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WHAT THE AUDIT REVIEWED 

The u_s_ Agency for International Development 

(USAID) awarded Contract No. 306-C-00-07-

00501-00 to Chemonics International. Inc. 
(Chemonics) to implement the Accelerated 
Sustainable Agriculture Program (ASAP). The 

program sought to provide economic 
opportunities in agriculture for rural Afghans. 

USAID also awarded Contract No. 306-DOT-1-
02-08-00033-00 to Chemonics to support the 
Afghanistan Stabilization Initiative (ASI) to build 

trust and confidence between communities 
and the Afghan government through small 
community improvement projects. 

SIGAR's financial audit. performed by Kearney 
& Company, P.C. (Kearney), covered the period 

November 22. 2006, through October 30, 
2011. and expenditures of $132.818,195 for 
ASAP. and June 26. 2009, through June 25. 
2012. and $119.549,834 for ASL Kearney 
(1) identified and reported on significant 

deficiencies or material weaknesses in 
Chemonics' internal controls related to the 
task order, (2) identified and reported on 
instances of material noncompliance with the 
terms of the award and applicable laws and 
regulations. including any potential fraud or 
abuse; (3) determined and reported on 

whether Chemonics has taken corrective 
action on prior findings and recommendations: 
and (4) expressed an opinion on the fair 
presentation of Chemonics· Special Purpose 

Financial Statement. See Kearney's report for 
the precise audit objectives. 

In contracting with an independent audit firm 

and drawing from the results of a contracted 
audit SIGAR is required by auditing standards 

to provide oversight of the work performed. 
Accordingly. SIGAR reviewed Kearney's audit 

results and found them to be in accordance 
with generally accepted government auditing 

standards. 

July 2014 
USAID's Accelerated Sustainable Agriculture Program and 
Afghanistan Stabilization Initiative: Audit of Costs Incurred by 
Chemonics International, Inc. 

SIGAR 14-75-FA 

WHAT THE AUDIT FOUND 

Kearney & Company, P.C. (Kearney) identified three internal control 

deficiencies and five instances of Cl1emonics International . Inc. ·s 
(Chemonics) noncompliance with the terms of the award and applicable 

laws and regulations. These internal control deficiencies and instances of 
noncompliance resulted in Kearney questioning $2.032,485 in costs: 
including $2.032.312 in unsupported costs-costs not supported by 
sufficient documentation to allow Kearney to determine their accuracy and 
allowability; and $173 in ineligible costs-costs prohibited by the contract. 

applicable laws. or regulations. 

Category Questioned Costs Total Ineligible Unsupported 

Allowances (ASAP) $43 $43 $0 

Other Direct costs (ASAP) $164.308 $0 $164,308 

Subcontracts (ASAP) $49,170 $0 $49,170 

Grants & Associated Fees $875.146 $0 $875.146 
_(ASAP) 
Salaries & Wages (ASI) $234 $0 $234 

-
Allowances (ASI) $7.764 $0 $7,764 

Other Direct Costs (ASI) $17,463 $130 $17,333 

Grants (ASI) $918,357 $0 $918,357 

Totals $2,032,485 $173 $2,032,312 

With regard to internal controls. Kearney found deficiencies with 
Chemonics· review and approval procedures. recordkeeping, and cost 
allocations. These deficiencies affected the support for Chemonics· 

approval of and competition for grants and the allocation of costs. For 
example, the auditors questioned $787,795 due to a lack of competitive 
bidding documentation. In another instance. Kearney found that $19.899 
in employee vacation costs were charged solely to one contract althOugh 
the employee worked on multiple projects. 

The five instances of Chemonics· noncompliance with the terms Of the 
award and applicable laws and regulations involved some overlap with the 

internal control findings, because the five instances related to 
documentation not provided to the auditors and to the improper cost 
allocations. 

Kearney also identified 28 prior audit findings, which could have a material 
effect on the Special Purpose Financial Statement. Of thOse, Chemonics 

had not taken adequate corrective action on 13. Although Chemonics 
disagreed that any of the 13 were valid findings, Kearney identified three 
as repeat findings. 

For more information, contact SIGAR Public Affairs at (703) 545-5974 or sigar.pentagon.ccr.mbx.public-affairs@mail.mil. 



 

 

Aftermath of the April 15, 2010, attack on the Afghanistan 
Stabilization Initiative headquarters that destroyed original 
documentation. 

Source: Chemonics 

WHAT SIGAR RECOMMENDS 

Based on the results of the audit, SIGAR recommends that the Mission Director of USAID/Afghanistan: 

1. Determine the allowability of and recover, as appropriate, $2,032,485 in questioned costs identified in the report. 
2. Advise Chemonics to address the report’s three internal control findings. 
3. Advise Chemonics to address the report’s five noncompliance findings identified. 

 

Lastly, in Kearney’s opinion, Chemonics’ Special Purpose 
Financial Statement for the Accelerated Sustainable 
Agriculture Program presented fairly in all material respects, 
revenues received, costs incurred and the balance for the 
indicated periods in accordance with requirements 
established by SIGAR. However, Kearny issued a qualified 
opinion on the Special Purpose Financial Statement for the 
Afghanistan Stabilization Initiative because of the 
unsupported costs related to Other Direct Costs and Grants 
balances. This lack of sufficient and appropriate evidence 
was partially attributable to a terrorist attack that destroyed 
Afghanistan Stabilization Initiative documentation. 

For more information, contact SIGAR Public Affairs at (703) 545-5974 or sigar.pentagon.ccr.mbx.public-affairs@mail.mil. 



 

 
July 7, 2014 

 
Dr. Rajiv Shah 
Administrator 
U.S. Agency for International Development 
 
Mr. William Hammink 
Mission Director for Afghanistan 
U.S. Agency for International Development 
 

This letter transmits the results of our audit of costs incurred by Chemonics International, Inc. (Chemonics)  
under two USAID contracts—one supporting the Accelerated Sustainable Agriculture Program (ASAP)1 and the 
other supporting the Afghanistan Stabilization Initiative (ASI).2 The audit, performed by Kearney & Company, 
P.C. covered the period November 22, 2006, through October 30, 2011, and expenditures of $132,818,195 
for ASAP, and the period June 26, 2009, through June 25, 2012, and expenditures of $119,549,834 for ASI. 
Based on the results of the audit, SIGAR recommends that the Mission Director of USAID/Afghanistan: 

1. Determine the allowability of and recover, as appropriate, $2,032,485 in questioned costs identified 
in the report. 

2. Advise Chemonics to address the report’s three internal control findings. 

3. Advise Chemonics to address the report’s five noncompliance findings. 

We will be following up with your agency to obtain information on the corrective actions taken in response to 
our recommendations. 

 

 
John F. Sopko 
Special Inspector General 
  for Afghanistan Reconstruction 
 
 
 
 
(F-024)

1 USAID contract number 306-C-00-07-00501-00 
2 USAID contract number 306-DOT-I-02-08-00033-00 
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TRANSMITTAL LETTER  
 
May 23, 2014 
 
 
 
Special Inspector General for Afghanistan Reconstruction 
2530 Crystal Drive 
Arlington, VA 22202 
 
 
To the Special Inspector General for Afghanistan Reconstruction: 
 
Kearney & Company, P.C. (referred to as “Kearney,” “we,” and “our” in this report) is pleased 
to submit this Audit Report, as required under Contract Number GS-23F-0092J, Task 
HHSP233201300469G, for Chemonics International, Inc. (Chemonics).  The Audit Report is in 
regard to Chemonics Contract Number 306-C-00-07-00501-00 for Accelerated Sustainable 
Agriculture Program (ASAP) for November 22, 2006 to October 30, 2011, and Chemonics 
Contract Number 306-DOT-I-01-08-00033-00 for Afghanistan Stabilization Initiative (ASI) for 
June 26, 2009 to June 25, 2012.   
 
We appreciate the opportunity to provide you with our Report.  When preparing the Report, we 
considered comments, feedback, and interpretations provided by the Office of the Special 
Inspector General for Afghanistan Reconstruction (SIGAR), both orally and in writing, 
throughout the audit Planning, Fieldwork, and Reporting Phases of this engagement. 
 
Thank you for providing us with the opportunity to assist SIGAR and conduct the financial audit 
of the two contracts noted above.  If any additional information is needed, please do not hesitate 
to contact me at (703) 931-5600. 
 
Sincerely, 
 

 
 
David Zavada, CPA, Partner 
Kearney & Company, P.C. 
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EXECUTIVE SUMMARY  
 
Background 
 
The Office of the Special Inspector General for Afghanistan Reconstruction (SIGAR) contracted 
Kearney & Company, P.C. (referred to as “Kearney,” “we,” and “our” in this report) to perform 
an audit of the Special Purpose Financial Statements (SPFS) of two contracts awarded to  
Chemonics International, Inc. (Chemonics) by the Unites States Agency for International 
Development (USAID).    
 
Accelerated Sustainable Agriculture Program (ASAP) – Contract No. 306-C-00-07-00501-00  
 
USAID initiated a contract to accelerate broad-based, market-led agriculture development 
capable of responding and adapting to market forces in ways that provide new economic 
opportunities for rural Afghans.  Objectives of ASAP included identification of markets, the 
commodities appropriate for the market, the required package of interventions, technologies, and 
other technical assistance for a selected commodity group or market area.  
 
The ASAP contract was awarded to Chemonics for the period of November 22, 2006 through 
March 31, 2010.  The contract was a cost plus, fixed fee contract with an initial amount of 
$61,697,007, covering the base and all option periods.  Subsequent modifications increased the 
funding to $132,673,106 and extended the period of performance to October 31, 2011. 
 
