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AUDIT OF LOCAL SUPPORT COSTS OF THE
AGRICULTIRAL DEVELOPMENT SUPPORT
PROGRAM OF YEMEN PROJECT NO. 279-0052

AUDIT REPORT NO. 3-279-89-09
January 31, 1989



UNITED STATES OF AMERICA

AGENCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL INSPECTOR GENERAL/AUDIT

UNITED STATES POSTAL ADDRESS ' INTERNATIONAL POSTAL ADDRESS
AP Oangzgge 75 POST OFFICE BOX 30261
¥ NAIROBI, KENYA

January 31, 1989

MEMORANDUM FOR DIRECTOR, USAID/Yemen, Kennith z. Sherﬁen !

#ROM: Richard C. Thabet, RIG/A/Nairobi

SUBJECT: Audit of Local Support Costs of the Agricultural
Develooment Support Program of Yemen,
Project No. 279-0052

The office of the Regional TInsvector General for Audit/Nairobi
nas «completed its audit of local support costs of the
Agriculzural nevelopment Support Program of Yemen, Project No.
279-0052, Tive copies of the audit report are enclosed for
your action,

The draft audit report was submitted to you for comment and
your comments are attached to the report, The report contains
two recommendations. The recommendations are unresolved.
Please advise me within 30 days of any further information you
might want us to consider on Recommendation Nos. 1 and 2.

I appreciate the cooperation and courtesy extended to my staff
during the audit.

Background

The goal of the Agricultural Development Support Program was to
increase income and improve quality of 1life for rural
inhabitants by assisting the Yemen Arab Republic Government to
modernize and revitalize its agricultural sector. This was to
pe achieved through increased agricultural production, natural
resource ccnservation, maintenance of ecological balances,
increased farm income, and improved performance of the host
government in planning and implementing its agricultural
programs.

The project dgrant agreement was signed on June 14, 1979. It
was originally scheduled to terminate on September 30, 1980,
but sub-projects were extended to dates ranging from 1987 to
1996, At September 30, 1987 the total planned A.I.D. funding
was $135.2 million. Of the $69.9 million obligated at that
time, disbursements totalled about $64.8 million.
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The Consortium for International Development, Yemen (CID/Yemen)
was the 1implementing agency of the program which had five
sub-projects., The contract, dated July 10, 1980 was originally
scheduled to terminate on July 10, 1985, but was later extended
through 1996 1in 1line with extensions to the project grant

agreement.,

Audit Objectives and Scope

The Regional 1Inspector General for Audit/Nairobi made a
financial and compliance audit of selected aspects of the
project's local support costs, The specific audit objectives
Wwere rto decermine whether costs claimed by CID/Yemen were
reasonable, allocable, allowable and in accordance with
contract oprovisions and whether internal control procedures
over project funds were effectcive.

To accomplisn th2 audit objectives, the audit staff reviewed a
prior audin report, rhe project contract, the project grant
ajreement  and  r2laced correspondence and financial records.
Also, responsible JSAID/Yemen, CID/Yemen and host government
officials were incerviewed. The audit was conducted in Sana'a
Yyemen and included visits to al-Irra, al-Jarouba, Bir E1
Qhusain and other institutions in vemen between August 1987 and
February 1988.

The audit covered the equivalent of $15.7 million in local
currency and $1.5 million in U.S. dollars which made up the

$17.2 million in total local support costs incurred from July
1, 198z through September 30, 1987 (See exhibits 1 and 2). A
prior audit by the Regional Inspector General for Audit/Karachi
covered expenditures from inception through June 30, 1982. The
review of internal controls was limited to the issues presented
in this report. The audit was made 1in accordance with
generally accepted government auditing standards.

Results of Audit

Most of the $17.2 million of costs claimed for reimbursement
were reasonable, allocable, allowable and in accordance with
contract provisions. However, CID/Yemen did not comply with
specific contract provisions which resulted in certain
disallowed and questioned costs. Further, weaknesses existed
in certain internal control procedures.

The audit identified problems in the following areas:
al-Jarouba construction program, residential leasing, office
space rent, orocurement of goods and services, salaries and
travel expenses. Additionally, the contractor's system of
internal control neceded improvement.



Tie report recommends that USAID/Yemen, in conjunction with the
contracting officer, disallow and recover costs totalling
$71,568 and determine the allowability of $16,727 in questioned
costs. The report also recommends specific actions to correct
identified weaknesses in internal control procedures to ensure
consistency with A.I.D. regulations.

Certain Costs Claimed by the Consortium for International
Development/Yemen should be Either Disallowed or Questioned -
The contract between A.1.D. and CID/Yemen set forth the nature
of expenditures, and limits allowable when claimed. However,
certain costs claimed by the contracter did not conform with
the provisions of the contract, This occurred because of
i.eaknesses in internal controls and non-~-conformity with
established requlations. As a result, costs claimed by the
contractor amounting to the equivalent of $7l,568 should be
disallowed and others totalling $16,727 should be set aside
(questioned) for the contracting officer's determination for
allowability as follows:

CATEGORY DISALLOWED  QUESTIONED

$ $

1. Other Direct Costs & Other
Costs - al-Jarouba Construction

Program 43,986 -
2. Operations - residential leasing 15,839 -
3. Operations - office space rent - 8,853
4, Operations - procurement of

goods and services - 7,874
5. Salaries 7,000 -
6. Travel & Per Diem 4,743 -

Total $71,568 §16,727

Al-Jarouba construction program - The al-Jarouba Construction

Program contract between the Ministry of Agriculture and
Fisheries and Electroline Limited required that Electroline
execute and complete construction in accordance with contract
specifications. Furrher, the contract between the Ministry of
Agriculture and Tnter.onsult required the project engineer to
monitor and supervise the «construction work, make final
inspections with recommendations and issue a certificate of



completion accepting the finished project. Specifically, the
contract stated that "one-half of the retention money shall
become due and will be paid to the contractor when the engineer
shall issve a certificate of completion in respect of the
works. The second one-half will become due and payable at the
end of the Guarantee period,"

Nevertheless, the construction work at al-Jarouba was not
conducted in accordance with the contract provisions.
According to an August 1984 UShID/Yemen trip report, a November
25, 1984 station manager's monthly report and a 1987 CID/Yemen
report, the construction was incomplete, defective and
abandoned by the concractor. Further, the supervisory
engineer's cartificate of completion of the project dated
December 30, 1984 was rejected by USAID/Yemen for being
incompi=te and deficient.

In spire of these deficiencies, the audit disclosed that
CID/Y2men n3l1 cthe following costs in local currency either
Wwizheds soosrvil, prematdrely or unnecessarily (See Exhibit 3
£or decalls):

Rerennian and contract funds vaid prematurely - $25,205

R2contracting o do incomplete and defective

WOrX - 2,242
Jnnecessary repairs to air Condicioners and

replacement of compressors - 2,852
Jnauthorized design changes - 4,692
EXcessive importation costs - 8,995

Total $43,986

This situation occurred because CID/Yemen did not have an
adequate and effective monitoring capability. Further,
relevant provisions of the contract were not enforced. For
example, CID/Yemen did not have formal procedures (based on
A.I.D. Handbook 11, Chapter 2 covering host country contracts)
defining responsibilities for proper construction monitoring
and payment approvals, Further, CID/Yemen did not maintain
essential contract records to facilitate proper monitoring and
payment approvals in accordance with the terms and conditions
of the contracets.

Tn concliasion, the Director, USAID/Yemen, in conjunction with
the contracting officer, should disallow and recover $43,936 in
payments and require CID/Yemen to establish proper construction
monitoring oprocedures.

Residential leasing - Several problems wera noted in
CID/Yemen's residential leasing operations, Some lease
provisions were Inadequate and valid lease terms were not



followed. Auditors reviewed records on residential leasing
involving six of the eight houses rented since January 1985 and
noted the following problems which resulted 1in unnecessary

costs (see Exhibit 4 for details):

-- Handbook 23 Chapter 5, stated that leases should preferably
provide for monthly or quarterly payments, However, due to
inadequate lease provisions, advance rent was paid for 12
months ending February 1, 1987 on house No. 7. As a result of
local currency devaluation relative to the U.S. dollar,
CID/Yemen incurred unnecessary losses of YR 13,340 ($1,647).

