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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

Intreduction

During May 1979, a cyclone followed by a tidal wave struek parts of Andhra
Fradesh State in southern India and caused extensive damage te publie and
private property. About 1.6 million people were affected by the cyclene
and the loss to property was estimated at $12.8 million. AID granted
$322,375 to Catholic Relief Services (CRS), a U.S. private voluntary
agency, for providing clothing and shelter materials to the disaster viectims.
. 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 pregram 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



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.aded that OFDA obtain a refund from CRS for
those expenditures found to be unacceptable.

(See pp. 3 to 12,)

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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BACKGROUNLD

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 ¢xtensive damage to
public and private property. According to USAID/India's final disaster
summary report, about 1,6 million people were affected by the cyclone
and the loss to property was estimated at $12,8 million. Largc numbers
of electric and telepraph poles and crops in an area of about 102,638 acres
of land were destroyed. Thousands of houses were damaged or destreyed
and damage to irrigation tanks and water wells was extensive.  Tidal
water and rain flooded the land and brecached roads, rail tracks, tanks
and bunds. The number of people killed was officially placed at 594,

On May 18, 1979, the U,5, Ambassador made a determination that a
disaster existed. Cn June 21, 1979, AlID's Office of ¥Foreign Disaster
Assistancce (OFDA) authorized a cash grant of $322,87% to Catholie Rellef
Services (CRS) for providing clothing and heusing materials to the
disaster victirns., The effective period of the grant was from May ¢5 to
August 30, 1979, In addition, 213 metric tons of FL 480, Title IL
commoditics valued at 51,431, werce utilized by CRS and other voluntary
agencies for emergency feeding of the cyclone victims,

Our audit was madce at USAIZ/India's request to determine if the
program was carricd out in coinpliance with grant terms; and if the
expenditures were properly supported and were for authorized purposcs.
We also roviewed CRS records relatoed to the Title II commodities used
for emergency foeding during the disaster period,

Our audit was made during May to July 1980 and included an examination
of pertincnt records and documents at USAID/India, CRS and the

dioccse of Nellore (DON) which imapleniented the relief program fon

CKS. We also made fic kd visits to selected villages to determine that
grant-financed materials were distributed to the cyclone victims.  Our
audit was conducted in accardance with gencerally aceepted auditing
standards and included discussions and such tosts of rocords as we
considered necessary in the circumstances. Our f{indings were reviewed
with USAID/India, kS and DON and their commoents were considered in
finalizing this reporo. The final draft of this vreport was completed in late
September 1930 but report issuance was extensively delayed due to delays
in obtaining comments [roag, O LA, OF DA commients were received on
Febraavy 9, 1981 and ave reflected in the roport.






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 $7/5, 41« of those
expenditures that were unacceptable because supporting documentation
was not adeauate, the procurement was made from irregular sources
or was found t> be charsed to more than ane grant.

1. Improper Support -IExpenditures totalling $716, 17« incurred

for shelter matecrials and trucking chargaes were not supported by regular
vendor invoices. Rather, they were supported only by DON's internal
voucher frrms which provided details of the procurement, such as
ouantity, vendsr name, and piyec's signature or thumb impressions,

DON officials informed us that actual vend:r invoices could not be
obtained for shelter matcrials because most procurem :t was from
small supplicrs who do not have printed invoices. They stated that

large quantitics were required to be purchased and distributed within

a short periond of thrce months and they were theref:re procuring from
wherever the materizls were available.  DON officials further explained
that most »f the temparary shelters had to be covered with palm leaves
and grass whosc suppliers are not regular vendors. Because of this,
DCN mointained that adecuate invoices could nat be sbtained.  CRS also
advised uc that, during emergency situations, procurement of needed
relief materials through normatl channcls £511hwing the U.S, Government's

procurement practices 1s extremely difficult.

We recognize that theve are problems in procuriny materials during
emer jency periods, cspecizlly when they are procured from small
vendors. However, we found that shelter materials ¢osting $59, 127
were purchased at Nell:re from cstablished vendors who had printed
bills but even then, DCN did n:t »bi+in proper dycumentation.  VWhen
questinoned about thie, CON officials jeve us two un»ceeptable reasons

for not sbtaining invoices from the suppliers

NCTE 411 rupee conversions are based nn the averege rate of
$1  Rs.7,95273



(i) Thevendors 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 avoid having
to pay large amounts »f income tax.

(ii) The vendors were sclling 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 also have official
government markings which indicates they were
le mlly purchascd but in this casc the markings
were not there,)

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 to the lack of adequate suppofting documents,
we question the usce of U.S, Government funds for knowingly financing
transactions involving illegel procurement and tax cvasion.

CRS has also shjected to our disallowance of the above improperly
supported expenditures. They feel that the expenditures should have
been accepted becanse some similar expenditures were accepted in
a previous audit and beceuse "the trader community always takes
advantage of such calamitics when demands are greater than the
market availability and cxploit the situations. They make their own
terms for salc, knowing that the buyer has to purchase them, The
buyer thus has no option but to agree to their demand.,” From an
audit viewpoint, we do not accept this rationale. None of tue expendi-
tures were supported by vendor invoices, many of them were illegal,
all of them were paid cither in cash or bearer checks cashable by
anyonc in India without identification, and from our analysis of the
disaster distribution records we could not satisfy ourselves of the
overall effectivencss and accuracy of the claimed distribution of the
disaster assistance. Furthermore, we do not agree with CRS's
claim that the above described market situntion always exists in
India at the time of 2 disaster since we have found where some other
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the OFDA grant. We made field visits to only 16 of the 342 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. GRANT ADMINISTRATION AND DOCUMENTATION
REQUIKREMENTS

A substantial portion of the cosis clainied 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 follewing acceptable business practices.,
More important, this is not an isolaied situation bui has been repeaiedly
reported by us in the last sc¢veral months.