Afghanistan Stabilization Initiative (ASI) – Contract No. 306-DOT-I-02-08-00033-00 
 
The USAID, Office of Transition Initiative (OTI) initiated a three-year program in Afghanistan 
in June 2009 entitled “Afghanistan Stabilization Initiative” (ASI).  The ASI program was 
designed to build confidence and trust between the Government of the Islamic Republic of 
Afghanistan (GIRoA) and communities through the identification and implementation of small 
community improvement projects in unstable areas of Afghanistan.  
 
ASI was designed to support GIRoA in post-conflict areas through small, community-driven 
activities in order to increase the willingness and capacity of communities to cooperate and 
interact with GIRoA, and expand GIRoA’s capacity to exercise timely, credible, and responsive 
civil functions. 
 
The ASI contract was awarded to Chemonics for the period of June 26, 2009 through June 25, 
2012.  Chemonics was contracted to increase public access to information about GIRoA’s social, 
economic, and political activities and policies in Afghanistan; and create conditions that build 
confidence between communities and the GIRoA through the improvement of the economic and 
social environment in the region.  The contract was a cost plus, fixed fee contract for the amount 
of approximately $159,600,000, with modifications revising the Statement of Work (SOW) and 
decreasing the funding of the contract to $120,000,000.   
 
 
 



 
Office of the Special Inspector General for Afghanistan Reconstruction 

Chemonics International, Inc. 
  Audit Report 

 
 

   
   

2 

Objectives, Scope, and Methodology 
 
Objectives 
 
In accordance with the contract awards, the specific audit objectives of this financial statement 
audit are to: 
 

 Express an opinion on whether the SPFS for the awards presents fairly, in all material 
respects, the revenues received, costs incurred, items directly procured by the U.S. 
Government, and balances for the period audited, in conformity with the terms of the 
awards and Generally Accepted Accounting Principles (GAAP) or other comprehensive 
basis of accounting 

 Evaluate and obtain a sufficient understanding of the audited entity’s internal control 
related to the awards and assess control risk; and identify and report on significant 
deficiencies, including material internal control weaknesses 

 Perform tests to determine whether the audited entity complied, in all material respects, 
with the awards’ requirements and applicable laws and regulations; and identify and 
report on instances of material non-compliance with terms of the awards and applicable 
laws and regulations, including potential fraud or abuse that may have occurred 

 Determine and report on whether the audited entity has taken adequate corrective action 
to address findings and recommendations from previous engagements that could have a 
material effect on the SPFS. 

 
Scope 
 
Our audits of the SPFS covered the following USAID contracts awarded to Chemonics: 
 

 No. 306-C-00-07-00501-00: ASAP, for the period of November 22, 2006 through 
October 30, 2011 

 No. 306-DOT-I-02-08-00033-00: ASI, for the period of June 26, 2009 through June 25, 
2012. 

 
Our review of indirect costs was limited to determining whether the indirect rates per the 
Negotiated Indirect Cost Rate Agreement were properly applied to the direct costs, subsequently 
reported on the SPFS, correctly calculated, and appropriately charged to the U.S. Government in 
accordance with the agreement.  The scope of our audit does not include procedures to verify the 
material accuracy of Chemonics’ indirect cost rates and fixed fee rates.  These rates are subject 
to USAID oversight through an incurred cost audit.  Therefore, such information has not been 
subject to the auditing procedures beyond those designed to test the application of those 
unaudited rates in the preparation of the SPFS; accordingly, we do not express an opinion or 
provide any assurance on the rates.   
 
Our audit was conducted for the purpose of forming an opinion on the SPFS in accordance with 
the SPFS presentation requirements in Note 1.  Therefore: 
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 The Transmittal Letter and the information presented in the Table of Contents, Executive 
Summary, and Management’s Responses to Our Findings are presented for the purpose 
of additional analysis and are not required parts of the SPFS.  Such information has not 
been subject to the auditing procedures applied during the audit of the SPFS, and 
accordingly, we do not express an opinion or provide any assurance on it  

 The scope of our audit does not include procedures to verify the efficacy of the ASAP 
and ASI programs, and accordingly, we do not express an opinion or provide any 
assurance on it.  

 
Methodology 
 
We conducted our audit in accordance with Generally Accepted Government Auditing Standards 
(GAGAS), as published in the Government Accountability Office’s (GAO) Government 
Auditing Standards (GAS or “Yellow Book”).  Those standards require that we plan and perform 
our audit to obtain reasonable assurance about whether the SPFS of the costs incurred under the 
awards are free of material misstatement.  An audit includes: 
 

 Obtaining an understanding of Chemonics’ internal controls related to the award, 
assessing control risk, and determining the extent of audit testing needed based on the 
control risk assessment 

 Examining, on a test basis, evidence supporting the amounts and disclosures presented in 
the SPFS. 

 
Our audit approach enables us to redefine the audit scope as necessary, and consists of the 
following four phases:   
 
Planning Phase: Kearney developed an understanding of Chemonics and the SPFS by 
performing the following: 
 

 Analyzing and comparing booked to billed costs 
 Reviewing for changes in estimation and allocation methodologies and/or processes 
 Reviewing the financial statements and footnotes 
 Holding preliminary discussions with Chemonics personnel concerning their methods 

and processes 
 Identifying significant costs 
 Reviewing indirect rate applications 
 Identifying significant sub-contracts.   

 
Kearney also obtained the status and adequacy of the corrective actions taken based on prior 
audits for follow-up in subsequent phases.   

 
Internal Control Understanding/Evaluation Phase: Kearney performed procedures to obtain a 
sufficient understanding of the controls and compliance requirements in place over each of the 
cost categories to be tested.  The results of this phase were considered in determining the nature 
and extent of procedures to be performed in the Testing Phase.  
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Testing Phase: This phase consisted of validating transaction populations and applying various 
sampling techniques, obtaining sufficient appropriate audit evidence that provides reasonable 
assurance as to whether the SPFS and related assertions are free of material misstatement, and 
determining whether costs claimed are allowable, allocable, and reasonable.  This phase also 
consisted of testing costs incurred for compliance with the contract and applicable laws and 
regulations.   
 
Reporting Phase: In this phase, Kearney provided Chemonics’ management with an appropriate 
Management’s Representation Letter and performed wrap-up procedures designed to assess and 
confirm the completion of the audit in accordance with all relevant standards. 
 
The scope of our audit reflects our assessment of control risk and includes tests of incurred costs 
to provide a reasonable basis for our opinion.   
 
Summary of Results 
 
Opinion 
 
Kearney issued an unqualified opinion on the SPFS for ASAP, which concludes that the SPFS 
presents fairly, in material respects, the program revenues, costs incurred and fees applied, and 
resulting revenue over/(under) expenses for the indicated period in accordance with the terms of 
the agreements, and in conformity with the basis of accounting described in Note 2 of the SPFS.  
Kearney issued a qualified opinion on the SPFS for ASI, which concluded that except for the 
effects of the unsupported costs related to the Other Direct Costs (ODC) and Grants balances, the 
SPFS presents fairly, in material respects, the program revenues, costs incurred and fees applied, 
and resulting revenue over/(under) expenses for the indicated period in accordance with the 
terms of the agreements, and in conformity with the basis of accounting described in Note 2 of 
the SPFS.  The qualification resulted from a lack of sufficient, appropriate audit evidence.  This 
was partially attributable to lack of documentation as a result of a terrorist attack that destroyed 
ASI documentation.  See the Independent Auditor’s Report section of this document for our 
opinion. 
 
Questioned Costs 
 
There are two categories of questioned costs—ineligible and unsupported.  Ineligible costs are 
those costs that are deemed unallowable in accordance with the terms of the contract and 
applicable laws and regulations.  Unsupported costs are those costs for which Chemonics was 
unable to provide sufficient supporting documentation, including evidence of proper approvals, 
for Kearney to determine the accuracy and allowability of the costs.  Kearney noted a total of 
$173 in ineligible costs and $2,032,312 in unsupported costs, for a total of $2,032,485 of 
questioned costs, as shown in Table 1 below.   
 
 
 
 

 



KEARNEY& 
COMPANY 

Office of the Special Inspector General for Afghanistan Reconstruction 
Chemonics International, Inc. 