- A,T.D. Handbook 23 <Chapter 5 stated that leases shall
provide an itemizacion of iai=zial renovations, airaracions and
installation to bpe orovided by the lessor as conditions of
nccupancy., doweyer, ovoorlv worded lease terms r2sulted iIn
CID/Yemen unnecessarily payina YR 63,500 ($6,263) in rennvation
costs for house MNo.7 which were lacer billed to A.T.D.

-- Afr2r she 12332 on house Mo, 1 expired, CrID/vemen incurcred
rasroracion ¢costs which exc=2eded a3 lease restcoricionn limication
provision ov vR13,9011 ($2,224)

-- Alrhouah the lease for house NOo. 1 restcricrced advance rent
£> 6 monchs, the contractor pald 13 months rent in advance for
the period ending June 1987. Consequently, the contractor lost
YR19,013 ($2,348) in savings due to the local «currency

devaluation _n relation to the dollar.

—-- The Yemen French Decoration Company was paid YR27,200
($3,357) in January 1986 as an advance for delivery and
installation of a kitchen cabinet to renovate house No.6.
However, records disclosed that the contractor left the country
before delivery and installation of the cabinet.

The cause of these problems was that CID/Yemen did not (1)
enforce specific lease provisions and (2) did not use A.I.D.
Handbook 23 as a gquide to administer its residential leasing
operations. As a result, a total of $15,839 (YR141,069) in
local currency should be disallowed.

Office space rent - Handbook 23, Chapter 5 stated that leases
whose basic terms exceeded one year should 1include a clause
which would provide a wunilateral right for the lessee to
terminate the lease at any time after the first year, for any
reason, with written notice to the lessor, The lack of such a
clause in CID/Yemen's office space lease resulted in
unnecessary coscs,

When i=s staff 1increased in 1985, CID/Yemen renced an office
annex for YR20,000 ($1,771) per month, An addendum to the



lease for CID/Yemen's main office space was drawn effective
from September 1, 1985 through October 1, 1989. In October
1986, CID/Yemen terminated the lease addendum because
additional office space was no longer needed. Due to the lack
of a lease escape clause, CID/Yemen paid a penalty of YR1G0,000
($8,853) which represented 5 months rent (see Exhibit 5).

This occurred because CID/Yemen's management personnel did not
follow A.I.D. regulations on leasing,. USAID/Yemen should
question $8,853 in claimed costs and require CID/Yemen to
establish adequate leasing procedures.

Procurement of goods and services - Contract provisions
required supporting documentation and certifications that costs
claimed by the conctractor are proper and due. However, the
audic scaff reviewed payment records and noted that billings
from Red Sea packing company for payments totalling YR 35,742
($5,745) were not supporced by required approved time sheets,
vehicle daily travel records, ocean bill of lading or container
invoices, Furcher, audicors reviewed payment records and noced
that Hyco Trading Company was paid YR19,000 ($2,128) for
exoedizing  services wichout supporting documentation (see
Tkhinic 7). Consequently, USAID/Yemen should question $7,874
in claimed coscs.

Salaries Budgec - The contract agreement required cthat the
estimaced costs set forth in the budget schedule were not to be
exceeded without approval. Specifically, the «core budget

established cthree ©positions for expeditors not to exceed
$37,000 in salaries and wages in fiscal year 1987.

The audit noted, however, that budget limitations were exceeded
without approval. Alchough the three positions for expeditors
were occupied, CID/Yemen hired a Ministry of Agriculture and
Fisheries employee without approval. This person was hired as
an expeditor from September 1, 1986 to September 30, 1987 on a
part-time hasis. The additional expeditor's wages exceeded the
budget by YR83,468 ($7,000). (See Exhibit 7).

USAID/Yemen did not approve hiring the employee. Further,
CID/Yemen did not submit any Jjustification of cthe need for
additional expedicting services. As a resulc, USAID/Yemen
should disallow $7,000 in claimed cost and require CID/Yemen to
estanlish oprocedures for obtaining Mission approval for
increases in budgeced salary costs.

Travel expenses - The general provisions of the contract
required cthat prior written approval by USAID/Yemen be obtained
Enr incernaciocnal ctravel at least three weeks before travel is
planned to commence,




Nevertheless, examination of records disclosed that one Oregon
State University employee on tour in Yemen went on unauthorized
rest and recuperation leave but was reimbursed for round trip
travel expenses. The employee and his family went on leave and
returned to Yemen on Augqust 1, 1986 hoping that the host
government would extend his contract (which expired on August
21, 1986). Ten days later, the Ministry of Agriculture and
Fisheries rejected the employee's contract extension request.

This unnecessary travel expense was 1incurred because prior
approval for travel was not obtained from USAID/Yemen.
USaIdD/Yemen should (1) disallow travel expenses of YR42,685
($4,743) representing the unauchorized cosc of the employee and
his family ctraveling to cthe U.S. and recurning to Yemen (see
Exhibic 8).

Recommendacion o, 1

ommend chat rhe Diracror, USAID/Yemen 1in conjuncrion wich

We rac

rhe conzracting officer review coscs claimed by Consorcium for
ITntarnacional Development as reflecrted on Exhibicts 1 and 2 and
take appropria.e accion to:

a. disallow and recover $71,568; and

b. determine che allowability of questioned costs amounting
to $16,727.

Recommendation No. 2

We recommend that the Director, USAID/Yemen require Consortium
for 1International Developmenrt to establish and implement
adequate effective internal control procedures consistent with
A.I.D. regulations to cover monitoring of £future construction
programs, residential leasing operations, rental of office
space, procurement of goods and services, salaries and travel
expenses,

The Mission concurred with the report €findings and suggested
specific wording changes, which we made, to correct certain
inconsistencies and factual inaccuracies. The Mission also
transmitced CID/Yemen's comments on the draft report which are
attached to cthis reporec. Highlights of CID/Yemen's comments
follow.

Regarding the al-Jarouba construcrcion project, CID/Yemen stated
that a cercificace of complerion authorized CID to pay the
contracror and provided evidence cthat the contractor did not
abandon the projecc. Ffurcther, CID/Yemen stated that air
conditioner repairs were necessizated by adverse environmental
conditions ractner than by faulty equipment or improper



installation by the contractor. They said that housing design
changes were made to meet acceptable standards for expatriate
staff and that importation costs of building materials were not
part of the contract and therefore did not represent payments
in excess of the contract price.

In terms of residential and office leasing costs findings,
CID/Yemen did not believe they were bound by A.I.D. Handbook 23
provisions and that USAID/Yemen actually caused some of these
costs due to various personnel decisions. They further staced
that procurement of goods and services costs should not be
questioned even though they had no supporting documentation.

CIid/Yemen contended cthat rthe salary budget excess should be
delerted from cthe report or reclassified as "questioned cosc"
pecause it was not oreviously communicaced to them as a
finding. *inally, cthey believed +the unauthorized R&P ctravel
costs should be allowed Dbecause USAID/Yemen approved the
empiovee's exrension even though cthe host government refused
LT, Based on che above comments, CID/Yemen believed chat
virzually all coscs recommended for disallowance or questioned
should ke aliowed,

RIG/A/M's  posicion remains unchanged, Since USAID, Temen
concurred with the reporc findings in the memo used to transmit
to us <CID/Yemen's comments, we question whecher the Mission
agreed cthat some of the excessive costs were the result of
Mission decisions,

Furcher, the certificate of completion identified by CID/Yemen
was rejected by USAID/Yemen. Also USAID/Yemen inspection
reports showed Electroline Limited's work had not been
completed, and the auditor could obtain no evidence that the
work was subsequently finished. CID/Yemen provided no evidence
which supported unusual adverse environmental conditions
leading to air ~concitioner failures or which authorized
unplanned and unbudgeted expenditures for construction,
importation costs, or improvements for housing.

Jnless che audicee can document specific USAID exemptions from
the requirements fcr residential and office space rentals,
RIG/A/N rejects CID/Yemen's arguments that the uniform
State/AID/USIA regulations oresented in Handbook 23 does noc
apply. We acknowledge thac the language in Handbook 23 alone
is not binding in cterms of discouraging advance rent payments,
However these Handbook provisions, coupled with the fact that
housing was available at the Hadda apartment complex, provides
the foundacion for our recommendation to disallow at least partc
of the rental payments.



