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AUDIT REPORT 

ON THE 

AID OFFICE OF FOREIGN DISASTER ASSISTANCE (OFDA) GRANT 

TO CATHOLIC RELIEF SERVICES 

FOR CYCLONE IN SOUTH INDIA DURING 1979 

GRANT NO. AID/SOD-PDC-G-0246 

EXECUTIVE SUMMARY 

Introduction 

During May 1979, a cyclone followed by a tidal wave struck parts 9f Andhra 
Fradesh State in southern India and caused extensive damage to publie and 
private property. About 1.6 million people were affected by the cyclone 
and the loss to property was estimated at $12.8 million. AID granted 
$32Z, 375 to Catholic Relief Services (CRS), a U.S. private voluntary 
agency, for providing clothing and shelter materials to the disaster victims. 
The grant agreement was signed on June 21, 1979 to cover relief costs 
from May 25 to August 30, 1979. CRS implemented the grant project 
through a subgrantee, the Diocese of Nellore (DON). 

In addition to the cash grant, AID also approved the use of 213 MT of 
FL 480 Title II commodities valued at $51,431, including ocean freight, 
for emergency feeding of the victims. 

The principal objectives of this audit were to determine if the program was 
carried out in compliance with grant terms; and if the expenditures were 
properly supported and were for authorized purposes. 

Audit Conclusions 

Because of a serious lack of internal control and poor fiscal 
management practices, we were unable to determine if a 
substantial portion of the grant was properly expended or 
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effectively used for intended purposes. We identified 

$245,414 of those expenditures which were unallowable 

because of inadequate supporting documentation, question
able procurement sources and duplicative charges. We 
recomme.ided that OFDA obtain a refund from CRS L'or 

those expenditures found to be unacceptable. 
(See pp. 3 to 1Z.) 

OFDA grant agreements currently lack or do not effectively 
delineate several important requirements necessary for 
proper grant administration and control over the use of 

U.S.G. provided funds. Because of this, similar dis
crepancies in grant expenditures and implementation have 
occurred repeatedly in the past. We recommended that 
future emergency grant terms be appropriately expanded in 
several key areas. (See pp. 13 to 16.) 
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BACKGROUND
 

A cyclone, followed by a tidal wave 7 meters high, struck the coastal 
districts of Andhra Fradesh in Southern India on May 12, 1979. 

The tidal wave penetrated 10 kms. inland and caused extensive damage to 
public and private property. Accorciing to USAID/India's final disaster 
summary repoit, about 1.0, million people were affected by the cyclone 
and the loss to property was estimated at $1Z.8 million. Large numbers 
of electric and telegraph poles and crops in an area of about 102, 638 acres 
of land were destroyed. Thousands of houses were damaged or destroyed 

and damage to irrigation tanks and water wells was extensive. Tidal 

water and rain flooded the land and breached roads, rail tracks, tanks 
and bunds. The number of pcople killed was officially placed at 594. 

On May 18, 1979, the U.l. Anbassador made a detcrmination that a 
disaster existed. On June Z1, 1979, AID's Officu of Foreign Disaster 
Assistance (OFDA) authorized a cash grant of $322,871 to Catholic Relief 

Services (CRS) for providing clothing and housing naterials to the 
disaster victins. 'lhc effective period of the grant was from May Z5 to 
August 30, 1979. In addition, 213 metric tons of FL 480, 'litle II 
commodities valuld m51,-31,utilized by CRS and other voluntaryat were 
agencies for emergency feeding cif the cyclone victims. 

Our audit was made at USA1D/India's r-quest to dete rrilin if the 
prog ram was carried out in com11pliance with grant terms; and if the 

expcnditures were properly supportCd and wcre for authorized purposes. 
We also rc'vit-wed CRS r.cords relatt d to the I itle II commodities used 
for emergency ftc-ding during thc disast r period. 