Audit Repor t 

Table] -Total Questioned Costs 

Conh·act Cost Category Questioned Schedule of Findings and 
Amount($) Responses Reference 

ASAP Allowances 43 Chemonics ASAP NFR 2014-2.4 

ODCs 164,308 Chemonics ASAP NFR 2014-2.1 
Chemonics ASAP NFR 2014-2.2 
Chemonics ASAP NFR 2014-2.4 
Chemonics ASAP NFR 2014-3 

Grants and Fees 875,146 Chemonics ASAP NFR 2014-2.3 
Chemonics ASAP NFR 2014-2.4 

Subcontracts 49,170 Chemonics ASAPNFR 2014-2.1 

Total Questioned Costs - ASAP 1,088,667 
ASI Allowances 7,764 Chemonics ASI NFR 2014-2.2 

ODCs 17,463 Chemonics ASI NFR 2014-2.1 
Chemonics ASINFR 2014-2.6 

Grants 918,357 Chemonics ASI NFR 2014-1.1 
Chemonics ASI NFR 2014-1.4 
Chemonics ASI NFR 2014-2.1 
Chemonics ASI NFR 2014-2.4 

Salaries and Wages 234 Chemonics ASI NFR 2014-1.4 

Total Questioned Costs - ASI 943,818 
Total Questioned Costs - Chemonics 2,032,485 

Internal Control Findings 

There are two categories of internal control findings-material weaknesses and significant 
deficiencies . A deficiency in internal contrnl exists when the design or operation of a control 
does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and co1Tect misstatements on a timely basis. A material weakness 
is a deficiency, or combination of deficiencies, in internal control, such that there is a reasonable 
possibility that a material misstatement of the entity' s financial statements will not be prevented, 
or detected and conected on a timely basis. A significant deficiency is a deficiency, or 
combination of deficiencies, in internal control that is less severe than a material weakness, yet 
impo1i ant enough to merit attention by those charged with governance. A SllllllllfilY of each 
catego1y of internal control findings is as follows: 

Kearney reported two material weaknesses as follows: 

1. Inadequate Review and Approval Procedures (Chemonics ASAP NFR 2014-1 , 
Chemonics ASI NFR 2014-1.1 , Chemonics ASI NFR 2014-1.2 Chemonics ASI NFR 
2014-1.3, Chemonics ASI NFR 2014-1.4, Chemonics ASI NFR 2014-1.5) 

2. Inadequate Recordkeeping (Chemonics ASAP NFR 2014-2.1, Chemonics ASAP NFR 
2014-2.2, Chemonics ASAP NFR 2014-2.3, Chemonics ASAP NFR 2014-2.4, 
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Chemonics ASI NFR 2014-2.1, Chemonics ASI NFR 2014-2.2, Chemonics ASI NFR 
2014-2.3, Chemonics ASI NFR 2014-2.4, Chemonics ASI NFR 2014-2.5, Chemonics 
ASI NFR 2014-2.6). 

 
Kearney reported one significant deficiency as follows: 
 

1.  Improper Cost Allocations (Chemonics ASAP NFR 2014-3). 
 
Compliance Findings 
 
As part of our audit of Chemonics’ SPFS, we performed tests to determine compliance with 
provisions of the contract and other laws and regulations that have a direct and material effect on 
the SPFS.  We identified the following instances of non-compliance: 
 

1. Grant Supporting Documentation was Not Provided (Chemonics ASI NFR 2014-2.4) 
2. Grant Closeout Documentation was Not Provided (Chemonics ASAP NFR 2014-2.3 and 

Chemonics ASI NFR 2014-2.5) 
3. Unexplained Discrepancies between General Ledger (GL) Balances and Grant Closeout 

and/or Supporting Documentation (Chemonics ASI NFR 2014-1.3) 
4. Competitive Bidding Documentation Not Provided (Chemonics ASAP NFR 2014-2.1 

and Chemonics ASI NFR 2014-2.1) . 
5. Improper Cost Allocations (Chemonics ASAP NFR 2014-3). 

 
Review of Prior Findings and Recommendations 
 
Kearney identified 28 findings stated in prior audit reports that could have a material effect on 
the SPFS.  Kearney inquired about whether Chemonics had implemented corrective actions plans 
(CAP) to address the findings, and subsequently determined the status and adequacy of those 
corrective actions.  Of the 28 findings, Kearney noted that Chemonics has implemented adequate 
corrective actions to address 15 findings, and that 13 have not been adequately addressed.  Of 
those not adequately addressed as part of our fieldwork, Chemonics disagreed that all 13 were 
valid audit findings; as such, Chemonics had not yet taken corrective actions toward these 
findings.  Of the 13 with which Chemonics disagrees, Kearney identified three findings as repeat 
findings, which we reported in Chemonics ASAP NFR 2014-2.1, Chemonics ASAP NFR 2014-
2.4, Chemonics ASAP NFR 2014-3, Chemonics ASI NFR 2014-2.1 and Chemonics ASI NFR 
2014-2.6.  See Appendix A of this report for a summary of the prior audit findings and the status 
of each. 
 
Summary of Chemonics’ Response to Findings 
 
Chemonics has provided a response to the findings contained in this report, which is included as 
Appendix B of this report.   
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SPECIAL PURPOSE FINANCIAL STATEMENTS 
 

Chemonics International, Inc. 
Special Purpose Financial Statement for Costs Incurred under ASAP Contract No. 306-

C-00-07-00501-00 
For the period of November 22, 2006 through October 30, 2011 

Auditor’s Questioned Costs 
Note A 

Budget 
($) 

(Audited) 

Actual 
($) 

(Audited) 

 
Notes 

(Audited) 
Ineligible 

($) 
Unsupported 

($) 
Auditor’s 

Notes  
   
Amounts paid by the U.S. Government  132,673,106 4 0 0
  
Costs Incurred and Fees:  
   Salaries and Wages 35,274,711 0 0  
   Travel and Transportation 3,597,951 0 0  
   Allowances 9,341,567 43 0 B 
   Other Direct Costs 30,669,632 0 164,308 C 
   Subcontracts 49,815,015 0 49,170 D 
   Grants and Associated Fees 4,119,319 0 875,146 E 
Total Costs Incurred and Fees 132,673,106 132,818,195 5 43 1,088,624 J 
  
Amounts Paid by the U. S. Government 
over/(under) lesser of costs incurred and 
fees or project budget 0 6 (43) (1,088,624)

 

 
The accompanying notes are an integral part of this financial statement. 
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Chemonics International, Inc.  

Special Purpose Financial Statement for Costs Incurred under ASI No. 306-
DOT-I-00-08-00033-00 

For the period of June 26, 2009 through June 25, 2012

Auditor’s Questioned Costs 
Note A 

 

Budget 
($) 

(Audited) 

Actual 
($) 

(Audited) 

 
Notes 

(Audited)
Ineligible 

($) 
Unsupported 

($) 
Auditor’s 

Notes 
       
Amounts Paid by the U.S. Government 119,549,834 4 0 0  
  
Costs Incurred and Fees:  
    Salaries and Wages 30,993,638 0 234 F 
    Travel and Transportation 3,015,421 0 0  
    Allowances 7,268,965 0 7,764 G 
    Other Direct Costs 19,851,731 130 17,333 H 
 Subtotal Costs Incurred and Fees: 61,129,755  
    Grants 26,789,790 0 918,357 I 
    Subcontracts 31,630,289 0 0  
  Subtotal Costs Incurred and Fees: 58,420,079  
Total Costs Incurred and Fees 120,000,000 119,549,834 5 130 943,688 J 
  
Amounts Paid by the U. S. Government 
over/(under) lesser of costs incurred and 
fees or project budget 0

 
 
6 (130) (943,688)

 

 
The accompanying notes are an integral part of this financial statement.  
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Chemonics International, Inc.  
Notes to the Special Purpose Financial Statements 

(Audited) 
 
Note 1. Basis of Presentation  
 
The accompanying Special Purpose Financial Statements (SPFS) include revenues and costs 
incurred under: 
 

 Accelerating Sustainable Agriculture Program (ASAP) – Contract No. 306-C-00-07-
00501-00 for the period of November 22, 2006 through October 30, 2011 

 Afghanistan Stabilization Initiative (ASI) – Contract No. 306-DOT-I-02-08-00033-00 for 
the period of June 26, 2009 through June 25, 2012. 

 
Because the SPFS for each contract present only a selected portion of the operations of 
Chemonics in Afghanistan, these SPFS do not, nor are they intended to, present the financial 
position, changes in nets assets, or cash flows of Chemonics in Afghanistan.  The information in 
these SPFS are presented in accordance with the requirements specified by the Office of the 
Special Inspector General for Afghanistan Reconstruction (SIGAR) and are specific to the 
aforementioned Federal awards.  Therefore, some of the amounts presented in these SPFS may 
differ from amounts presented in, or used in the preparation of, Chemonics’ basic financial 
statements.  
 
Note 2. Basis of Accounting  
 
The SPFS reflect the amount paid by the United States Government and the costs incurred and 
fees charged by Chemonics under the aforementioned ASAP and ASI contracts.  The SPFS for 
each contract were prepared using a comprehensive basis of accounting other than Generally 
Accepted Accounting Principles (GAAP).  The contractual basis of accounting is in compliance 
with ASAP Contract No. 306-C-00-07-00501-00 and ASI Contract No. 306-DOT-I-02-08-
00033-00.  Revenues are recognized when earned and expenses are recognized when incurred.  
Direct costs are recorded when incurred and invoiced to the Government shortly thereafter.  
Indirect costs are estimated and invoiced using established indirect rates negotiated with the 
United States Agency for International Development (USAID) and subsequently adjusted when 
actual indirect rates are established. 
 
Note 3. Foreign Currency Conversion Method 
 
Chemonics converts its expenses that were paid in local currency (Afghanis) into reporting 
currency (U.S. Dollar [USD]) by applying a Standard Exchange Rate (SER) to foreign currency 
transactions.  The SER is adjusted monthly.   
 
Note 4. Amounts Paid by the United States Government 
 
Both the ASI and ASAP contracts represent cost plus, fixed fee awards, and as such, the United 
States Government pays Chemonics as costs were incurred and fees were charged.  Any amounts 
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paid by the United States Government in excess of costs incurred and applicable fees charged in 
accordance with the respective contract represent an adjustment due to USAID. 
 
Note 5. Budget and Costs Incurred by Budget Category 
 
Because the budgets presented in the respective contracts differ from the presentation in the 
SPFS, management has only presented the total budget amount for each contract in the SPFS. 
 
