r&J.la:K•ia Advisor and t' 
Office, a) det(u•mine the percentag<e of MBS Tran!llflOli't Di vL 
garage compound labor costs rendered in supp.n•t of fl.lllU and , 
vehicles and apply that percentage to payroll vouche1•a 
submission to AID for :t•aimbursomant mtdc:t• the loan, b) foe 
a partition in the t~pare pa1•ts warahouso in ordel&' to th~D 
MES, ~'!PH aud. UNIC'.!n.~ apare pal"ts, and c) detel"iili.ne if :r.·aimbursemeut 
for t:n.lppo:t't of MPH and utUC.h"li' vehicles l~ondo!·eri in the paat ia cle<am'sd 
neoosee.ry" 



As of Juna 30, 1989, loan disbtll!~s!ElmantfJ ~mount.ad to $2,164,415.,41 
o:.t which $1,930 ,98'1 .,2a :rr®p;oosented exp®!iuli tUll;'®S f•Oli' local eotrttile The 
firot semi~~niau~l intere~t 1nata11anant of $5,514o33, billc~ to th® X~G 
by IUD/W, waa paid on February 25, 1969., The :ti.rJSt I>aj;mont of pl'iucipal 
:t.o due on Augmllt 23, 19'18, 

Attachment 
Distribution of Aud:t t R0po1·t ~ l~xhibi.t "A" 
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