Our audit was made during May to July 198,0 and included an examination 
of pertin nt r,.crd:,; and documnnts at USAID/India, CRS and the 
dioccs,' of Ntelnrc (DON) which i,.tplci'nted tih relief program foi 

CRS. We also mad, fi. Id visit.; to ,.l;e- ctvd village.s to determinc that 

grant-financed mat, rials ,ere distributeid to the cyclone victimis. Our 

audit was conductCd ill Z1CCcordatie v itlh gene rally acceptcd auditing 
standards and incIudcld diseuSiOns and ';UCh t, ts of r, cords as we 
considcrcd nec. ssary in ti ci rciim;tances. Our findings were revicwed 

with USAIL)D/ndia, ci and DON amd th- ir conmurios w,re conside red in 
finalizing this zp,r. 'he final draft (,f this riport wa.; complte-d in late 
5, plember 193fl but a x(ntiiv, ly d,lay,,d du, to delaysr,, port imssualc as 

in obtaining corlmints fro,, 01 i,A. (11 t)A conincnts were received on 
Febru;iry 9, 1)81 and ar. :eflt d il tilt rtport. 
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AUDIT FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

W have-Ve-'-able- to determine if the major share-of this OFDA Grant
of $322, 875 to CRS has been -properly expended or effectively used for 
the purposes intended. Overall, we found a serious lack of internal 
control and poor fiscal management practices at the subgrantee level 
to the degree that we could not satisfy ourselves that the expenditures 
claimed were valid. I1or example, all subgrant disbursements were 
made in cash or by bearer checks, $216, 174 of the expenditures were 

not adequately supported with vendor invoices, $16, 643 of grant purchases 
were claimed from one vender who could not be located, and $30, 150 of 

claimed purchases were also found to be duplicate charges against other 
grant funds. In addition, the accuracy of recipient lists maintained by 
project personnel is questionable in spite of the fact that we found no 
discrepancies during our limited village visits. 

Given the many discrepancies stated above, we have concluded that a 

total of $Z45, 414 of claimed grant expenditures are unacceptable and 
should not be funded from.U.S. Government resources unless some method 
of establishing the propriety of expenditures is found. In the recent past, 

we have reported similar problem areas in the administration of other 

emergency grr Is in India. Thus, it seems necessary that detailed 
documentation requirements of AID grant agreements, and standard 
provisions thereto, be expanded and clarified to provide more specific 
guidance to grant recipients. 

A. UTILIZATION OF GRANT RESOURCES 

CRS implemented this grant-funded relief prog-am through the Diocese 
of Nellore (DON)by sub-grantin3 $319, 141 to DON under an agreement 
executed with the diocese on June 27, 1979. From the remaining grant 

amount of $3, 134, they spent $?., 753 for their own administrative costs 

and refunded the unexpended balance of $1,481. In addition, they also 

refunded $85 of interest earnings they received on grant fund deposits. 

Except for $1, 754 of admi.nistrative expenses, DON records showed the 
grant funds were used for procurement of $90, 5413 of clothing and 
$??6,8,!4 of shelter materials. Thus, the expenditures claimed were 
for purposes authorized in the grant agreement but our review 



disclosed that contrary to Indian tax law and sound fiscal practices 

all the payments, including may large transactions, were made by 

cash .r bearer checks. In addition, we identified $2/5, '21'" of those 

expenditures that were unacceptable because supporting documentation 

was not adecuate, the pr:ocurement was made from irregular s-urces 

or was found to be char,,ed t) more than ,-ne grant. 

1. Improper Support -Expenditures totalling $216, I 7'r incurred 

for shelter materials and trucking charges were not supprted by regular 

vendor invoices. Rather, they were supp,.rted -only by DON's internal 

voucher f'orms which provided details of the pr-)curement, such as 

ouantity, vendor name, and paye'.s signature or thumb impressions. 

DON officials informed us that actual vend :r invoices cou!d not be 

obtained for shelter materials because most procurem lit was from 

small suppliers who do nA have printed invo)ices. They stated that 

large quantities were required to be purchased and distributed within 

a sho)rt period o)f three months and they were theref're Dr-)curing from 

wherever the materi.,'_ls were available. DON officials further explained 

that most :)f the ternp- rary shelters h-Ad to) be covered with palm leaves 

and grass whose supplier:" are not regular vend-ors. Because o)f this, 

DON me iotained that adec-uate iv- ices culd n-t be obtained. CRs ale. 

advised us that, durin, eme rgency situati.)ns, pr-curement )f needed 

relief materials throuxgh n rmal channcls f)ll win., the U.S. Gvernment's 

procurement practices is extremcly difficult. 