We did not agree with CID/Yemen's request that the salary
budget excess be deleted or reclassified as "questioned costs."
The draft report put CID/Yemen on notice in a timely manner
that they must provide documentation to the contracting officer
to support these costs.

CID/Yemen's assertion that USAID/Yemen approved the employee's
excension (which was later reversed) did not Jjustify cthe
disallowed travel expenses, The contract clearly required
prior travel approval by USAID/Yemen which was not obtained.

Other Pertinent Matters - The audit also identified the
following areas needing improvement: ctravel, administration of
University of Sana'a's expenses, billings and collection
procedures for personal charges, the property management
system, Deccy cash syscem act Ibb Secondary Sch.ol, chart of
accouncs, and proaibicions of claiming costs resultcing from
contraccor 7iolations.,

®irsc, 4dens ract orovisions required that orior approval
be obrained for incernazional cravel and cthat travel expenses

. y documencacion. However, records examined
disclosed rhact funds were used to finance personal, improper
and unauthorized rravel <coscs. For example, employees were
granced funds amounting to the equivalentc of $6,254 to finance
personal and relatives' cravel, These costs were repaid by
the employees interest free four to eight months later. As a
resulc, travel costs were abused and misused cto finance
personal activities, USAID/Yemen should require CID/Yemen to
establish policies and procedures to ensure effective controls
for travel expenses.,

Second, general contract provisions required that costs claimed
be supporced and certified as proper and due. Nevertheless,
CID/Yemen's accounts receivable was used to facilitate
financing expenses payable by anocher entity -- the University
of Sana'a. For example, CID/Yemen would advance project funds
to make payments on behalf of the University, record these
cOosts as accounts receivable, and off-set these receivables act
a later date from rental billings on houses leased from the
University. Consequently, CID/Yemen's financial statements did
noct present a fair view of accounts receivable. Also, funds
from accouncs receivable equivalentc to about YR121,800
($12,180) were used to finance uncleared in-country travel
expenses. JSAID/Yemen should instruct CID/Yemen to discontinue
this practice and require the University of Sana'a to establish
1 system to manage and finance its program expenses from rental
income,



Third, auditors reviewed billings and collection procedures
used by CID/Yemen from January 1985 through June 1986 and noted
that billings for employees' personal charges involving
telephone calls and home to office transportation were either
improper, lacked supporting documentation or had many errors.
For example, we noted examples of reducing employee telephone
bills by reclassifying personal calls from personal to official
with no supporting documentation. Furcher, CID/Yemen charged
its employees gzo per month Eor home to office cransportation
compared to 25 which USAID <charges to 1its expatriate
employees. As a result, personal charges were prone to abuse
and wasrce. CID/7Yemen should establish written procedures for
pilling and collecting personal charges.

Fourth, general contract orovisions required maintenance of a
proverty management system to control, preserve, maintain and
conducrt an annual inventory reconciled to appropriate records.
A limized c¢aview of rthe oronperty sysctem disclosed numerous

prodlems iacidading lack of iaventcory records, control,
reconciliazion, poor orocurement procedures, maintenance and
or=2servacion. As a result, invencory valued at about $3.6
miilion could »e abused or wasced, Alchough a formal
recommendacion was not  made, the Mission should require
CID/Yemen to 1mprove the property management system to conform
with A.T.D. regqulacions.

Fifch, an effective petty cash 1imprest system requires
implementing proper procedures to ensure safe custody and
control, The audit noted that records, procedures, and
surprise counts of the petty cash at Ibb Secondary Agriculture
Institute were deficient. For example, the auditors' surprise
cash count at the Institute was "over" due to mixing of funds.
Further, the petty cash fund lacked adequate records to account
for miscellaneous receipts. USAID/Yemen should require
CID/Yemen to establish proper imprest procedures.

Sixth, good accounting practices require establishment of a
chart of accounts identifying account titles and corresponding
numbers to be used consistently from one period to another. A
review of <CID/Yemen records disclosed that the <chart of
accounts 1in use combined program costs for more than one
period, and account numbers were frequently eliminated or
changed from year to year. This occurred because of constant
program evolution and requirements for change by different team
leaders. cConsequently, generally accepted accounting practices
were violated, rthus distorting the financial statements of
CID/Yemen, USAID/Yemen should require CID/Yemen to establish a
charc of accounts to be used consistently from one period to
another.



Seventh, A.I.D. regulations prohibit claiming costs resulting
from contractor violations. Nevertheless, CID/Yemen paid the
landlord $5,523 in local currency as a settlement for fines and
violations for damages caused to house No. 5. The damages were
caused by a CID/Yemen employee's goats. A CID/Yemen official
stated that the payment of $5,523 was not billed to the Mission
but was charged to an account receivable. CIiID/Yemen further
stated that it would not collect or claim this cost for at
least 10 years. USAID/Yemen should ensure that this amount is
not claimed by CID/Yemen for reimbursement in the future.



AUDIT OF
LOCAL SUPPORT COSTS OF THE
AGRICULTURAL DEVELOPMENT SUPPORT
PROGRAM OF YEMEN PROJECT NO. 279-0052

EXHIBITS AND APPENDICES
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USAID/Yemen
Local Support Costs

Cumulative from October 1, 1980 to September 30, 1987

I. CID Billings in Riales (Exhibit 2) Converted to U.S. Dollars

Total Costs Billed, Covered by Prior Aaudic,

Exhibit 1

Accepted, Disallowed and/or Questioned

Billed

From Inception

Salaries $ 5,480,136
Operations 4,931,957
Travel & PD 1,581,910
Training 681,318
Expendable 1,116,325
Non-Expendable 3,232,090
ODC & Other Costs 917,395
Contingency 369,989
Subtotal $18,311,120

II. CID Billings in U.S. Dollars

Cost Component Total

Salaries $ 570,300
Operations 48,134
Travel & PD 80,694
Training 345,189
Expendable 72,589
Non-Expendable 351,684
ODC & Other Costs 45,370

Subtotal

Grand Total

1/ These costs were previously covered by Audit Re

$1,513,960

$19,825,080

Covered in Prior Covered in This

Auditl/ AUdit
$ 780,141 $ 4,699,995
988,434 3,943,523
148,343 1,433,567
5,418 675,900
233,205 883,120
50,461 3,181,629
369,404 547,991
- 369,989

$2,575,406

2 See Exhibit 7.
3 See Exhibit 4 and 5.
4 See Exhibit 6.
5 See Exhibit 8.
6 See Exhibit 3.

$§ -

$2,575,406

$15,735,714

570,300
48,134
80,694

345,189
72,589

351,684
45,370

$ 1,513,960
$17,249,674

Accepted

Disallowed

$ 4,692,995
3,910,957

1,428,824
675,900
883,120

3,181,629
504,005
369,989

$ 7,000
15,839

4,743

43,986

$15,647,419

$71,568

570,300
48,134
80,694

345,189
72,589

351,684
45,370

§ 1,513,960

$ -

$17,161,379

$71,568

Questioned Note

8,853
7,874

Ul W N

$16,727

port No. 5-279-83-4 issued on January 30, 1983 by RIG/A/Karachi.
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Exhibit 2
USAID/Yemen
Local Support Costs
Cumulative from October 1, 1980 to September 30, 1987

CID Billings in Yemen Riales

Total Costs Billed, Covered by Audit, Accepted, Disallowed and/or Questioned

Billed Covered in Prior Covered in This
From Inception Audicd/ Audic Accepted Disallowed Questioned Note

Salaries YR36,821,811 YR3,549,643 YR33,272,168 YR 33,188,700 YR 83,468 - 2

Operacions 30,946,326 4,497,372 26,448,954 26,153,143 141,069 YR100,000 3
54,742 4

Travel & PD 11,344,367 674,960 10,669,407 10,626,722 42,685 - 5

Training 4,602,992 24,650 4,578,342 4,578,342 - -

Expendable 8,203,085 1,061,084 7,142,001 7,142,001 - -

Non-Expendable 17,551,600 229,597 17,322,003 17,322,003 - -

ODC & Other Costs 5,247,697 1,680,789 3,566,908 3,241,985 324,923 - 6

Contingency 1,684,814 - 1,684,814 1,684,814 - -

Subtotal YR116,402,692 YR11,718,095 YR104,684,597 YR103,937,710 YR592,145 YR154,742

U.S.$ Equiv. $ 18,311,120 $ 2,575,406 $ 15,735,714 15,647,419 $ 71,568 $ 16,727

1/ These costs were previously covered by Audit Report No. 5-27$-83-4 issued on January 30, 1983 by RIG/A/Karachi.
See Exhibic 7

2 .
3 See Exhibit 4 and 5.
4 See Exhibit 6,
5 See Exhibit 8.
6 See Exhibit 3.