For the purpose of this presentation, the actual incurred costs reported in the SPFS are reported 
fully burdened utilizing approved indirect rates as stated in the Chemonics’ Negotiated Indirect 
Cost Rate Agreement with USAID, as allowed by the respective contracts.  Fee amounts were 
allocated to the budget categories on a pro-rata basis.  This presentation differs from Chemonics’ 
usual presentation to USAID, for which the presentation displays direct costs, indirect costs, and 
fees as separate categories.  The intent of presenting the financial information as shown in this 
SPFS is to prevent disclosure of Chemonics’ proprietary indirect rates as well as the fee charged 
on the contract; disclosure could put Chemonics at a competitive disadvantage in future 
procurements.  Chemonics has not undergone incurred cost audits of its indirect rates for any 
period covered by the SPFS.  The results of the audits of the indirect rates may result in changes 
to the rates applied during the preparation of these SPFS, and consequently may result in changes 
to the incurred costs charged to the contracts.  
 
Note 6. Amounts Paid by the United States Government over/under Lesser of Costs 
Incurred and Fees or Project Budget 
 
The amounts paid by the United States Government over/under costs incurred and fees applied 
on the SPFS represents the difference between the lesser of costs incurred and fees charged by 
Chemonics and the budget of the contract amount reimbursed to Chemonics by USAID.   
 
An amount paid by the United States Government over/(under) costs incurred and fees applied of 
$0 indicates that funds are neither expected to be received by Chemonics from the Federal 
Government, nor expected to be paid to the Federal Government by Chemonics, with the 
exception of possible future indirect rate adjustments.  
 
For clarification, in the case of the ASAP contract, the total costs incurred and fees applied were 
$132,818,195.  Since this amount was in excess of the contract’s budget of $132,673,106, 
Chemonics only received $132,673,106 from the U.S. Government for this contract.  Thus, 
Chemonics does not expect to receive funds from the U.S. Government, nor does it owe funds to 
the U.S. Government, for this project, with the exception of possible future indirect rate 
adjustments.  
 
In the case of the ASI contract, the total costs incurred and fees applied were $119,549,834.  
Since this amount was less than the contract’s budget of $120,000,000, Chemonics only received 
$119,549,834 from the U.S. Government for this contract.  Thus, Chemonics does not expect to 
receive funds from the U.S. Government, nor does it owe funds to the U.S. Government, for this 
project, with the exception of possible future indirect rate adjustments.  
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Note 7. Currency 
 
All amounts are presented in USDs and have been rounded to the nearest whole USD. 
Note 8. Program Status 
 
For ASAP, all program activities are completed and all fees and costs incurred have been billed 
to USAID, with the exception of indirect rate adjustments.  
 
For ASI, all program activities are completed and all fees and costs incurred have been billed to 
USAID, with the exception of indirect rate adjustments.  
 
Note 9. Subsequent Events 
 
Chemonics’ management has performed an analysis of the activities and transactions subsequent 
to the period of performances of the ASAP and ASI SPFS as of March 25, 2014.  Chemonics has 
not undergone incurred cost audits of its indirect rates for any period covered by the SPFS.  The 
results of the audits of the indirect rates may result in changes to the rates applied during the 
preparation of these SPFS, and consequently may result in changes to the incurred costs charged 
to the contracts.  
 
 



Chemonics International, Inc. 
Notes to the Special Purpose Financial Statements 

Auditor's Notes to the Questioned Costs 

In addition to the Notes to the Financial Statements presented above associated with the 
Afghanistan Stabilization Initiative (ASI) and Accelerated Sustainable Agriculh.ue Program 
(ASAP) Special Pmpose Financial Statements (SPFS), which are the responsibility of 
Chemonics International, Inc.'s (Chemonics) management and identified with numerical 
notations, Keruney & Company, P.C. (refeITed to as "Keruney," ''we," and "our" in this repmt) 
has included the following alphabetical notations to facilitate understanding. 

Note A. Questioned Costs 

Questioned costs ru·e those costs that ru·e questioned by the auditor because of an audit finding 
potentially related to: 

1. A violation or possible violation of a provision of law regulation, contract, grant, 
cooperative agreement, or other agreement or document governing the use of Federal 
funds 

2. Where, at the time of the audit, the costs a1·e not supp01ied by adequate documentation 
3. Where the costs incuITed appear unreasonable and do not reflect the actions a prudent 

person would take in the cii·cmnstances. 

Questioned costs identified by the auditor are presented in the SPFS in two categories­
unsupported and ineligible costs. Unsupported costs are those costs that, after a full review of all 
documentation provided, the auditor has concluded are inadequately or insufficiently 
documented to determine the allowability and accuracy of costs. Ineligible costs ru·e those that 
ru·e explicitly questioned because they ru·e unreasonable, prohibited by the audited contract or 
applicable laws and regulations, or not awru·d-related. Questioned costs are fully burdened with 
applicable indii·ect rates and applicable fees assigned in the contract using the year in which the 
expense was incmrnd. 

The questioned costs repmted as unsuppo1ted costs on the SPFS are the acrual dollru·s questioned 
as a result of our testing procedures. No projected error or consideration of precision is included 
in these amounts. 

Notes B through I. Explanation of Questioned Costs 

, 

Note Line Item Questioned Cost Description Schedule of FindinJ?;s and 
Responses Reference 

B ASAP • Ineligible costs of $43 due to lodging Chemonics ASAP NFR 
Allowances costs exceeding the Deprutment of State 2014-2.4 

limitations 
C ASAP • Unsupp01ted costs of $2,148 due to a lack Chemonics ASAP NFR 

ODCs of competitive bidding documentation 2014-2.1 

12 



Note Line Item Questioned Cost Description 
Schedule of Findings and 

Responses Reference 

• Unsuppmied costs of $440 due to a lack Chemonics ASAP NFR 
of proper timekeeping documentation 2014-2.2 

• Unsupported costs of $141 027 due to a Chemonics ASAP NFR 
lack of consent to subcontract 2014-2.4 

• Unsupported costs of $794 due to a lack Chemonics ASAP NFR 
of supporting documentation 2014-2.4 

• Unsupported costs of $19,899 due to Chemonics ASAP NFR 
improper cost allocation methods 2014-3 

D ASAP Sub- • Unsupported costs of $49,170 due to a Chemonics ASAP NFR 
contrncts lack of competitive bidding 2014-2.1 

documentation 
E ASAP • Unsupported costs of $856,496 due to an Chemonics ASAP NFR 

Grants and unresolved prior year audit finding 2014-2.3 
Associated • Unsuppmted costs of $18,650 due to a Chemonics ASAP NFR 
Feed lack of approval to incw.- costs 2014-2.4 

F ASI • Unsuppmted costs of $234 due to pe1i.od Chemonics ASI NFR 
Salaii.es of performance discrepancies 2014-1.4 
and Wages 

G ASI • Unsupported costs of $7,764 due to a lack Chemonics ASI NFR 
Allowances of international travel approval 2014-2.2 

H ASI Other • Unsupported costs of $4 026 due to a lack Chemonics ASI NFR 
Direct of supp01ting documentation 2014-2.6 
Costs • Ineligible costs of $130 due to purchase Chemonics ASI NFR 
(ODC) of ineligible goods 2014-2.6 

• Unsuppmted costs of $13,307 due to a Chemonics ASI NFR 
lack of competitive bidding 2014-2.1 
documentation 

I ASI Grants • Unsupported costs of $95,844 due to costs Chemonics ASI NFR 
exceeding budgeted amounts 2014-1.4 

• Unsupported costs of $24 190 due to Chemonics ASI NFR 
insufficient invoice approvals 2014-1.1 

• Unsupported costs of $10,528 due to a Chemonics ASI NFR 
lack of Grant agreement documentation 2014-2.4 

• Unsupported costs of $787 795 due to a Chemonics ASI NFR 
lack of competitive bidding 2014-2.1 
documentation 

Note J. Auditor's Note to SPFS Budget Explanation 

Neither the ASI nor the ASAP contracts delineated costs in the budget by line item. Thus, the 
presentation of Total Costs IncmTed and Fees is presented for a compa1i.son of total budgeted 
against total actual. 

13 
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1701 Duke Street, Suite 500, Alexandria, VA 22314 
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com 

INDEPENDENT AUDITOR’S REPORT
 

To the President and Chief Executive Officer of Chemonics International, Inc. and the Special 
Inspector General for Afghanistan Reconstruction: 
 
Kearney & Company, P.C. (referred to as “Kearney,” “we,” and “our” in this report) has audited 
the Special Purpose Financial Statements (SPFS) of Chemonics International, Inc. (Chemonics) 
for Contract Number 306-DOT-I-01-08-00033-00, Afghanistan Stabilization Initiative for the 
period of June 26, 2009 through June 25, 2012 (herein referred to as the ASI contract); and for 
Contract Number 306-C-00-07-00501-00, Accelerated Sustainable Agriculture Program for the 
period of November 22, 2006 through October 30, 2011 (herein referred to as the ASAP 
contract).  The SPFS and accompanying footnote disclosures are the responsibility of 
Chemonics’ management.  Our responsibility is to express an opinion on the SPFS based on our 
audit. 
 
Except as discussed in the paragraph below, we conducted our audit of the SPFS in accordance 
with auditing standards generally accepted in the United States of America, and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States.  Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the SPFS for each contract are free of 
material misstatement.  An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the SPFS.  An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation.  We believe that our audit provides a reasonable basis for our opinion. 
 
The accompanying SPFS for each contract was prepared for the purpose of complying with 
financial statement presentation requirements for the Office of the Special Inspector General for 
Afghanistan Reconstruction (SIGAR) and reporting the amounts paid by the U. S. Government, 
costs incurred and reimbursed, and resulting amounts paid by the U. S. Government over/(under) 
the lesser of costs incurred and fees or project budget for the ASAP contract between Chemonics 
and the United States Agency for International Development (USAID), as discussed in Note 1.  
Further, as described in Note 2, the SPFS for each contract were prepared using a comprehensive 
basis of accounting other than Generally Accepted Accounting Principles (GAAP). 
 