We recgni,, that the ,', are pr -blerns in pr )curin materials during 

emergency perinde:, e speci ily when they are procured fr.)m small 

vendo)rs,. i-owever, we found tlii4 shelter miterials c sting $59, ?),7 

were purchased at Nell ,re frorn :stoblished vendors who had printed 

bills but even then, DCN did n :t "ob[ii- proper rd cumentatio)n. W lhen 

questioned ab.)ut thie , D'ON officiAIs ,;vw us two un-cceptable reasons 

for n A ;btainin,, iinv i c fr ,n t.h'. suppliers 

NOTE All rapee co)nversi )ns ;,re hbsed on ti "'ve ra:,, rate of 
$1 r<5. 7. 952 ")3 
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(i) 	 The vendors were small and normally did not have 

such a large annual turnover as they had during the 
emergency. Thus, they did not want to show the 
increased sales in their books in order to avoidhaving 
to pay large amounts -of inco me tax. 

(ii) 	 The vendors were selling unauthorized items such as 

center and side poles which they had acquired "stealthily" 
from the forest. (Audit Note - Normally, these items 
are auctioned in public by the Indian Forestry Department 

and the vendors should have official receipts for the 
purchases. Such products should als. have official 
government markings which indicates they were 
le 2lly purchased but in this case the markings 

were not ther,. ) 

DON officials also claimed that if they had not accepted these materials 

without proper invoices, the project could not have been completed 

within the stipulated period. In our view, these explanations are un

acceptable. In addition t, the lack of adequate supporting documents, 

we question the use of U.S. Government funds for k.nowingly financing 

transactions involving illeg,, procurement and tax evasion. 

CRS has also Tjected to our disallowance of the abo.ve improperly 

supported expenditures-,. They feel that the expenditures should have 

been accepted becales.,cn similar expenditures were accepted in 
a previous audit and t,!caus( "the tradc,r community always takes 
advantage )f such cal:.mities when dkernands arc greater than the 

market availability and exploit th,- situations. They make their own 

terms for sah, knowing th:ft the,, buye r has to purchase them. The 

buyer thus has no option but to ag re, t,, !heir demnand. From an 

audit viewpoint, wc d(i n)t accept this rationale. None of Le expendi

tures were supported b~y vend,o c invo)ices, manjy (of therm were illegal, 

all of them were paid either iMi cr,.l or berr check.s cashabhl by 

anyone in India without idlntifi ccti,,n, and from OUr analysis of the 

disaster distriibution re, 0 rds we co uld nt satisfy ,urselve.s )f the 

overall effectiven(s s and accuracy ,f tht: clai ft'(d distribution of the 

disaster assistance. \urhthmro,do) not agree with CRS'sw,, 
claii that the abr)ve dlesicibed niarkel, sitnoatioii always exists in 

India at the time , f ;t disa:ter ;inc ew have f' ntnd where ;onic other 
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voluntary agencies have obtained adequate documentation. Nevertheless,
 
the reasoning provided above by both DON and CRS is not, in our view,
 
an acceptable basis to justify the expenditure of U.S. Government funds.
 
True,.an emergency existed but this grant was not implemented all
that fast and there does not appear to be any reason to accept self-prepared 
invoices that virtually support all cash procurement that the grantees 
themselves admit were either illegal purchases or improper cash transfers 
to avoid tax laws. 

OFDA Comments Re Improper Support, 

"As noted in the Audit Report, expenditures would be unacceptable 
"lunless snme method of establishing the propriety of expenditures is found." 
Absent the provisions suggested in Recommendation No. 2, and given the 
emergency situation that existed in southern India in May, 1979, "propriety 
for expenditure" would seem reasonable and proper for. 

(a) 	 Disbursements to those who do not qualify as "regular vendors" 
and who normally do not have or utilize printed invoices. This 
could presumably disqualify the regular vendor seeking to 
avoid taxeu such as those covered by the $59, 707 payment cited. 

(b) 	 Disbursements for sales of goods that might have been stolen, 
provided the seller had no reasonable basis for knowing the 
goods may have been stolen. 