In our opinion, responsibility for these recurring 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 ierrns of rcgulations, practices and documentation require-
ments, In our vicw, many of the problems found with the implementation

of this, and other granis, relate directly io lack of effectively cominunicating
AID requirements, In effect, we sce a critical neea to expand AID guidelines
includcd in grant agrecments and the standard provisions incorporated
therein, We fecl this is particularly important in the case of CI'DA cmergency
disaster assisiance grants but it may also be important in other grant arcas
as well.

More specifically, we believe future OF DA grants should include impreved
guidelines in the following four arcas:

Supporiing Documentation - Grant agrcements should specifically require
that all expenditures by supported by inveoices obiained from reputable
business firms vxcopt for minor costs where goneral business practices

indicate invoic. s or recoipis are not readily available. A dofinition of
"minor costs', including a limitation in t. rms of dollar amount, should

be included. The agrcement should specifically provide that procurvement
of illegal commadilies or procurviment that contravenes local law will not
be accepted for financing frowtw C. 2, G, provided funds. We do not consider
requirements such as this (o be burdinsommie or as a contribution to in-
crcased paperflow. In our view, it is casier and less work for grant
administrator s o obtain invoices from roputable supplicrs than proeparing
their own, scllf-issuced, documentation., We are recommending botter
docunentation, noi increascd paperwork {lows,
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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 Gcetober 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 stated that obtaining proper rcceipts is a problem when
relief workers are operating undcr difficult condilions and small amounts
of money are involved. OFDA concluded that the only solution is for the
auditors to question ¢ven minor expenditures and request that OF DA 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
confincd to small amounts of moncy but also includes transactions involving
significant amounts. Seccond, such cxpenditures or purchases usually are
not properly supported because the vendors reportedly do not want the
transactions reflected in their rccords 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 busincss practices, and they
nullify the application of normal fiscal controls and audit reviews, In suni,
we do not accept that U.S. Government grant funds should be usced to
finance such activities.

Financial Kccords - Grant agreements should specifically provide that
adequate records be maintained in accordance with the requirements of
AID Handbook 13 and Circular A-110 of the Cffice of Managerment and
Budget (OMB). In particular, Scection IL of AID Ilandbook 13 prescribes
standards for financial managomont systems of grant recipicnts., Among
other things, thesce systems are requived to provide for: ' Accounting

* Indian tax law clcarly provid.s that procurement in exc.ss of Rs,2,500
generally must be paid by crossed check,  The check Is then required to
actually be deposited to the scller's bank accouat. Tax authorities treat
violatinns (cash or bearvar choecks) of thesce provisions as porsonal income
of the buyer invelved and taxo s them as such, The tax authoritics also
advised that th. sc¢ provisicns apply to funds granied by forcipgn donors

and io all rcligious and chartiablle orpanizations, Tor the ¢ase at point,
we noted that clothing procurciment from grant funds fotalled Rs, 729,000
and 99 per ceni of the sub-grant: ¢'s paymments for the se commaditics werce
contrary to the above rogulations, We did net disallow all such procurc-
ment bul just those items that wore also not supported with vendor 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 the procceds of such assistance, (2) the total
cost of the project or undertaking in conneciion with which such
assistance is given or used, (3) the amount of that portion of the cost

of the projuct or undertaking supplied by other sources, and (4) such
other records as will facilitate an effective audit, "

Frzquently, thce recipients of OFDA grants get funds for the same
disaster from other sources as well., Under the provision of Handbeek
13 cited above, the grantees are required to make available for our
audit all records showing the total sources and application of funds
received for the project. Wce have found that granteces frequently keep
separatc records for OFDA grants and arc riluctant to allow us acccess
te other records, ‘fhis impairs audil c¢ffectiveness inasmuch as we are
precluded from: reviewing the overall expenditurces to ditermine whether
there is any duplication in atiribution of costs to various funding smurces,
In the case of this grant to CRS, we werc able to find such a duplicatien
pecause we also reviewed the other records.,

Internal Controls - Grant agroemenis should require that adequate
internal controls b: maintained to safeguard all grant provided resourees,
Specific provision should be included to require grant expenditures to

be madce by check to the degred possible.

Grant Audits - Grant agreement terms 1clating to grantece audit require-
ments should be clarificd, This clause should indicate whether audit

costs arc grant fundable and roquire that any such audits meet U, 5.
General Accounting Office standards os specificd in OME Circular A-110,

Cur revicw of this grani's provisions relating to grantee audits amply
demonstrates the necd for the above clarification. Scction C of
Attachment No. 1 to the grant agroement required CRS to submit,

inter alia, a fiscal roport and audit detailing the expondiiure of grant
funds within 90 day., after corapli tion of the grant. CRSE submitted an
audited fiscal report within the specificd period. Howover, CRS so
sevirely resiricta d the public accounting firm's scope of work that the
report was virtually uscless, Accordingly, we do not consider the audit
cost of $L2¢ to he appropriat. usc of graot funds,
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