Exhibit 3
Page 1 of 3

USAID/Yemen
Costs of al-Jarouba Construction Program Disallowed
Cumulative from July 1, 1983 to September 30, 1987
(In Yemeni Riales (YR) & U.S. Dollar ($) Equivalent)

Payment Voucher

No., Year Purpose Disallowed Note
Electroline Contract Work of 1984

5373 1985  Retention funds YR160,066  $21,927

5373 1985 Balance of Contract Fund's 23,933 3,278

Total final payment of
Retention Funds & Contract

Funds Paid Prematurely YR183,999 $25,205 1
Mddirional Tost ©o Recontracet
WOor< in EXCess o0f Retention YR 22,196 $ 2,242 2

Worx in 1985 to Repair
Air Zonditioners and Rlectrical Work

4463 01/85 Repairs 11,100 ¢ 1,850
5963 10/85 Repairs 7,714 1,002

18,814 $2,852 3

1985 Additional cost per
July 1984 E/Ltd AMF 160/161

Unauthorized Design Changes 34,250 $ 4,692 4
Costs Exceeding Lump Sum Contract 65,664 8,995 5
99,914 13,687

Total Costs disallowed YR324,923  $43,986
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NOTES TO EXHIBIT

Description of Costs Disallowed

The YR 183,999 ($25,205) of costs disallowed represent
the final payment to E/Ltd of retention funds of
YR160,066 ($21,927) and the undisbursed balance of
contract funds of Y¥R23,933 ($3,278). The contractor
aAbandoned the job without notice while the work was
incomplete and defactive., The funds were paid without
adequate documentatrion and a final inspection of work
by a gqualified engineer from USAID/Yemen or CID.
Punds should have been hneld until the contractor
complecad workx and a Zinal 1inspection certified the
wirik mes the apvroved designs and specifications. The
fands were paild in July 1985, about six months before
2¥piration of ctnhe 4quarantee period at December 30,
1935,

Additional funds amounting to YR 22,196 ($2,242) were
needed to correct incomplete and defective work abandoned
by Electroline Limited. This work was recontracted to
Yemen Technical Contracting and Maintenance Company and
Tehema Trading Company Limited. These funds have been
disallowed.

Costs disallowed were as follows:

(a) YR11,100 ($1,850) represent costs paid from petty
cash for repairs to air <conditioners. The
repairs were made in January 1985 only several
weeks after the engineer issued the "Certificate
of completion" of December 30, 1984; and

(b) YR7,714 ($1,002) of October 1985 represent
replacement of 6 <compressors and repairs to
air-conditioners including condensers.

These costs should have been paid from retention funds or
the undisbursed contract funds or corrected by the
contractor prior to expiration of the contract guarantee
ceriod at December 30, 1985. All retention funds and the
balance 2f contract funds were paid in July 1985 six
months before expiration of the guarantee period.



Exhibit 3
Page 3 of 3

CID/Yemen spent YR34,250 ($4,692) for design changes during
construction. There was no evidence that the design
changes or other costs were approved by CID/Yemen or A.I.D.
in advance or that these additional costs were authorized
in advance as required under clause 2 of the "Conditions of
Contract". Payment was made without inspection of the work
and our review of some of the work indicated it was not
done. These costs are therefore disallowed.

CID/Yemen erroneously paid YR65,664 ($8,995) for costs
incidental to importation of the buildings constructed
under the contract. Since these costs were incurred by the
contractor in performing the "scope of work," these costs
exceeded the =*ixed Price stated by the contract and should
not nave Dbeen billed or paid. 1Tn addition, rthere was no
supnort £or these costs,
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USi ID/Yemen
Residential Housing Costs Disallowed

Cumulative from July 1, 1983 to September 30, 1987

(In Yemeni Riales (YR) & U.S. Dollar ($) Equivalent)
House
Lease Payment Voucher
Dace No Year Purpose Disallowed Note
7-2/86 6474 1986 Rent YR 13,340 $ 1,647 1
7-2/36 7375 1986 Renovatiorn 25,000 2,747
7-2/35 7342 13987  Renovation 29,000 2,648
7-2/36 7891 1937 Renovaction 9,500 868
Subroral YR 63,500 $ 6,263 2
1-1/85 5657 1986 Rent 7R 15,000 §$ 1,852
1-1/85 6657 1935 Restoration 13,011 1,606
Limiz allowed per lease agreement (10,000) (1,234)
Subtotal 18,011 2,224 3
1-1/86 6346 1986 Rent 19,018 2,348 4
6-10/85 6462 1986 Renovation 27,206 3,357 5
Total YR141,069 $15,839

NOTES TO EXHIBIT

Note Description of Costs Disallowed
1 The ¥YR13,340 ($l,647) of costs disallowed represents

the added cost of one year advance rent, instead of
quarterly rent, naid on House No. 7. The lease was
premature and questionable at such high cost since
adequate housing already existed at the Hadda
Complex. The complex was only minutes away from the
farm site,
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The YR83,468 ($6,263) of costs disallowed represents
unrecovered renovation and curtain costs for House

No. 7, as discussed in Note No. 1. Provisions to
recover the costs in the lease were inadequate or
non-existent, Moreover, CID/Yemen did not make a

reasonable effort to recover these renovation costs,
Costs disallowed of YR13,011 ($2,224) represents:

(a) YR28,011 paid to the 1landlord ovased on an
ansigned handwritten note, The note covered
YR13,011 ($1,606) for unsupported restoration
costs and YR15,000 ($1,852) for one and
one-half montn's rent considered excessive
cime to complate the work after the lease had

exoired;

(o) minus  ¥R10,7000 ($1,234) allowed under the
lease as  just <compensation for restoration
costs,

The lease for House No. 1 required CID/Yemen to pay
12 months rent in advance. CID/Yemen paid 18 months
in advance. The YR 19,018 ($2,348) of costs
disallowed represents loss in dollars by paying rent
18 months in advance during a period of depreciating
local currency. The last six month's rent could have
been paid at YR11.86 instead of YR 8.10. This would
have resulted in a savings of $2,348.

Although the contract was for YR 54,400 to complete
one kitchen cabinet for House 6, CID/Yemen advanced
only YR27,200 ($3,357). Although the records were
not clear on the cabinet, CID/Yemen officials told us
that it had been meant for House No. 6. They also
said the cabinet was never delivered bhecause the
contractor left the country. The amount is
disallowed hecause CID/Yemen did not make a
reasonable effort to recover it by deducting it from
a1 subsequent rental payment of YR48,000 made in April
1986.

W
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Date

9/85
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Exhibit 5

USAID/Yemen
Office Rent Costs Disallowed
Cumulative from July 1, 1983 to September 30, 1987
(In Yemeni Riales (YR) & U.S. Dollar ($) Equivalent)

Payment Voucher
No Py Purpose Questioned Note

7759 1987 Office Rent YR 60,000 $ 5,480

8296 1987 Office Rent 40,000 3,373
Total YR100,000 $ 8,853 1

1. CID/Ya2men no lonaer needed the office annex after the first

vear. The YR 190,000 ($8,353) of gquestioned costs
r2orasents five (3) months rent paid to the landlord as a
setzl2ament fee to release CID from the Annex lease, The
leas2 for the Annex, dated September 1, 1985, had been

navpropriacely tcied to the main office lease, of October

1984, This lease was for a period «f five years and had

N termination clause.
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USAID/Yemen
Freight and Shipping Costs Questioned
Cumulative from July 1, 1983 to September 30, 1987
(In Yemeni Riales (YR) & U.S. Dollar ($) Equivalent)

Payment Documentation

No. Date bur; ose Questioned Note
VO. 6174 ) 11/85) Use of Red Sea
Red Sea 2401) 11/85) Trucks on daily hire basis YR2,949 ¢ 383
v0. 5919 ) 11/85 " e " " 5,597 746
Red Sea 2035) 9/85 " v " " 8,546 $1,129 1
JO. 4162 ) 11/84 Sea Freight charges on House
Hold Effects
Red Sea#il30il) 10/34 =ffects for Brussels/U.S.A. 24,436 4,249 2
VO. 5919 723) 10/13/85 Container demurrage to shipowner
Red Sea#21n8) 19,/85 For importation of vehicle 2,760 368 3
Subtotal YR35,742 $5,746
T/A Unnumb.) 6/%6 Expediting YR15,000 1,666
T/A Unnumb.) 5/86 " Services 4,000 462
VvOo. 7768 ) 10/86 " " YR19,000 $2,128 1
Sub-Total
Total YR54,842 $7,874
Note
1 Questioned costs of YR8,546 ($l,129) represents Red Sea Packing Co,

billings for use of its truck on a daily hire basis. Two 1985 invoices
(No's. 2401 and 2055) were not supported by the required approved time
sheets and the vehicle daily travel records.,

Questioned costs of YR24,436 ($4,24%) represents sea freight charged on
Red 5ea Packing Co. invoices No's. 023 and 1891 dated in 1984. The
billings did not include an ocean bill of lading or other documentation
Lo support the charges.