These two qualifications seem reasonable and should provide a more 
equitable approach to the problem than a blanket rejection of all expendi
tures as recommended by the Audit Report." (Audit Note - The data in 
this report relating to "procurement of stolen goods" and "income tax 
avoidance" was presented by the sub-grantee therefore there is no question 
of whether they were aware of the situation. ) 

2. Irregular Vendor - Cloth procurement totalling $16, 643 was supported 
by cash memos from a vendor called Handloom Products who could not be 
located at the address shown. Our market inquiries (in the company of 
CRS representatives) revealed that no such supplier had ever existed at 
Nelloro. When questioned during the audit, DON officials informed us 
that this vendor was a dummy organization of another vendor called Punjab 
Handloom Industries (PHI) and that the cash memos were actually issued 
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by PHI under two different names. However, they could not explain 
why they obtained separate quotations from both Handloom Products 
and PHI and we were unable to contact the PHI proprietor because he 
was reported to be outof. town.-. 

In response to our Record of Audit Finding (RAF), DON furnished us 
a copy of a letter dated July 28, 1980 from PHI. The letter referred 
to our audit finding and stated that the firm of Handloom Products was 
owned by persons known to them and that their head-office was in 
Panipat, northern India. The letter further explained that Handloom 
Products was having an exhibition sale at Nollore in 1978-1979 in a 
next-door shop rented to them by PHI's request. Thereafter, the 
Handloom Products business decreased and their remaining stock was 
transferred to PHI who later amalgamated the two firms and now 
operates under one name only. Of the total $90, 543 of grant funds 
expended for cloth, $67, 440 or about 75 percent was for materials 
procured from Handloom Products and PHI. 

We find it difficult to accept PHI's explanation that Handloom Products 
did business only for a short while around the time of the cyclone, 
especially since no one in the area know of the firm. Moreover, 
subsequent to PHI's letter, we visited Panipat and were again unable 
to locate Handloom Products. Furthermore, of the $67, 440 paid to 
these two vendors, only one payment of $5, 796 to PHI was by a bearer 
check, all the other payments were in cash which is contrary to Indian 
tax law and sound business practice. In view of the questionable aspects 
surrounding this claimed procurement, we are disallowing the entire 
amount of $16, 643. In response to our draft report OFDA stated they 
take no exception to this disallowance. 

3. Duplicate Charges - Expenditures totalling $30, 150 incurred for 
cloth ($12, 597) and shelter materials ($17, 553*) were charged to the 
OFDA grant as well as against funds granted to DON by CARITAS/India
for thin disaster. The expenditures were supported by the same payment 
vouchers under both the grants and there has been no explanation of what 
use has boon made of the $30, 150 loft over In one or the other of the two 
separate grants. 

* These expenditures of $17, 553 were not adequately supported and were 
disallowed under improperly supported expenditures totalling $216, 174 
shown on page 3. 
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DON offiials acknowledged that they had initially charged certain 
purchases of clothing to both grants. But on a later date, by mutual 
agreement with CRS, it was decided to charge all the clothing materials 
to-the OFDA grant. The money,_thus saved from the CARITAS, grant__ 
was to be used for other relief measures, However, appropriate 
accounting entries were not made in the books to reflect the transfer 
of expenditures to the OFDA grant. CRS confirmed that they had 
agreed to accept the transfer as a charge against OFDA funds and 
they felt that it was clearly due to an oversight on the part of diocesan 
authorities that these costs were not removed from the CARITAS grant 
records. However, they could not explain why this did not show up as 
a $30, 150 difference in cash account reconciliations or what the money 
was actually used for. In November 1980 they advised us that the money 
was subsequently spent for relief purposes but they didn't state when 
this occurred or thv details of what was procured. 

Furthermore, the above explanation was not supported by the informa
tion available in the CARITAS/India grant records either. According to 
those records, DON received the CARITAS grant totalling Re. 900, 000 
($113, 179) during May and June 1979. The funds were almost fully 
expended for various items such as clothing, shelter materials, rice, 
a jeep, and loans for construction of permanent houses. The expendi
tures included the duplicate charges found by us and there was only a 
small balance of Re. 10. 03 ($1. 26) as of December 30, 1979 according to 
the grant records. Thus, there is again a question of what happened to 
the casht 

DON did not explain ai to what other expenditures, if any, were 
incurred from the money available after the transfor of costs between 
the two grants. Moreover, DON's response mentioned the transfer 
of clothing costs only, nothing was said regarding the shelter materials. 
Accordingly, we consider the duplicate expenditure of $30, 153 charged 
to the OFDA grant as unallowable. OFDA has agreed with us and has 
taken no exception to this disallowance. 