We were unable to obtain adequate audit evidence specific to the Other Direct Costs (ODC) and 
Grants balances for the ASI contract.  Kearney noted a material amount of unsupported costs 
related to these balances.  Although the total questioned costs were not aggregately material to 
the SPFS taken as a whole, we believe that these cost categories are of particular significance to 
Chemonics and represent a substantial proportion of the SPFS.   
  
In our opinion, except for the effects of such adjustments, if any, as might have been determined 
to be necessary had we been able to examine adequate evidence regarding the ODC and Grant 
balances, the matters discussed above, the SPFS for the contracts referred to in the first 
paragraph above, present fairly, in all material respects, the amounts paid by the U. S. 
Government, costs incurred and reimbursed, and resulting amounts paid by the U. S. 
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Government over/(under) the lesser of costs incurred and fees or project budget for the indicated 
periods, in accordance with the terms of the agreements and in conformity with the basis of 
accounting described in Note 2 of the SPFS.   
 
Our audit was conducted for the purpose of forming an opinion on the SPFS in accordance with 
the SPFS presentation requirements in Note 1.  Questioned costs are those costs that are 
questioned by the auditor because of an audit finding.  Therefore: 
 

 The Transmittal Letter and the information presented in the Table of Contents, Executive 
Summary, and Management’s Responses to Our Findings are presented for the purpose 
of additional analysis and are not required parts of the SPFS.  Such information has not 
been subject to the auditing procedures applied in the audit of the SPFS; accordingly, we 
do not express an opinion or provide any assurance on it  

 The SPFS and accompanying notes are the responsibility of Chemonics’ management.  
The auditor’s questioned costs and accompanying notes are not part of the SPFS, and are 
a result of the audit procedures 

 The scope of our audit of indirect costs was limited to determining whether the indirect 
rates per the Negotiated Indirect Cost Rate Agreement were properly applied to the direct 
costs and subsequently reported on the SPFS, and does not include procedures to verify 
the material accuracy of Chemonics’ indirect cost rates and fixed fee rates, as discussed 
in Note 5.  These rates are subject to USAID oversight through an incurred cost audit.  
Therefore, such information has not been subject to the auditing procedures beyond those 
designed to test the application of those unaudited rates in the preparation of the SPFS; 
accordingly, we do not express an opinion or provide any assurance on the rates.   

 
In accordance with Government Auditing Standards, we have also issued reports, dated March 25, 
2014, on our consideration of Chemonics’ internal control over financial reporting (internal 
control) and on our tests of its compliance with certain provisions of the contract agreement and 
applicable laws and regulations.  The purpose of those reports is to describe the scope of our 
testing of internal control and compliance with certain provisions of the agreement and applicable 
laws and regulations, as well as the results of that testing, and not to provide an opinion on 
internal control or on compliance.  Those reports are an integral part of an audit performed in 
accordance with Government Auditing Standards, and should be considered in assessing the 
results of our audit. 
 

*          *          *          *          *         
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This report is intended for the information of Chemonics, USAID, and SIGAR, and is not 
intended to be and should not be used by anyone other than these specified parties.  Financial 
information in this report may be privileged.  The restrictions of 18 U.S.C. 1905 should be 
considered before any information is released to the public. 
 

 
Alexandria, Virginia 
March 25, 2014
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1701 Duke Street, Suite 500, Alexandria, VA 22314 
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com 

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
 
To the President and Chief Executive Officer of Chemonics International, Inc. and the Special 
Inspector General for Afghanistan Reconstruction: 
 
Kearney & Company, P.C. (referred to as “Kearney,” “we,” and “our” in this report) has audited 
the Special Purpose Financial Statements (SPFS) of Chemonics International, Inc. (Chemonics) 
for Contract Number 306-C-00-07-00501-00, Accelerated Sustainable Agriculture Program for 
the period of November 22, 2006 through October 30, 2011 (herein referred to as the ASAP 
contract); and for Contract Number 306-DOT-I-01-08-00033-00, Afghanistan Stabilization 
Initiative for the period of June 26, 2009 through June 25, 2012 (herein referred to as the ASI 
contract), and have issued our Independent Auditor’s Report dated March 25, 2014.  Except as 
discussed in that report, we conducted our audit in accordance with auditing standards generally 
accepted in the United States of America, and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the United 
States.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the SPFS and accompanying footnote disclosures are free of material 
misstatement. 
 
Chemonics’ management is responsible for establishing and maintaining internal control.  In 
fulfilling this responsibility, estimates and judgments made by management are required to 
assess the expected benefits and related costs of internal control policies and procedures.  The 
objectives of internal control are to provide Chemonics’ management with reasonable, but not 
absolute, assurance that the assets are safeguarded against loss from unauthorized use or 
disposition; transactions are executed in accordance with Chemonics management’s 
authorization and in accordance with the terms of the agreements; and transactions are recorded 
properly to permit the preparation of the SPFS in conformity with the basis of accounting 
described in Note 2 to the SPFS.  Because of inherent limitations in internal control, errors or 
fraud may nonetheless occur and not be detected.  Also, projection of any evaluation of the 
structure to future periods is subject to the risk that procedures may become inadequate due to 
changes in conditions, or that the effectiveness of the design and operation of policies and 
procedures may deteriorate. 
 
In planning and performing our audit of the SPFS, Kearney considered Chemonics’ internal 
control over financial reporting (internal control) by obtaining an understanding of the design 
effectiveness of Chemonics’ internal controls, determining whether controls had been placed in 
operation, assessing the control risk, and performing tests of Chemonics’ controls as a basis for 
designing our auditing procedures for the purpose of expressing our opinion on the SPFS, and not 
to provide an opinion on the internal controls.  Accordingly, we do not express an opinion on the 
effectiveness of Chemonics’ internal control. 
 
Our consideration of internal control was for the limited purpose described in the preceding 
paragraph and was not designed to identify all deficiencies in internal control that might be 
significant deficiencies or material weaknesses; therefore, there can be no assurance that all 
deficiencies, significant deficiencies, or material weaknesses have been identified.  However, as 
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described in the accompanying Schedule of Findings and Responses, we identified certain 
deficiencies in internal control that we consider to be material weaknesses or significant 
deficiencies. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct misstatements on a timely basis.  A material weakness is a 
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable 
possibility that a material misstatement of the entity’s financial statements will not be prevented, 
or detected and corrected on a timely basis.  We consider the two deficiencies described in the 
accompanying Schedule of Findings and Responses, Table 3, to be material weaknesses. 
 
A significant deficiency is a deficiency or a combination of deficiencies in internal control that is 
less severe than a material weakness, yet important enough to merit attention by those charged 
with governance.  We consider the one deficiency described in the Schedule of Findings and 
Responses, Table 4, to be a significant deficiency.  
 
Additionally, Chemonics’ management has given its response to the findings presented in our 
report.  We did not audit Chemonics’ response to the findings, and accordingly, we do not express 
an opinion on it.      
 
This report is intended solely for the information and use of Chemonics, the United States 
Agency for International Development (USAID), and the Special Inspector General for 
Afghanistan Reconstruction (SIGAR), and is not intended to be and should not be used by 
anyone other than these specified parties.  Financial information in this report may be privileged.  
The restrictions of 18 U.S.C. 1905 should be considered before any information is released to the 
public.   
 

 
Alexandria, Virginia 
March 25, 2014
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1701 Duke Street, Suite 500, Alexandria, VA 22314 
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com 

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE
 

To the President and Chief Executive Officer of Chemonics International, Inc. and the Special 
Inspector General for Afghanistan Reconstruction: 
 
Kearney & Company, P.C. (referred to as “Kearney,” “we,” and “our” in this report) has audited 
the Special Purpose Financial Statements (SPFS) of Chemonics International, Inc. (Chemonics) 
for Contract Number 306-C-00-07-00501-00, Accelerated Sustainable Agriculture Program for 
the period of November 22, 2006 through October 30, 2011, (herein referred to as the ASAP 
contract); and for Contract Number 306-DOT-I-01-08-00033-00, Afghanistan Stabilization 
Initiative for the period of June 26, 2009 through June 25, 2012 (herein referred to as the ASI 
contract) and have issued our Independent Auditor’s Report dated March 25, 2014.  Except as 
discussed in that report, we conducted our audit in accordance with auditing standards generally 
accepted in the United States of America, and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the United 
States.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the SPFS is free of material misstatement resulting from violations of 
agreement terms, and laws and regulations that have a direct and material effect on the 
determination of the SPFS amounts.  Chemonics’ management is responsible for compliance 
with agreement terms and applicable laws and regulations.   
 
As part of obtaining reasonable assurance about whether the SPFS for each contract are free of 
material misstatement, we performed tests of Chemonics’ compliance with certain provisions of 
agreement terms, and applicable laws and regulations.  However, our objective was not to 
provide an opinion on overall compliance with such provisions.  Accordingly, we do not express 
such an opinion. 
 
The results of our tests of compliance with certain provisions of agreement terms and applicable 
laws and regulations disclosed five instances of non-compliance, described in the accompanying 
Schedule of Findings and Responses, Table 5, that are required to be reported under Government 
Auditing Standards.     
  