Questioned costs of YR2,760 ($368) represent demurrage charges for a
container by Red Sea Packing Cc. invoice No., 2108 of 1985. There was
no container invoice from the shipowner to support the charges.

'LX
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The YR19,000 ($2,128) of <costs questioned supposedly
represent costs for expediting services. The two temporary
advances did not itemize invoiced costs or included customs
documentation to support expediting costs of Hyco Trading
Co. The purpose of the temporary advances was unclear and
could not be related to the invoice on an itemized basis.
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USAID/Yemen
Salaries Disallowed
Cumulative from July 1, 1983 to September 30, 1987
(In Yemeni Riales (YR) & U.S. Dollar ($) Equivalent)

Payment Documentation
No ., Purpose Disallowed Note

Payrolls Part-time Services
of MAT Txpeditor YR83,468 $7,.000 1

lote

1 Thes2 disallowed costs represents the salary of a MAF
2¢pedicor from September 1, 1986 to September 30, 1987.
This  expedizor was hired on a4 part-time basis on
Segrempber 1, 1936, The expedictor was paid at the rate of
¥YR2,981 for A0 hours per pay period for 13 months or 28
pay periods chrough September 30, 1987. These costs
exceeded the 1987 Core budget by about $7,000. The

budget called for a ceiling limitation of three
expeditors. The three expeditors had already been hired
by CID/Yemen on a full time basis.
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USAID/Yemen
Travel Costs Disallowed
Cumulative from July 1, 1983 to September 30, 1987
(In Yemeni Riales (YR) & U.S. Dollar ($) Equivalent)

Payment Documentation
No. Date Purpose Disallowed Note

A. Billed in Yemeni Riales

vO. 7339 7/36 &£nd-of-tour Travel YR42,685 $4,743 1

Note

1 After an emplovee was 1in Yemen for nearly two years, the
nost-govaernment did not renew his employment permit for an
extra year. We have disallowed YR42,685 ($4,743) because the
emplovee and his family were not eligible for advanced
end-of-tour travel to the USA., Their return trip to Yemen was
unauthorized. This resulted in excess round trip travel costs
of 3$4,743 for the employee and family which was erroneously
charged to the main sub-project.
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oiTED STATES GOVERNMENT
memorandum

Kenneth H. Sherper,K irector, USAID/Yemen

December 27, 1988

Mission's Response to the Draft Audit Report of ILocal Support
Costs of the ADSP in Yemen - Project No. 279-0052

Mr. Richard Thabet, RIG/A/Nairobi
The Mission is pleased to concur with the findings of the
subject audit report. However, the following response is

provided on certain inconsistencies and factual inaccuracies
reflected in the draft audit report.

"Deleted - Relates to matters not included in final report."

< _‘? M,
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2. Other Pertinent Matters
Page Para comments
14 1 USAID/Y Directive on in-country per diem

pelicy does not require submission of
receipts for meals. Also, the example
cited in the report is inappropriate. The
savings to the USG out of usage of guest
quarters' cooking facilities cannot be
accurately ascertained. Please delete
three sentences from " Additionally,
receipts for ——-—-—eweeao-o procedures" and
reconstruct the paragragh accordingly.

15 1 The sentence " USAID/Yemen should prohibit
CID/Yemen from continuing this practice
—————————— "should be replaced by "
USAID/Yemen should instruct CID/Yemen to
discontinue this practice ~—=-—aeae-.

15 2 The sentence " Further, CID/Yemen charged
its employees $20.00 per month for home to
office transportation compared to our
estimate of $60.00 to $80.00 per month in
operating costs" should be replaced by "
Further, CID/Yemen charged its employees
$20.00 per month f£rr home to office
transportation compared to $25.00 which
USAID charges to its expatriate employees.
The transportation charges should be in
accordance with USAID/Y practices."™ (Home
to Office transportation charges are based
on current Mission policies, and not on the
actual cost of transportation which might
vary from contractor to contractor.)

16 1 The sentence " Although a formal
recommendation was not made, both the
Mission and CID/Yemen should improve
sessrsasssesseess AID requlations" should
be replaced by "aAlthough .........not made,
USAID/Y should require CID/Yemen to improve
¢ceesvese.AID requlations."

3. Response From CID

CID's response to the draft audit report was received on
12/21/88 and is attached for your necessary action.
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COr ...UM FOR INTERNATION,. ,EVELOPMENT

- Executive Qffice Phone: 602/745-0455
4 15'151 E. Broadway, Suite 1500 Telex: 9109521102
ucson, AZ 85711-3765 Cabic: C!DCOR TUC
-_BY ysa. Fax: 602/745-1404
tasylink: 62020422

PACSTIMILE TRANIMISSION

DATE: 12/20/88
TIME: 11:45 am

TO: Jeffrey Sole PHONE: 011-967-4-207225FAX: 011-067-2-207555
PHONE: FAX:
PHONE: FAX:
PHONE: FAX:
PHONE: FAX:
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PHONE: FAK:
PHONE: FAX:
PHONE: FAX:
PHONE: FiX:
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PHONE: FAX:

FROM: Eric Vimmerstedt

COMMENTS:
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ww..- - ATIUM FOR INTERNATIO: . UEVELOPMENT

Executive Office Phone: 802/745-0465

5151 E. Broadway, Suite 1500 Telex: 9108521102

Tucson, AZ 85711-3768 Cable: CIDCOR TUC
- sA Fax: 602/745-1404

Decembar 19, 1988

MEMORANDUNM
TO: Homi Jamshed, Controller
USAID/Sana'a
FROM: Eric T. Vimmerstedr, Secrecary/Trea
Congortium for International Devael ent
RE: Yemen ADSP In-Country Audit Response

This zmemo {s {a response to your December 5 memo =o Jeffrey Sole requeating a
response co drarft audit report, CID appreciates this opportunity to provide
comments oa the disallowed and questioned costs contained in the draft report,
It s our intention to substantiate the actions taken by CID/Yemen during the
period of the audit by explaining the circumstances and events that
necessitated certain actions and costs. Unfortunately, this cannot be done
without disagreeing with the position taken by the auditor., Please accept our
comments objectively as that 1s how they are intended to ba.

CID looks forward to working with you and/or the Inspector General's Office to
bring clogure to these matters. A substantial amount of documentation has been
gathered and is available for your review.

Best Regards.

ETV/cqip

Unrnventy ol ArrIOna o CAMOr™Ig 51319 Baltacrae Univeraity linmana o Cairegso S1at9 Utevarsity o Uimiveesity of 'arn
New Meuca Suate Unveniv o 0o SIate Laiversiy e TONRA TACR L itiveryity o TIN50 UNIYeIgity o AR Sete nmeetily 0 iinnes-ty of Yy aaeng
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In response to Audit Report (No. 3-279-89-XX) of the local support costs of
the Agriculrural Development Support Program of Yemen Project No, 279- 0052 as
1t relates to Oregon State University, we submit the following comments.