4. Distribution of Relief Commodities - According to CRS's final 
report, grant funds were used for the procurement and distribution of 
clothing and shelter materials as follows 



Item 	 Quantit Cost 

Clothing, 

Bed 	Sheets 22, 319 

Childrerl. Wears 25, 456 

Miscellaneous 	 888 $ 90, 543 

Shelter Materials 	 226,844 
$311. 387 

The 	CRS report stated that clothing was distributed to 20, 884 families 
in 342 villages and the nelter materials to 13, 560 families in 351 
villages. DON had village level distribution lists showing names, 
items supplied and the beneficiaries' signatures or thumb impressions. 
We visited 16 villages and the people contacted there acknowledged 
receipt of clothing and shelter materials from DON but there was no 
way for us to determine whether the commodities were obtained with 
OFDA or CARITAS funds. In addition, we also observed the following 
exceptions which made it difficult for us to conclude that the overall 
grant-funded relief program was effectively implomented 

(a) 	 According to the grant agreement and other related 
documents, clothing and shelter materials wore to be 
distributed to 12, 000 families based on need as determined 
by a survey. As stated above, the CRS final report showed 
that actual distribution wao to many more than the stipu
lated number. However, we found that DON had not 
correctly established the number of affected families or 
their needs, The consolidated survey report, supposedly 
prepared on the basis of surveys conducted by DON, 
showed that only 12, 671 families had been affected in 
173 villages. Of these, individual survey sheets were 
available for only 6, 660 families in 67 villages. In many 
of the village lists, we found that the number of families 



differed substantially from that shown in the cons lidated 
report. We alo3 found that documentation chowina require
ments for choltor mta.terials wan incomplote and 3vail:blo 
for only-a-few .die tribution c*ntere. .There werei wide. 
variations between the quantities required Pnd distributed 
--- distribution boing 3re,,tor than the roquirement at some 
centers and leon at othars. 

DON officials acknowloded that procuremont of ,rant 
materitls had not been mad. on the basic of predetermined 
need but in the buist of funds avaIlLbla. Ltor, parish 
priesto 2nd ithers accessed the famillio' needs in each 
village ond distributed the mrteriale accordiny. In the 
cace ;f clthing, they found that the ictual need per family 
wan much less than the stipulated Ro. 61 per family. 
Hence, the clothing purchased for 17, 1 J) ftmillo was 
actually distributed to ?3, 8 * hesofficials stated 
that other factors which increased the number of benefi
clarion were the presence of many more pe-ple at the 
time of dintributi-m and requesto by -ther ,riupn for 
distribution in their are*$. 

DON ifficiaTl further ctuted that atme r irvey pr.pors were 
not availablo bactuse nub-cantor pars;nnol hid taken thorn 
for use la distributinj the matoriels, and in come cases 
surveyors c,uld not visit certain areav because they wore 
unvpproach: ble. They felt the curvey culd not be called 
incomplete becuse )f this,. In regord to the v;rittions 
in fijurec, they said those wore die t0 some centers 
havin; served an etrea fr the sub-conters. 

The abive explinatinom tro n.t entirely satieuctory for 
several reacsns. Por exmpl, the sub-canters took 
away only individaul curvy aheeto, this djes not explzin 
the differences in or the incomploteneos *f the consolidated 
survey repirt. Morovor, DON's explanation regarding 
voriationa In fi uron wtc not supported by the available 
records.
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(b) 	According to available documentso all distributions of Zrant
funded Items were to be coordinated with the Government of 
Andhra Pradesh (OQAP) to avoid duplication. We found no 

--vidonc-ofhow the illinges -A-* re,-elected or-that-DON -had --

coordinated their relief efforts with the GOAP. In fact, DON 
did not oven respond to the GOAP's letter inquiring about 
the places. whore they would provide relief assistance. Instead, 
DON claimed the GOAP was verbally informed. 

(c) 	 Although distribition lists wore available, most of them did 
not have any dates to show when the materials ware distributed. 
We found only 7 of the 351 distribution lists for shelter materials 
had dates on them. In the case of clothing, dates wore shown 
on 137 out of the 342 distribution lists. However. 45 percent 
of the lists (whore dates wore given) showed that clothing 
distribution had been made on the last two days of the grant 
period although the bulk of the clothing had boon purchased 
during June 13, to July 4. 1979. In effect, distribution was 
significantly delayed and it seems somewhat questionable 
that this would qualify as emergency relief assistance. 