Auditors must plan and perform the audit to obtain sufficient appropriate audit evidence for 
obtaining reasonable assurance about whether the financial statements are free of material 
misstatement (whether caused by error or fraud).  The results of our tests of compliance with 
certain provisions of agreement terms, and applicable laws and regulations did not disclose any 
instances of fraud or abuse.  However, our objective was not to provide an opinion on instances 
of fraud.  Accordingly, we do not express such an opinion. 
 
Additionally, Chemonics’ management has given its response to the findings presented in our 
report.  We did not audit Chemonics’ response to the findings, and accordingly, we do not express 
an opinion on it.      
 

*          *          *          *          *           
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This report is intended solely for the information and use of Chemonics, the United States 
Agency for International Development (USAID), and the Special Inspector General for 
Afghanistan Reconstruction (SIGAR), and is not intended to be and should not be used by 
anyone other than these specified parties.  Financial information in this report may be privileged.  
The restrictions of 18 U.S.C. 1905 should be considered before any information is released to the 
public.   
 

 
Alexandria, Virginia 
March 25, 2014
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Office of the Special Inspector General for Afghanistan Reconstruction 
Chemonics International, Inc. 

Audit Report 

SCHEDULE OF FINDINGS AND RESPONSES 

Kearney & Company, P.C. (refened to as "Kearney," "we," and "our" in this repo1i) noted 
individual control deficiencies that, in the aggregate, resulted in two material weaknesses, as 
shown in Table 3 below; one significant deficiency, as shown in Table 4 below; and instances of 
non-compliance, as noted in Table 5 below. 

Material Weaknesses 
The individual control deficiencies that contributed to the material weaknesses identified below 
are documented in the Condition sections of the referenced Notifications of Finding and 
Responses (NFR), and are sUlillilarized and referenced here accordingly. 

Specific to the Other Direct Costs (ODC) and the subcontractor balances for both the 
Afghanistan Stabilization Initiative (ASI) and Accelerated Sustainable Agriculhlre Program 
(ASAP) contracts, and the Salaries and Grants balance for the ASI contract, Kearney noted a 
significant amount of internal control issues, that when taken considered aggregately, indicate a 
reasonable possibility that a material misstatement of the entity' s financial statements will not be 
prevented, or detected and conected on a timely basis. 

Table 3 - Material Weaknesses 

Deficiency Summary 
Schedule of Findings and 

Responses Reference 
Material Weakness #1- Inadequate Review and Approval Procedures: Chemonics 
International, Inc. (Chemonics) did not have adequate internal review and approval procedures in 
place during the periods under audit 
• Relevant suppo1iing documentation for Grants was not Chemonics ASAP NFR 2014-1 

properly approved, resulting in unsuppo1ied costs of Chemonics ASI NFR 2014-1.1 
$24,190. Multiple other exceptions were noted due to 
inadequately approved grants and ODC documentation 

• Control deficiencies were noted due to inadequate review Chemonics ASI NFR 2014-1.4 
procedures over Grants and Payroll, resulting in 
unsupported costs of $96,078 . Additional exceptions were 
noted due to a transliteration issue and an exchange rate 
issue 

• Grant closeout documentation was not properly reviewed, Chemonics ASI NFR 2014-1.3 
resulting in unexplained discrepancies between general 
ledger (GL) balances and suppmting documentation for 
Grants 

• Inadequate review and approval procedures led to Chemonics ASI NFR 2014-1.2 
unprevented/undetected clerical enors pertaining to Payroll 
and Grants transactions 

• Grants and subcontractor documentation was not properly Chemonics ASI NFR 2014-1.5 
reviewed resulting in timing issues for approvals and 
creation of aQ:reement documentation 
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Deficiency Summary 
Schedule of Findings and 

Responses Reference 
Material Weakness #2 - Inadequate Recordkeeping: Chemonics was unable to provide 
adequate suppo1ting documentation as the required documentation to support the controls, and 
in some instances the costs incurred, was unavailable or did not exist 

• Lack of c.ompetitive bidding documentation for Grants and Chemonics ASAP NFR 2014-
ODCs resulted in unsupported costs of $801 ,102, and lack 2.1 
of competitive bidding documentation for subcontractors Chemonics ASI NFR 2014-2.1 
and ODCs resulted in unsupp01ted costs of $51 ,318 

• Lack of documentation to support the adequate closeout of Chemonics ASAP NFR 2014-
a Grant resulted in unsuppoited costs of $856,496. Two 2.3 
other exceptions were noted due to lack of closeout Chemonics ASI NFR 2014-2.5 
documentation 

• Control deficiencies were noted due to lack of supporting Chemonics ASAP NFR 2014-
documentation for Grants, Allowances, and ODCs 2.4 
resulting in unsupp01ted costs of $160,471 and ineligible Chemonics ASI NFR 2014-2.6 
costs of $43, and for Grants and ODCs resulting in 
unsupp01ted costs of $4,026 and ineligible costs of $130. 
One other exception was noted in which a subcontractor 
period of performance was not extended but the 
overru·ching Grant agreement was extended 

• Lack of documentation to supp01t the Grant agreement for Chemonics ASI NFR 2014-2.4 
Grants costs incurred resulted in unsupported costs of 
$10,528. Three other exceptions were noted related to lack 
of supporting documentation for Grant costs incU1Ted 

• Lack of documentation to suppo11 the approval of Chemonics ASI NFR 2014-2.2 
international travel for allowance costs incurred resulted in 
unsupp01ted costs of $7 764. An additional exception was 
noted where an approved expense rep011 was not provided 
to supp011 the approval of travel costs incuITed. 

• Lack of documentation to supp011 the costs incurred and/or Chemonics ASAP NFR 2014-
receipt of goods/services for ODCs resulted in unsuppolied 2.2 
costs of $440. Fom other exceptions were noted in which Chemonics ASI NFR 2014-2.3 
proper documentation to support the receipt of goods was 
not provided 

* * * * * 

Significant Deficiency 
The individual control deficiencies that contributed to the significant deficiency identified below 
are docmnented in the Condition sections of the referenced NFR, and are summarized and 
referenced here accordingly. 

22 



KEARNEY& 
COMPANY 

Office of the Special Inspector General for Afghanistan Reconstruction 
Chemonics International, Inc. 

Audit Report 

, 

D fi . S Schedule of Findings and 
e 1c1ency ummarv 

· Responses Reference 
Significant Deficiency #1 - Improper Cost Allocations: Chemonics used improper accounting 
methods to allocate Rest and Relaxation (R&R), Regional Rest Break (RRB), and other vacation 
costs incurred by an employee 
• Costs associated with R&R, RRB, and other vacation costs Chemonics ASAP NFR 2014-3 

for an employee were charged solely to the ASAP contract; 
however, the employee worked on multiple projects 
throughout this time and the costs should have been 
allocated equitably, resulting in unsupp011ed costs of 
$19,899. As an allocation methodology was not 
determined, the entire amount of related costs were 
questioned. 

* * * * * 

Non-compliance and Other Matters 
The individual control deficiencies that contributed to the non-compliance and other matters 
identified below are documented in the Condition sections of the referenced NFR, and are 
summarized and referenced here accordingly. 

I 

Instance of Non-compliance Schedule of Findings and 
Responses Reference 

Grants supp011ing documentation not provided Chemonics ASI NFR 2014-2.4 
Grants closeout documentation not provided Chemonics ASI NFR 2014-2.5 

Chemonics ASAP NFR 2014-
2.3 

Unexplained discrepancies between GL balances and Grants Chemonics ASI NFR 2014-1.3 
closeout documentation 
Competitive bidding documentation not provided Chemonics ASI NFR 2014-2.1 

Chemonics ASAP NFR 2014-
2.1 

Improper cost allocations Chemonics ASAP NFR 2014-3 
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Condition: Inadequate Chemonics International, Inc. (Chemonics) internal processes over 
Accelerated Sustainable Agriculture Program (ASAP) transactions occmring between November 
22, 2006 and October 31 , 2011 resulted in control deficiencies, which are described in further 
detail below. The dollar values reported in this finding are whole United States Dollars (USD) 
fully bmdened using the rates per Chemonics' Negotiated Indirect Cost Rate Agreement and 
other Televant fees to the contract. 

Relevant supporting documentation pe11aining to Grants was not properly approved by 
superviso1y Chemonics personnel in the following instance: 

• Grants: For a total of 10 instances related to one Grant, a Grant modification was not 
signed and agreed to by Chemonics and the grantee until after the effective date; 
however, additional documentation provided sufficiently supp011ed the costs. These 
instances did not result in questioned costs. 

Cause: Chemonics did not have adequate internal control processes, specifically related to the 
review and approval of transactions, in place during the period under audit to ensm·e 
documentation was reviewed and approved as appropriate, and was timely and adequately 
maintained to support incurred costs. 

Criteria: Per the Government Accountability Office's (GAO) Standards for Internal Control in 
the Federal Government, dated November 1999: 

"Transactions should be promptly recorded to maintain their relevance and value to 
management in controlling operations and making decisions. This applies to the entire 
process or life cycle of a transaction or event from the initiation and authorization 
through its final classification in su1Il1Ilaty records. In addition control activities help to 
ensure that all transactions are completely and accurately recorded." 

The Committee ofSponsoring Organizations of the Treadway Commission (COSO) , Internal 
Control - Integrated Framework, Chapter 7, Control Activities, Principle 10 states, "The 
organization selects and develops control activities that contribute to the mitigation of risks to the 
achievement of objectives to acceptable levels." 

The COSO, Internal Control - Integrated Framework, Chapter 7 Control Activities, Principle 10, 
Subsection Business Process Control Activities states, "Accuracy - Transactions are recorded at 
the conect amount in the account ( and on a timely basis) as each stage of processing." 