Al~Jarouba construction program:

The Al lJarouba construction effort was controlled by a concract betwsen the
Minisery of Agriculture and Fisheries (MAF) and Electroline Limited (EL) and
funded by USAID Sana'a. CID's ADSP in-country annual workplan was amended to
vhere as CID/Yemen would act as a facilitator to process the construction
funds on behalf of USAID. Because CID {3 not in the construction business and
therefore had no local expertise tao properly monitor the construction
activicies, USAID/Sana'a authorized CID o advertise and hire a qualified
engineer. C(SalD also reviewed the app.icants and approved the hiring of Mr.
Michael Lleget as a qualified and acceptable engineer. CID/Yemen acted upon
recozmendacions of the engineer and made payments in accordance with his
approvais. All actions and pavments by CID/Yemen were made in good faith and
what was Selieved 75 bSe, in accordance with the terms and conditions of the
contracet.

[t should also be nentiored that the prime ADSP concract between CID and USALD
was never amended <o {ncorporate this construction responsibiliey, rather it
wag handled encirely chrough the "local currency” funding mechanism.

CiD/Yemen acted solely as a pass through organization without a fee for
gervices pertormed nor an opportunity to recover associated CID G&A costs or
university overnead coscs., Now CID finds itself in a position where it must
defend its actions againat accusations by auditors or pay, from its own
resources disallowed costs of $43,986.

L. The auditor recommends the disallowance of the $21,927 retention payment
to the contractor claiming that the funds were paid early and not properly
documented. As retention funds are a percentage of earlier progress payments
justifiably earned and owed to the contractor, that are retained more or less
as a perrormance guarantee to protect the contracting organization, the
payment of thede f{unds to the contractor should not be disallowed. However,
should it be determined that costs are incurred that were the reasponsibility
of the contractor ind could have been paid out of retention funds, then these
cosrs dre dubject to disallowance. The disallowance of both the payument of
retention Iunds and the subsequent costs that could have been paid out of
retentior funds {3 a duplication of disallowed costs,

Thae auditer {s also questioning a properly ipproved and proper progress
pavment in the amouat of 33,.78,

The following 8 additional {nformation on these matters:

(a) The audfitor contends that $21,927 was patd prematurely or prior to
the end of their determined guarantesed period of December 30, 1985,
According 20 zhe Ceneral CTonditions of rhe construction contract clause
nO, paragrapn » (Release of Rarantion Money), the jecond core-half of the
recention morey was due ind pavable it che end of the "Guarantae Period".
The "Juaraucee Parf{od" wam defined 18 11x months artar the igsuancs of

the "Turtificate of 2ractical Compietfon" was {sgued.

Y
.

)
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According to Exhibit 3 (3) of this audit reporc and our records, the
"Certificate of Completion" was dated Dacember 30, 1984. .According to
the auditor, the retention payment should not have been msde uncil after
Decamber 30, 198S.

We contend that we were required by contract te pay the retention by June
30, 1985. We made the payment on July 13, 1985; therefore, we did not
prematurely disburse the retention as concended by cthe auditor. Since we
acted {n accordance with thes terms of the contract, we do not agree with
this disallowance.

(b) The auditor recommends for disallowances a contract payment of $3,278
83 a '"undisbursed balance of contract furds" becausae, according to the
audictor, che contractor abandoned the job. According to the records,
this payment represented a regular progress payment for work completad by
the contractor and was due and payable.

We do not beliceve that this cost ghould be disallowed.

¢. The auditor recommends for disallowance amouncs tocaling $2,2842 paid "to
correct {ncomplete and defective work abandoned by Blectroline Limited.

There s no evidence in our files ro indicate that Electroline Limited
abandoned the prciect and defaulced on thelr Agreement, We ¢ ntend that the
payments to Yemen Technical Contracting and Maintenance Company and Tehema
Trading Company Limited were not to duplicate the contractor's effort.
Thererore, we beileve these coscs ($2,242) to be ordinary and necessary to tha
project and allowable costs.

3. The auditor requests disallowance of $1,850 and $1,002 for tepairs to the
air conditioners on the assumption that the repairs should have been covered
by the Contractor. We would normally agree if the cause for the repairs were
faulty equipment or installarion. The fact is that the equipment failed
primarily because of adverse environmental conditions, not because the
Contractor has failed to properly maintain the air conditioners.

We request the allowance of $1,850 and $1,002 as ordinary and necessary
project expenge,

4. The auditor recommends for disallowance of $4,692 for housing design
change during construction because the auditor could find no evidence that the
changes were approved in advance as required by clause 2 of the "Conditions of
Contract”. The auditor aisc scated in Exhibic 3 (&) that "...our review of
some of the work {ndicated {t was not done."

The improvements were made to the prefabricated houses that would improve the
lilving conditions for the expatriates occupving the houses. These ‘mprove-~
ments were not planned or budgeted for in the construction contract and,
accordingly, do not represent payment to the Contractor in excess of the
concract. <lause I orf the "Conditions of Contrac:'" referred to by the auditor
18 tihe basis Ior nis recommendation pertains to tha responsibilities and
duties 2f the Zngineer and does not preclude CID/Yemen from {oproving 1ousing
factlities ro =eet icceptable standards veor staff,
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We contest the auaitors finding and believe this expenditure to be allowable.

3. The auditor contends cthat $8,995 for costs incidental to the importation
of the buildings and materials were included in the contract costs.

The facts are that these costs were clearly the costs of the Employer, The
costs vere for the clearance of the buildings and material through customs
($7,329), matarial insurance ($573), and the cosc of the Letter of Credit on
the purchase price of the prefabricatad buildings ($1,093).

It is apparent that the $8,995 {n costs were not part of the construction
contracct with Electroline Limited and should not have been costs recommended
for disallowarce. We alsc disagree that support was lacking.

In conclusion, Oragon State University bellaves that the auditor failed co
adequately obtain all facts relating to the Al-Jarouba construction project,
and, as a result, faulty assumptions were made and faulty conclusions were
arrived at. Costs were not peid without approval, prematurely, or
unnecessgarily.

Regidential Leasing

!, According to the auditor, Handbook 23 states that leases should preferably
provide for pavments of rent in monthly nr quarterly advance of payments.
Because renc was paid for twelve months in advance during a period of currency
devaluation, the auditor states that CID/Yemen incurred unneceggary losges of
$1,047,

CID/Yemen may look on Handbook 23 as a guideline which sets forth policies for
USALD Missions; however, we do not consider it appropriate that Handbook 23 be
ciced to support disallowed costs when it i3 not incorporated in the AID/NE-C-
1698 contract either directly or indirectly. We also question the auditor's
conversion of the word "preferably" into "must' when determining a recommended
di{sallowance. Please keep in mind that the amounts, terms, and conditions of
these leases are negotiated with the landlords.

The auditor attempts to justify his stand by stating that the lease was (a)
prermature, {b) expensive, and (c) not needed because housing was available
ainutes away rrom cthe farm site,

(a) The selection process for the farm manager position was almost
completed when the house was lecased. The manager's name was subuitted to
-SAID/Yemen for approval in April. Because of the AID Contracting
Officer's delays, the approval was not issued until September. This
lengthy delay was beyond CID/Yemen's control.

(b) The auaitor's comparison of the rent was 'n US Dollars instead of
the ~urrency stated {n rhe lease. 1If cthe auditor had bothered to convert
the dadda monthlw rent :ost in Yemen Rials (YR .0,<9%) and zompared (% %o
the Iarm manager's house rent (YR 11,063), he would have :nlv rfouad a YR
570 d1Z’fcrence.
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(c) Ac the time the farm manager's house was Tented, thers wore 0o Nadds
apartmeots available. If che AID Coutracting Officer had performed hig

AHETATR. VSR, FHORRESD 48 IRRCUTARS.EDA. MRATOE S0 Ts000, Youid bavs__

fHadds complex was 30 minutes from the farm. The farm was in the process
of being built end no telephone was svailable. Becauss of the mansger's
on eite responeibilities, it wae CID's management decision that it vas

Dacessary to the bectermant of the project that che manager be housed at

the projece.

Theretore, because management believed it neceseary to mafncain repressntacion
on the farm during its formative period; because CID/Yemen did not violate
concract provisions {n paying rent on an annual basis; and because AID did not
dct ir a :irelv aanner, ve contend that tha farm house rencal was an ordinary
and necessary 2roject expense. We fail to umderstand how (a), (b), and (¢)
above reldte Co 4 recommended disallowance because of currency devaluation.