DON officials attributed the lack of dates to Lhe fact that 
there was no provi.ion therefore in the distribution lists. 
Tho further stated that there was advantage in dolaying 

the date of distribution, but did not elaborate as to what
 
this so-called advantge was.
 

(d) There woro differences in program accomplishment details 
shown in CRS's Initial completion report furnished in 
November 1979, and the revised one submitted in March 
198). Tho following summary indlcato the diffiren'es in 
overall totals, 

holtprm
Cl2othn 	 S. -.

No. No. No. No. 

Uiau Fanilis Villaaos Units 

Initiol IAport 388 21,732 324 12, 113 

Revised Report 34 Z,884 381 13,$60 
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Similarly, the initial report showed the distribution of 
18, 437 sets of girl's wear and 16, 496 sets of boy's wear. 
Against this, the revised report showed 10, 979 and 
11, 744 sets, respectively. Both the reports were submitted 

-itesome-time_-after-the-terminationof-the -grant,ehenee 
there should not have been any major differences. 

CRS explained that the initial report submitted in November 
1979 was based on the distribution lists available with DON 
at that time. Some lists were received later and necessi
tated the revision of figures. DON explained that differences 
occurred as some centers had not made any distinction 
between the OFDA and CARITAS grants while preparing 
the distribution lists. However, these explanations are 
again questionable because (according to both CRS and DON) 
all clothing costs were charged to the OFDA grant and there 
should have been no reason for any mix-up. In addition, 
the late receipt of some lists should have increased, not 
reduced, the initial figures. 

In answer to our draft report, OFDA has not taken exception 
to this report section on the distribution of relief commodi
ties. They stated, "The differences between the predicted 
needs and the actual distribution seems modest, given the 
obvious shortfall of hard data during the cyclone. Further, 
while agreeing with the Audit Report that these differences 
bar a determination of effective distribution of relief 
supplies, these differences do not make the case for 
determining the ineffective distribution for relief supplies. 
On balance, moreover, most of the relief supplies were 
distributed to the needy as was found by the auditors in 
their village visits. - . 

In conclusion, we did find evidence of distribution in the disaster areas 
during our field visits and in our review of the distribution lists but we 
strongly disagree with OFDA's above conclusion that "most of the 
relief supplies were distributed to the needy. " Because of the above 
observations, we were unable to determine the overall effectiveness 
and accuracy of the distributions claimed and we do not know what 
wai distributed or whether it was funded from the CARITAS grant or 



the OFDA grant. We made field visits to only 16 of the 34Z villages 
included in CRS's report and, considering the poor distribution records 
available, the lack of internal controls, and the poor fiscal management 
practices described throughout this report, we could not determine if 

either the expenditures or the distribution claimed were proper. 

Recommendation No. 1 

The Director, Office of Foreign Disaster Assistance, 
should obtain a refund from CRS in the amount of $245,414 
for those expenditures under Grant AID/SOD/PDC-G-0246 
found to be unacceptable for financing from U.S. 

Government provided resources. 
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B. GRA NT ADMINISTRATION AND DOCUMEN'IATION 
REQU IREMENTS 

A substantial portion of the costs claimed under this grant have been 
disallowed because of inadcquate supporting documentation, questionable 
sources, duplicative charges, procurement from vendors knowingly 

violating local laws, and an unreasonably large number of cash transactions 

which could not be verified. In effect, we have concluded the grant project 

was implemented without adequate control over the U.S. Government 

provided resources and without following acceptable business practices. 

More important, this is not an isolated situation but has been repeatedly 

reported by us in the last several months. 

In our opinion, responsibility for these rt-cui ring problems must be 
shared between AID and the grantee. Clearly, grantees must accept 
primary responsibility for any unacceptable practices employed during 
grant implementation but, grantee's should also be well advised of AID 

standards in ;:errns of regulations, practices and documentation require

ments. In our view, many of the problerns found with thc implementati-n 
of this, and other grants, relate directl to lack of effectively communicating 
AID requirements. In effect, we. sec a critical neea to expand AID guidelines 
included in grant agrecmen.s and the standard provisions incorporated 
thcrein. VvWe feel this is particularly inportant in the case of OFDA eniergency 
disaster assistance grants but it may also bt important in other grant areas 
as well. 