Effect: Internal controls, in some instances, may not be operating effectively to prevent or detect 
material misstatements. 

Recommendation #1: Kearney & Company, P.C. (refened to as "Kearney," "we," and "our" in 
this rep01i) recommends that Chemonics improve procedures to ensure that proper reviews and 

24 



 
Office of the Special Inspector General for Afghanistan Reconstruction 

Chemonics International, Inc. 
  Audit Report 

 
 

   
   

25 

approvals are performed and adequately documented with sufficient support for all contract costs 
incurred. 
 
Management’s Response: 
 
Chemonics’ management provided an overall response to the audit report and specific responses 
to each individual finding.  The full text of Chemonics’ response is included in Appendix B to 
this report. 
 
Auditor’s Evaluation of Management’s Response: 
 
Kearney has provided an evaluation of Management Response in Appendix C.  
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Chemonics ASAP NFR 2014-2 

Condition: Chemonics ' internal processes did not produce or retain sufficient documentation for 
ASAP trnnsactions occuni.ng between November 22 2006 and October 31 , 2011 , resulting in 
control deficiencies and a total of $1 ,068,768 in questioned costs ($1,068,725 unsuppmted and 
$43 ineligible), which are described in futther detail below. The dollar values reported in this 
finding are whole USD fully burdened using the rates per Chemonics' Negotiated Indirect Cost 
Rate Agreement and other relevant fees to the contract. 

ASAP NFR 2014-2.1- Competitive Bidding Documentation 

Chemonics did not provide sufficient documentation to evidence that competitive bidding 
procedures were followed when required, in the following instances: 

• Subcontracts: For two instances related to one subc.ontract, one in 2009 and one in 2010, 
sufficient bidding documentation was not provided to support the fair value assessment 
and was not documented prior to the award. While a monthly report was provided, it did 
not suppmi the vendor nor the ex edienc of the vendor chosen, resultino in unsu orted 
costs of$49,170. 

• ODCs: For one instance in 2008, sufficient bidding documentation was not provided to 
su ort the fair market value of the costs, resultin in unsupported costs of $2,148. 11 

ASAP NFR 2014-2.2 - Timesheets, Receiving Reports, and Invoices 

Chemonics could not provide sufficient documentation to support costs incurred and/or receipt of 
goods/services for Grants and ODCs, in the following instances: 

• For two instances in 2007 for Grants, documentation to evidence receipt of 
goods/services was not provided until well after the costs were incuned 

• For one instance in 2007 for ODCs, timesheets or other evidence that the intended 
recipients of the a ents received a ent was not rovided, resultino in unsuppo1ted 
costs of $440. 

• For four instances for ODCs, evidence that the goods were received was provided; 
however, an exception was noted as receipt of goods prior to payment was not provided. 

ASAP NFR 2014-2.3 - Grant Closeout Documentation 

The Grant Completion Ce1tificate and other related closeout documentation, as required by the 
Chemonics Grants Manual to suppmt the closeout of the Grant agreement, was not provided in 
the following instances: 

• In 20 instances, adequate Grant closeout documentation was not provided, including the 
completion certificate, thus not allowing for completion of a reconciliation between the 
general ledger (GL) and the completion ce1tificate, resulting in a control issue and no 
questioned costs 
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 In ten instances related to one grant, the audit report received for the grantee indicated 
questioned costs.  Based on the questioned costs as a result of a previous audit, costs 
associated to the grantee were deemed unsupported in the amount of $856,496.   

 
 
ASAP NFR 2014-2.4 – Miscellaneous 
 
Chemonics could not provide sufficient documentation to support costs incurred for Grants, 
Allowances, and ODCs in the following instances: 
 

 An instance for Grants was noted in which neither a Grant agreement nor a work plan, 
which was to serve as a Grant agreement, was provided, resulting in unsupported costs of 
$18,650.   

 An instance for Allowances was noted in which lodging was claimed in excess of the 
Department of State (DOS) limit.  United States Agency for International Development 
(USAID) approval was not provided to support the lodging amount exceeding the DOS 
limit, resulting in ineligible costs of $43.   

 
 An instance for ODCs was noted in which consent to subcontract for Modifications 2 and 

3 was not provided, resulting in unsupported costs of $141,027.   
 

 An instance for ODCs was noted in which no supporting documentation was provided, 
resulting in unsupported costs of $794.   

 
 
Cause: Chemonics was unable to provide adequate supporting documentation because the 
required documentation to support the controls, and in some instances the costs incurred, was 
unavailable or did not exist.  Due to records maintenance and retention practices in place during 
the contract period, Chemonics’ records are maintained in hard copy, which further complicates 
Chemonics’ ability to provide sufficient, timely supporting documentation. 
 
Criteria: Per the Federal Acquisition Regulation (FAR), Subpart 13.0, Simplified Acquisition 
Procedures, Section 13.003, “Policy”: 
 

“(a) Agencies shall use simplified acquisition procedures to the maximum extent 
practicable for all purchases of supplies or services not exceeding the simplified 
acquisition threshold (including purchases at or below the micro-purchase 
threshold). This policy does not apply if an agency can meet its requirement using— 
(1) Required sources of supply under Part 8 (e.g., Federal Prison Industries, 

Committee for Purchase from People Who are Blind or Severely Disabled, and 
Federal Supply Schedule contracts); 

(2) Existing indefinite delivery/indefinite quantity contracts; or 
(3) Other established contracts. 

(b)(1) Each acquisition of supplies or services that has an anticipated dollar value 
exceeding $3,000 ($15,000 for acquisitions as described in 13.201(g)(1)) and not 
exceeding $100,000 ($250,000 for acquisitions described in paragraph (1) of the 
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Simplified Acquisition Threshold definition at 2.101) is reserved exclusively for 
small business concerns and shall be set aside (see 19.000 and Subpart 19.5). 
See 19.000(b) and 19.502-2 for exceptions.” 

 
Per the FAR, Subpart 13. 1, Procedures, Section 13.104, “Promoting Competition”: 

 
“The contracting officer must promote competition to the maximum extent practicable to 
obtain supplies and services from the source whose offer is the most advantageous to the 
Government, considering the administrative cost of the purchase. 

(a) The contracting officer must not— 
(1) Solicit quotations based on personal preference; or 
(2) Restrict solicitation to suppliers of well-known and widely distributed 
makes or brands. 

(b) If using simplified acquisition procedures and not providing access to the 
notice of proposed contract action and solicitation information through the 
Governmentwide point of entry (GPE), maximum practicable competition 
ordinarily can be obtained by soliciting quotations or offers from sources 
within the local trade area. Unless the contract action requires synopsis 
pursuant to 5.101 and an exception under 5.202 is not applicable, consider 
solicitation of at least three sources to promote competition to the maximum 
extent practicable. Whenever practicable, request quotations or offers from two 
sources not included in the previous solicitation.” 

 
Per the Federal Acquisition Regulation (FAR), Subpart 13.106, Soliciting Competition, 
Evaluation of Quotations or Offers, Award and Documentation, Section 13.106-3, “Evaluation 
of Quotations or Offer”: 
 

“(a) Considerations. In soliciting competition, the contracting officer shall consider 
the guidance in 13.104 and the following before requesting quotations or offers: 

(2) If only one response is received, include a statement of price reasonableness in the 
contract file. The contracting officer may base the statement on— 
(i) Market research; 
(ii) Comparison of the proposed price with prices found reasonable on previous 

purchases; 
(iii) Current price lists, catalogs, or advertisements. However, inclusion of a price 

in a price list, catalog, or advertisement does not, in and of itself, establish 
fairness and reasonableness of the price; 

(iv) A comparison with similar items in a related industry; 
(v) The contracting officer’s personal knowledge of the item being purchased; 
(vi) Comparison to an independent Government estimate; or 
(vii) Any other reasonable basis.” 

 
Per FAR, Subpart 13.104, Promoting Competition: 
 

“(b) If using simplified acquisition procedures and not providing access to the notice 
of proposed contract action and solicitation information through the Governmentwide 
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point of entry (GPE), maximum practicable competition ordinarily can be obtained by 
soliciting quotations or offers from sources within the local trade area.  Unless the 
contract action requires synopsis pursuant to 5.101 and an exception under 5.202 is 
not applicable, consider solicitation of at least three sources to promote competition 
to the maximum extent practicable.  Whenever practicable, request quotations or 
offers from two sources not included in the previous solicitation.” 

 
Per FAR, Subpart 6.1, Full and Open Competition, Section 6.101, “Policy”: 
 

“(a) 10 U.S.C. 2304 and 41 U.S.C. 253 require, with certain limited exceptions (see 
Subparts 6.2 and 6.3), that contracting officers shall promote and provide for full and 
open competition in soliciting offers and awarding Government contracts. 

  (b) Contracting officers shall provide for full and open competition through use of the 
competitive procedure(s) contained in this subpart that are best suited to the 
circumstances of the contract action and consistent with the need to fulfill the 
Government’s requirements efficiently (10 U.S.C. 2304 and 41 U.S.C. 253).” 

 
Per FAR, Subpart 31.2, Contracts With Commercial Organizations, Section 31.201-2 (d), 
“Determining Allowability”: 

 
“A contractor is responsible for accounting for costs appropriately and for maintaining 
records, including supporting documentation, adequate to demonstrate that costs 
claimed have been incurred, are allocable to the contract, and comply with applicable 
cost principles in this subpart and agency supplements.  The contracting officer may 
disallow all or part of a claimed cost that is inadequately supported.” 