Iz appears that the issue i{g that the annual rent payment was at a time when
7emen Rials per US 2oilar were more expensive than later periods during the
vear.,

we Iing Lt strange ind one 3ided chat the Juditor would recommend a disallow-
ance >r a1 5i,547 logs caused Sy currency devaluation because we prepaid rent,
wihen USAID/Yexzen had already set a pracedent by approving the CID oZfice .ease
(see -2svonse under Offilce Lease helow) that provided ror arepavment Jr annual
renc. hi3 actlon 3y AID provides 3upport that acnual Lease payments are
allowabie o CiD/Temen. Because of this, we believe that this finding has no
validicy.

£

1

2. The auditor recommends the disallowance of $6,263 (YR 63,500) as unre-
covered and unnecessary renovation for the farm 2anager's house. Again, the
auditor refers to Handbook 23 as allowing for renovations, alterations, and
{astallations. The auditor stated that "...poorly vorded leass terms resulted
in CID/Yemen unnecessarily payirg YR 63,500 ($6,263) in removation costs —_—
The payments of YR 25,000, YR 29,000, and YR 9,500 were made directly to a
carpenter. Of the YR 63,500 tocal, YR 54,000 was for cabinets and YR 9,500
wag for shelves.

[t was written in che lease agreemant that the YR 25,000 was to be recovered
by CID/Yemen Juring the decond year of the lease. However, AID Yemen Zorcad
CID/Yenmen zo break the lease at the e¢nd of the first 7ear and vacate the
house. [t (s not appropriate that che auditor would rscommend this for
di3ailovance agaiast CID since it was AID/Vemen's action thar created -he
loss. The remaf{ning YR 218,300 was ieemed by the .essee and .esgor to He
Tenovacing expenses and not recoverable. It is also a surprise chat che
dudltor is modifying Handbook 13 to concend that renovation coats should de

recovered.

In congideracion 3f the above, we object to the asuditor's position and helieve
"hat tnhe Total 6,293 wnculd Se 1in 1llowed cosct,

3. The 1ditsT U5 proposing 4 Jicallowvance of $1,4%) (YR 13.000) for ~ne ina
vile-id.l 30nIn's renc 48 excassive :iTe necessary to ccoplote -escoration
dceivicies to 1 roencal 'iouse and $372 (YR }1,0!l1) in rescoration costs beyond
the amount ugrced =0 {n the crental contrace (YR 10,200).
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It 18 normal business practice to provide rent until the property has been
restored by the landlord to its condition prior to rental. We disagree with
the suditor's decision that the period vas excesaive. The auditor had oo
knowledge of the condition of the house at the time it was vacated; the
availabtlity of the naterials necessary to repair the house; or the availa-~
bility of qualified labor nacessary to make the repairs. At the time, Sana'a
Yenen was in a rapid construction and expansion mode, and it is conceivable
that materials and skilled labor were in greater demand than available.
Although we cannot confirm this as being the reason for the repair period of
time, we believe rhat the auditor's assumpcion is unwarranted without support
beyond his unsubscantiated opinion.

A copy of the lease (s not available for reference at this tipe. Theretore,
Lf there s a clause li{miring restoration expense to YR 10,000, we beliave

-

that the recommended disallowance of $372 (YR 3,0ll) would be appropriate.

It appears that the auditor {3 actempcting to categorize the one and one-half
aonths of rental during restoration to the house as a restoration cost. We
strongly cbject to this treatwenc and contend that restoration costs are
direct material and labor costs applicabie to rescore the oroperty to rental
cendittion,

4. Here agaln the auditer {s disallowing 32,348 (YR 19,018) as a currency
devaluation resuiting from a prepdyment 3ar rent for a period greater than the
3ix month guideline started i{n Handbcok 23. Plaase refer to #! above.
CID/Y2men, as noted above, had the approval of USAID to prepay a year's rent,
It should alsc be restated that through the approval of the CID office lease,
AlD/Yemen had estabpiisned a precedent for lengthy prepayments of rent.

The auditor commented that the lease for house #l required six month advance
lease payments. According to the lease for house #! under HLIS, one vear
advance rents were required. It i{s true that an 18 month advance was made.
However, the auditor did not consider the possibility of a lower rent being
negotlated with the concession of full advance payment of the lease,

We also believe that the auditor i{s exceeding his authority in applying
hindsight to management decisions. The currency had been stable at the time
the lease was paid, and it was management's opinion that it would not
drastically change during the succeeding 18 months, We protest the usage of
the exchange race variances to create recommended disallowances.

5. The auditor is recormending the disallowance of 33,357 (YR 27,200) paid to
a French cabiner =aker for building xitchen cabinets. The auditor suggested
{n :he ictached Exhibit « (5) chat the advance paid to a thizd party should
have seen deducted {rom the house rent,

{f we had folloved the auditor's advice, we wouid have been sued by the
landlord because CID/Yemen contractad with the cabinec maker and not thae
landiord. CID/Yemen had followed normal {ndustry practice of paying YR 27,200
as 1 Jown pavment 0 a4 cabinet zaxer Ior cablnats to be built. Before the
tapinet marer coul: ccapiete hig contract with OIS/Yemen, the Temen Government
deporred hia Tz Trance. CID/Yemen 4id nor Salleve that Lt would be prudent to
foilow ta ro Trance through tiie :ourts for colleccion of the advance. Legal
dNd ceurt Jchta .ouid Dave exceeded 108 smount owed,

-
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Again, we fail to understand how the auditor could disallow this YR 27,200
because we did noc violate the law and withhold {t from a payment to anochar
individusl. We contand that we followed prudent business practices and object
to the recommended disallowance of $3,3S57.

Office Space Rent

The auditor quescions $8,853 (YR 100,000) in costs applicable to terminating

an office apace lease bacause CID/Yemen did noc comply wich Handbook 23 which
states that leases whose basic rterms exczed one year should include a clauses

Jhich would provide a (sic) unilateral right for the lessese to terminate the

lease 1t anytime atter the first year, for any reason, with written notice to
the legsor,

(a) As noted above, CID/Yemen was not required to comply with Handbook
23.

tb) CID/Yemen entered ‘nto a iease with AID's full documented concur-
rence or Jffice space Seginning Occteber !, 1984, The lease was payable
‘o Yemen ilals (YR 160,000 per vear) and not tied to currency fluctua-
ticns. The lease provided fer in option to lease additional space at the
jame squdre neter rate over the remaintng life of the original lease.

(c) The exchange rate at the cnset of the original lease was YR 5.75 per
US Dollar is compared to an average of YR 6.4028 for the year ended
9/30/1985, YR 8.0079 for the year ended 9/30/1986, YR 10,7968 for the
vear ended 9/30/1987, and YR 9.7300 for the five months ended 2/29/1987,
The currency devaluations through February 29, 1987 caused the US Dollar
cost to decrease, and as a result saved AID and the project $63,988.

(d) The decision to lease additional space was caused by AlD proposing
an expansion of the project by increasing the scaff by 16 additiomal long
term individuals. Because of USAID budget cuts and other factors, the
expansion did not materialize and resulted in excess office space.

(e) CID/Yemen relied on USAID's {ntentions and obtained the additional
office space at the low cost per square metar when the aexchange rate was
YR 5.75 per US Dollar instead of at the going exchange rate and other
stipulat:ions chat the landlord may 3o desirae.

(£) The dectsion to lease the additional space was a rarional CID/Yemen
zanagement decisicn Sased on the best {nformaction available at tne ctime.
when subsequent avents and new informacion dictated that the decision to
exercise the additional space option {n the original lease was not
appropriate, CID/Yemen was able to nagotiate a fair and equitable
geczlement with the landlord.

[t 13 our contention rhat CID/Yewen acted !n the best incerescs of the project

and €2 acccrdance with ALD'5 uicesines tor future 9taffing and orfice
requirements and within (s ailowavole authortty tn leasting the additional
space. .\ subsequent najor cnange n AID's ataffing plan where numerous

proiec: positionm were Jeieted necesdgitated ClD'as actlons To negotliate JSut af
the lease tor the .additional space. Therefore, we do noc believe that this 18
a valld guesationed zzst.