More specifically, we believ,., future OFDA grants should include improved 
guidelines in the following four are.as, 

Suppor.ing Documentation - Grant agrecenents should specifically require 

that all expenditur.:s b_ supported by invoices obiained from reputable 
business firms ,-xc,pi for ;'minor costs whetre g,,n._'ral business practices 

indicate invoic, s or rc,_ ip,.s are not readily available. i d.finition of 
Imrinor costs", including a lirnitation in to rrns of dollar amount, should 

be included. 'he agr, cnment shotild specifically provid, that procurment 

of illegal cot inodilies or procurem,:.nt that contravonus local law will not 
be accepted foi financing froi U.S.G. prnvide.d funds. We do not consider 
r ,quircrnents such as this to be burd. nsoi:,e or as a contribution to in
creased pap, rflow. In our view, i s a,;it, r and less vork for grant 
adniinistratoi s to obtain invoices from r,putabt, suppliers than pr, paring 
the ir own, sclf-issued, (ocunentation. Wt ai,. r con etntfnding betttr 

docun'entation, not increased pap-rwork flows. 

- 13 
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In the past we have found this problem area to be highly troublesome. 
For example:, in our Report No. 5-386-80-3, dated October 23, 1979, 
we recommended that OFDA clarify record-keeping and documentation 
requirements in future grants. In response, OFDA agreed that proper 
records and documentation are essential to keep fiscal management 

controlable, but state-,d that obtaining proper rcceipts is a problem when 
relief workers are operating under difficult conditions and small amounts 

of money are involved. OFDA concluded that the only solution is for the 

auditors to question even minor expenditurcs and request that OFDA make 
determinations in disputed cases. However, considering current circums

tances, we wish to emphasize the wide implications of this recurring 
problem. First, the problem of improper documentation is not only 
confined to small amounts of money but also includes transactions involving 
significant amounts. Second, such expenditures or purchases usually are 
not properly support-d because the vendors reportedly do not want the 
transactions reflected in their records for the purpose of evading income 
taxes. Third, they have usually involved payments in cash or by bearcr 
checks which, in the case of India, is contrary to tax laws.* Thus, such 
transactions arc illegal, contrary to sound business practices, and they 
nullify the application of normal fiscal controls and audit reviews, In sun-, 
we do not accept that U. S. Government grant funds should be used to 
finance such activities. 

Financial Records - Grant agretments should .;pxccifically provic- that 
adequate records be maintained in accordance with tht requirtinnrits of 
AID Handbook 13 and Circular A-110 of th.. Offic, of IManagcrmnunt and 
Budget (OMB). In particular, Section IL of AID Hiandbook 13 prcscrib,.cs 
standards for financial managL intnit .ystems of grant rccipicnts. Among 
other things, th,:,.s syst(-n. s ark, r(.quir,.d to provide, for- " Accounting 

* Indian tax law clc.arly prov id, s that p rocurl_,ent. in oxc. ss of R s., 500 

g,2nerally must b, paid by cilosscd chcl . 'I he cheel. Is th-in ruquir.d to 
actually be dcposiite-d to the sell.: r'I bankl accoutit.. 'lax authorities treat 
violations (cash or be..ai r ch ck:;) of th.u; provi,,ion:; a.; p(-rsonal income 
of the buy,r invlv,-d and :ix( .; ihc-I a.; ,uch. 'Yth, tax aulhoriti.::; also 

advised that th. s1p pro vi sipn :,lppy to funds gramn..I by fo i: gn donors.; 

and to all religious and chariilal, organizations, Ior thv. caL.; at point, 

we noted that clothing pmocurin, it fron,, grant fun:d',-; 'otldlid lUs. 7L-0, 000 

and 99 p,-r c.-ni" of ih ,ub-gmat ,, pay l n :,sfor th S;t cn-lr-ndit.ies were 

contrary to thie above rtigulntions . W,- did no- disallow ;ail such procur0

meni; butL just thos(, items that V. r,. al:io not .;upport.' iwith V- nlod r invoices. 
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records that are supported by documentation that at a minimum will 
identify, segregate, accumulate, and record all costs incurred under 
a grant or agreement and which fully disclose (1) the amount and dis
position by the recipient of ihe proceeds of such assistance, (Z) the total 
cost of the project or underLaking in connection with which such 
assistance is given or used, (3)the amount of that portion of the cost 
of the project or undertaking supplied by other sources, and (4)such 
other records as will facilitate an effective audit." 