(Y
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Procurement of Goods and Servicss

l. The two invoices (2401 and 2055) from ths Red Sea Packing representing
$390 and $739 vere missing sither the time shest or daily travel record but
not both. The fact cthat one of the two were svailable supports ths fact that
the trucks vere used and that services were provided. When there is verifica-
tion that the truck wes used, thers had to be a driver. When thers i
varification that a driver was used, there must have been a truck.

We believe that the auditor exceeded his authority in quescioning the total
coet of both invoices. A&t the very moat, he should have only questioned the
amount actribuced to the misaing documentcs. Although we cannot prove it, we
believe that the migsing documents becams separatad after pavment of the
invoices. This would be conststent with che policy that {nvoices are only
paid {f adequate documentation 1is attached.

2. The two invoices from Red Sea Packing sf $1,922 (YR 1:,054) and $2,327 (YR
13,381.88) that were paid in Yovember, 1984 were for shipping household zoods
back to the United States of America. This {s an allowance provided to
contract employvees under the zontract and {s generally based on weight. The
two properly approved {nvoices for the sea ireiznt charges state the
employvee's naze, the shipment welght, and the roucing. We belleve that chese
COsts were ordiparv and necessary, adequately suzparted, and should e
alliowed.

3. The tnvoice from Red Sea Packing Zor costs associated with the incoming
Qougehold effects of an employee itemized the charges that total YR 8,192.

The auditor picked out YR 2,760 of this to question because "there were no
container invoice from che shipowner to support the charge". In the review of
other shipments, we find thar the $368 (YR 2,750) for container demurrage {8 a
"easonablie amount and should not be questioned.

4. The auditor questioned costs of 32,128 (YR 19,000) simply because he did
not agree with che procedure followed. It 1is a primary function of the Core
sub-project to provide administrative and logistical support to the ADSP
project and staff. Although the Core sub-project has staff and normal
procedures in place to provide guch services, there are no rescrictions in the
contract that would preclude Core ‘rom using alternative methods should normal
procedures fail to achieve desired results. In this particular inscance, the
Core expediting staff was unsuccessful in clearing these items through customs
{n the rormal zanner and an alternative was initiaced. CID/Yemen agrsed to
pay 2xpediting coscs through a "third party" Zor the successful clearance of
the vehicle and storage container through customs. The effort was successful
and both Ltems were cleared: lenurrage costs were naid; and the items were
snipped to Jara'a. The idvances were :hen fully liquidated through an invoice
for services rendered.

Since there was in agreemenc that CID/Yemen would pay the expediting costas,
and the procedure was authorized and completaly ilngal, we contend that the
costa are allowabie {n their entirecv.

In conclusion, wve delleve :nac :ine .pove jurcaaging sxceptions noted Sy che

iud210r vere notfed Secdude I technnicalilities, We seileve that =he auditor
fatled to conmider the real wor!d oncountared by 4l organizactions, Including
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USAID. We also contend that the auditor failed to taks intc consideracion the
fact that CID/Yemsn received bensfit from the services purchased; that the
value paid was reasonable; and that cthe services were allowable under the
contract.

Salaries Budget

The auditor recommends a disallowance of $7,000 (YR 83,468) in salary for a
part time expeditor per an attached Exhibitr 7.

This issue has not previously been cosmunicated to us. The Exhibit 7 was not
attached to the Dralt Audic Report.

~e are unable to respond to this i{tem and strongly object co it being raised
en a4 1ast ainute basis,

We request that this {tem be removed from che audit report or transferred to
the juestioned ccst column so that we will have a chance for further discus-
sion. We also request a copy of Exhibic 7.

Trave. expenses

The 3uaicor recommends cthe disallowance of 5$4,743 (YR 42,685) because,
according to him, did not have prior approval from USAID/Yemen for the R&R
travel.

The circumstances surrounding this Issue have been well documented, and the
actions caken at the time were 4in full accordance with the Miniscry,
USAID/Yemen, and CID/Yemen. It 1is unfortunate that prior approvals by
USAID/Yemen were subsequently overridden and that the auditor failed to
consider all of the facts.

The following sets forch events and documentation that substantiate the
allowability of the expensa.

(a) May h, 1986 Empioyee requested a one-yaar extension of his current
tour to Augusc, (987,

(b) Mav 6, 986 In anticipation of approval, the employse requesced
authorization tor R&R with a June 18th departure. As allowed {n AID
regulacions, this would be cthe second RGR for the three year tour.

(c¢) Mav 28, 1986 Acting Core Team Leader and YARG official inittared
Action Memorandum No, 527 requesting USAID/Yemen's approval for the
axtengion,

(d) May 31, !986 Accing Core Team Leader sent a telex to Oregon State
Ungveratcy :0USU) advistng that employee's cxtension iad bSeen approved Hv
Ministrv and that an Action Memorandum countersigned 5y JAF naa bHeen
Submizted to CSAID/Yemen,.

(e) June 1, 19686 Action Memorandum No. 527 was approved bv USAID/Yemen.
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(£) June 2, 1986 Telex from Acting Core Team Leader to OSU adviging of
approval by USAID/Yemen of extension.

(8) June 18, 1986 Employee and family departed Sana'a on RéR. Family
went to Cyprua and employee went to U.S. to follow-up on his applicacion
for U.S. citizenship.

(h) June 23/24, 1986 O0SU and employee signed amendment to employment
agreement extending tour through August 21, 1987 as agreed to by all
parties.

(1) Mid July, 1986 Employee departed U.S. to join his family in Cyprus.
Zmployee and ramily returned to Sana'a on or about July 31, 1986.

(§) July 26, 1986 OSU received a telex Zroa USAID Acting ADO indicating
that employee was not cleared for return to post. This seemed strange
since the employee and his family were away from post on ampreved R&R
travel; had the appropriate Yemen, UAR exit and re- entry visas; and nac
thelr personal effects in chelr assigned Yemen guarters,

{x) On or aeccur Julv 3!, 1986 CZmployee and family arrived ‘n Temea and
was Inrormed Sy che {ore Team Leader that 1is gervices were to be
terminated. 'we are 70t aware of tne dActlocng or decisions that ted to the
ternination., Nor do we <now whether USAID/Yemen or the Yemen GCovernment
made che decision,

(1) August 14, 1986 Telex rrom 0SU co USAID/Yemen Contract Officer (CO)
requesting claritication on matter of emplovee's depariure and rule e¢n
the status under which he left post. OSU did not receive a response.

(m) Augusc 2Il, 1986 O0SU's notes “rom telephonme conversations with CO:

(1) CO agreed that employee owed some level of post-Yemen support
because of the YARG refusal to extend him.

(2) CO agreed that employee would stey on proiect payroll until a
time determined by the CO lacer,

(3) 70 satd rhat he would send docuzentation regarding nis position
on tle cmployee.

‘his was the last action from the 0 uncil a teiex dacted December !7,
1986.

(n) August 23, (986 CZaployea and family departed Yemen for the U.S.

(o) December 17, 1986 Telex o CID/Tucson from Co stating that OSU was
ot enritlec "2 reimbursement for ocmployee 2xpenditures bevond the carm

rz the or:gsinal contriace. iased on  earller !lacuasiong and
Jocuzentation, lt Ls ot uncerstocd ~hy zhe 0 had taken :this position,

q0or 13 1t unceristood whv near.v lour 1onths passed before this message
“H4 sent,
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We believe that the Ministry, CID/Yemen, OSU, the ezployee, and USAID/Yemen
all acted properly and respousibly in extending the employee's tour for an
additional year. Subsequent actions taken by USAID/Yemen have cauged a great
deal of confusicu, USAID/Yemen's actions after CID/Yemen's compliance with
the terms of che contract and USAID rulas and subsaquent relfance on approvals
by all concerned except for USAID/Yemen causes us to have concerns of
violationa by USAID/Yemen.

Based on the above documented information, CID and the ezployee acted in full
accordance with USAID approval. Tharefore, it is not believed that there 18
any basis for disallowance and che costs should be allowed.

14



Mission Director, USAID/Yemen

AA/ANE
ANE/MENA
ANE/DP/F
AA/XA
XA/PR
LEG

GC

AA/M
AA/PFM
PPC/CDIE
RFMC/Nairobi
IG

DIG
I1G/PPO
IG/LC
I1G/ADM/C&R
AIG/I
RIG/I/N
IG/PSA
RIG/A/C
RIG/A/D
RIG/A/M
RIG/A/S
RIG/A/T
RIG/A/W
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