Frequently, the recipients of OFDA grants get funds for the same 
disaster from other sources as well. Under the provision of handbmpk 
13 cited above, the grantees ari rt-quired to niake available for our 
audit all records showing the total sources and application of funds 
received for die project. We have found that grantees frequently keep 
separate records foi OFDA grants and arci r..luctant to allow us access 

to other r cords. '"hisimpairs audiL cffectivenuss inasmuch as we are 
precluded from revie!wing th ovrall expenciiturs to d,-terininc whether 
there is any duplication in attribution of costs to various funding sources, 
In the case of this grant to CRS, we were: abl to find such a duplication
because we also reviewed the other records. 

Internal Controls - Grant agrcecenis should require that adequat,
internal controls b,: maintaine:d to safeguard all grant provided resources. 
Specific provision should be included to rcquir,, grant expenditures to 
be made by check to thl.' de grk, posL;iblc. 

Grant Audits - Grant alre_.,.mvnt tcrn.s ,.laLing to grantee audit require 
ments should be clarified. "Ihisclause-, should indicate; whether audit 
costs are grant fundable and rquire diat any such audits rrkeet U.S. 
General Accounting Offic; standards as spt-cifiecd in OM!" Circular A-110. 

Our reviuv of thi.-; gran;',, provisions relating to grant,,( audits amply 
demonstrates:; the ntcd for the above clarification. Section C of 
Attachrmeni No. I to th,, grant a;,unement. requir(d CRS to submit, 
int r alia, a fiscal r, ro rt. and audit det ailing the .::%p, ndilur, of grant 

funds within 90 day., afitr conipl, tion of the grant. CtS sublmitted an 

audited fiscal rport wviihin th,: spe-cifi, d prihd. liowvt..r, CRS so 

sevi rely restrict d tit public accouniing firm':-" scop of work that the 

report was virtually us. L ss. Accordingly, we do not considc r the audit 

cost of $52.8 to he ap.)ropriat, usk of grat funds. 
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CRS contracted with a highly reputable, international public accounting 
firm to perform an audit of this grant but limited the scope of work to 
the following: (a) preparation of a receipt and payment statement in 
accordance with standard accouning practice; (b) verification and 
certification that all receipts of grant funds were supported by bank 

----advicco and the payments by~ vendors' bil andr re-cp*CkS 
further stated in the agreement that the firra was not required to check 
the propriety of expenditures and physical acquisition and distribution 
of goods purchased with grant funds (Emphasis added). In confirming the 
scope of work, the public accountants acknowledged this limitation and 
also stated their understanding that the statements were not required to 
"comply with Indian, U.S. or other laws, statutes, rules or regulations, 
as may be in force in any of the countries. " 

Thus, the audit's scope was unduly restricted and the resultant repmrt 
was nothing but a receipt and payment statement certified as to the 
existence of supporting documents. According to Section 4E of AID 
Handbook 13, the purpose of audit, either by the grantee or AID, is to 
determine that grant funds were expended in accordance with the grant's 
terms and conditions and that program performance and accomplishments 
were realized as intended. The CRS audit clearly did not meet this 
purpose and, therefore, the related expenditure of $528 cannot be 
considered proper. However, we have not disallowed the cost since it 
was incurred in pursuance of a grant requirement, and the grant did 
not incorporate the Handbook 13 provision regarding the audit's scope. 

OFDA has taken no exception to our findings and conclusions regarding 
grant administration and documentation requirements. They stated,
"We will move forward with the de:velopment of these provisions in 
consultations with GC and others. In this process, attention will be
 
focused 
on developing language that will accommodatL the requirements 
of sound financial management with the Congressional mandate that the 
Office of U.S. Foreign Disaster Assistance respond immediately and 
effectively in disaster situations." 

Recomrnendation No. Z 

The Director, Office of Foreign Disaster Assistance,
should expand future emnergency grant agreement terns 
to include specific clauses requiring grantee compliance
with documentation requirements, provision of records, 
control mechanisms and auditing standards as specified 
on pages 13 to 16 of this report. 
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