 
Per the Code of Federal Regulations (CFR), Section 226.53, Retention and Access Requirements 
for Records: 
 

“(a) This section sets forth requirements for record retention and access to records for 
awards to recipients. USAID shall not impose any other record retention or access 
requirements upon recipients. 
(b) Financial records, supporting documents, statistical records, and all other records 
pertinent to an award shall be retained for a period of three years from the date of 
submission of the final expenditure report or, for awards that are renewed quarterly or 
annually, from the date of the submission of the quarterly or annual financial report, as 
authorized by USAID.” 
 

Per CFR, Section 226.71, Closeout Procedures: 
 

“(a) Recipients shall submit, within 90 calendar days after the date of completion of the 
award, all financial, performance, and other reports as required by the terms and 
conditions of the award. USAID may approve extensions when requested by the 
recipient. 
(b) Unless USAID authorizes an extension, a recipient shall liquidate all obligations 
incurred under the award not later than 90 calendar days after the funding period or the 
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date of completion as specified in the terms and conditions of the award or in agency 
implementing instructions.” 

 
Per the Automated Directives System (ADS), Chapter 303, Grants and Cooperative Agreements 
to Non-Governmental Organizations, Section 303.3.13, “The Award Process and Elements of an 
Award”: 
 

“Before the award is signed, the AO must ensure that all of the elements of a legally  
binding agreement are present.  These are:  
 

 Competent parties,  
 Proper subject matter,  
 Sufficient consideration,  
 Mutual understanding, and  
 Agreement on the terms of the assistance instrument.” 

 
The Chemonics’ USAID-approved Grants Manual states, “If the completion report is deemed 
acceptable and all other requirements have been met, the grants manager will prepare a 
Completion Certificate, which upon signature by the recipient and ASAP-Chemonics COP 
serves to formally close the grant file.” 
 
Per Chemonics’ Procurement Guidelines for the Accelerating Sustainable Agriculture Program 
(ASAP) in Afghanistan, Section IV, “Local Procurement Procedures, C, Direct Contract 
Procedures”:  

 
“Procurements of commodities and services within the host country which are undertaken 
directly by USAID or its contractors shall be in accordance with the requirements of 
FAR/AIDAR.  Grants and cooperative agreements are subject to the procurement 
standards in those agreements.” 

 
The Chemonics’ Procurement Guidelines for the Accelerating Sustainable Agriculture Program 
(ASAP) in Afghanistan, Section IV, “Local Procurement Procedures, G, Simplified Acquisition 
Procedures” states: 
 

“Most local procurement can be done by ‘Simplified Acquisition’ Procedures (up to 
$100,000): 
 

Transaction Value  Procedure 
1. $500 and below*  May purchase without quotations.  Make sure price is 

reasonable.  
2. Over $500 - $100,000 Issue solicitation document with clear requirements, 

specifications and evaluation criteria.  At least three 
(3) quotations required.” 

 
Per Chemonics’ Procurement Guidelines for the Accelerating Sustainable Agriculture Program 
(ASAP) in Afghanistan, Section IV, “Local Procurement Procedures, I, Document the Award”:  
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“Document the award for the files.  Show that:  

1. Offers were properly solicited and/or advertised.  
2. Offers were properly submitted.  
3. Necessary waivers, approvals, and authorizations were obtained.  
4. Competition requirements were met or lack of competition was justified.”  

 
Effect: The conditions noted above, in regard to lack of supporting documentation, may result in 
the following: 
 

 Increased risk that costs incurred are greater than the fair market value, and/or the 
Government does not receive the best value for procured goods/services when a 
contractor lacks sufficient competitive bidding documentation 

 Increased risk that the work was not completed by the grantee or the costs claimed were 
not accurate due to lack of sufficient closeout documentation  

 Increased likelihood or frequency that other miscellaneous costs incurred are unallowable 
because relevant documentation was not provided.      

 
Recommendation #2: Kearney recommends that Chemonics either provide the necessary 
supporting documentation or reconciliation to USAID in support of their contract closeout 
procedures, or return the questioned amount of $1,068,768 based on lack of supporting 
documentation or explanations for the variances identified. 
 
Recommendation #3: Kearney recommends that Chemonics improve procedures to ensure that 
adequate documentation is maintained and readily available to support all costs incurred.   
 
Management’s Response: 
 
Chemonics’ management provided an overall response to the audit report and specific responses 
to each individual finding.  The full text of Chemonics’ response is included in Appendix B to 
this report. 
 
Auditor’s Evaluation of Management’s Response: 
 
Kearney has provided an evaluation of Management Response in Appendix C to this report.  
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Condition: Chemonics ' internal processes did not account for the allocation of costs to the 
appropriate ASAP cost objective for transactions between November 22, 2006 and October 30, 
2011 , resulting in non-compliance and a total of $19,899 unsupp011ed costs, which are described 
in fm1her detail below. The dollar values reported in this finding are whole USDs fully burdened 
using the rates per Chemonics ' Negotiated Indirect Cost Rate Agreement and other relevant fees 
to the contract. 

Between November 2007 and Febrnaiy 2010 the rest and relaxation costs within ODCs for an 
employee were chai·ged directly to the ASAP cost objective, although the employee ' s direct 
sala1y was spread across four contracts and seven Contract Line Item Numbers (CLIN). 
Chemonics did not implement proper accounting methods to ensure that costs were app~iately 
recorded to the ro er contracts and CLINs, resultin in unsupp011ed costs of $19,899 . • 

Cause: Chemonics incon.-ectly interpreted the FAR and concluded that Rest and Relaxation 
(R&R) costs could be charged to the employee ' s default project assignment, even though the 
employee worked on multiple assignments. Chemonics did not have adequate internal review 
processes or other internal controls in place during the period under audit to ensure that 
accounting interpretations were fully justified and in compliance with guidance, specifically 
FAR. 

Criteria: Per FAR, Subpa11 31 .2, Contracts With Commercial Organizations, Section 31.201-4, 
"Determining Allocability": 

"A cost is allocable if it is assignable or chai·geable to one or more cost objectives on the 
basis of relative benefits received or other equitable relationship. Subject to the 
foregoing, a cost is allocable to a Government contract if it-

( a) Is incmTed specifically for the contract; 
(b) Benefits both the contract and other work, and can be distributed to them in 

reasonable prop011ion to the benefits received; or 
( c) Is necessaiy to the overall operation of the business, although a direct 

relationship to any paiiicular cost objective cannot be shown." 

Per FAR, issued March 2005 by the General Services Administration (GSA), Depa11ment of 
Defense (DoD) and the National Aeronautics and Space Administration (NASA), Section 
31.202, "Direct Costs, (a)": 

''No final cost objective shall have allocated to it as a direct cost any cost, if other costs 
incuned for the same purpose in like circumstances have been included in any indirect 
cost pool to be allocated to that or any other final cost objective. Direct costs of the 
contract shall be chai·ged directly to the contrnct. All costs specifically identified with 
other fmal cost objectives of the contractor are direct costs of those cost objectives and 
are not to be charged to the contract directly or indirectly." 
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Per FAR, issued March 2005 by GSA, DoD, and NASA, Section 31.203, “Indirect Costs, (b)”: 
 

“After direct costs have been determined and charged directly to the contract or other 
work, indirect costs are those remaining to be allocated to intermediate or two or more 
final cost objectives.  No final cost objective shall have allocated to it as an indirect cost 
any cost, if other costs incurred for the same purpose, in like circumstances, have been 
included as a direct cost of that or any other final cost objective.” 
 

Effect: The condition noted above, in regard to misallocation of costs, results in costs being 
misallocated and incorrectly charged to the ASAP cost objective and other cost objectives being 
incorrectly undercharged.   
 
Internal controls, in some instances, may not be operating effectively to prevent or detect 
material misstatements.    
  
Recommendation #4:  Kearney recommends that Chemonics improve procedures to ensure that 
all direct charges to cost objectives are proper and in accordance with FAR and other 
requirements.   
 
Recommendation #5: Kearney also recommends that Chemonics return any or all of the 
questioned $19,899 that remains unallowable based on the re-allocation of costs. 
 
Management’s Response: 
 
Chemonics’ management provided an overall response to the audit report and specific responses 
to each individual finding.  The full text of Chemonics’ response is included in Appendix B to 
this report. 
 
Auditor’s Evaluation of Management’s Response: 
 
Kearney has provided an evaluation of Management Response in Appendix C to this report.  
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Condition: Inadequate Chemonics internal processes over Afghanistan Stabilization Initiative 
(ASI) transactions occmring between June 26, 2009 and June 25, 2012 resulted in control 
deficiencies and a total of $120 268 in unsupp011ed costs, which are described in fm1her detail 
below. The dollar values repo1ted in this finding are whole USDs fully bmdened using the rates 
per Chemonics' Negotiated Indirect Cost Rate Agreement and other relevant fees to the contract. 

AS! NFR 2014-1.1-Insufficient Approvals 

Relevant supporting documentation pertaining to Grants and ODCs was not properly approved 
by supervisory Chemonics personnel in the following instances: 

• Grants: Instances of insufficient approval related to Grant and subcontract agreements, 
modifications, Memorandum of Negotiation, Clearance Fonns, Completion Ce11ificates, 
and closeout documentation, specifically: 

Six instances related to three Grants in which the Memorandum of Negotiation was 
not signed 
91 instances related to 76 Grants in which the Memorandum of Negotiation was 
signed after the stm1 date of the Grant agreement 
20 instances related to 15 Grants in which the Grant closeout documentation was not 
signed for more than one year after the end of the Grant agreement 
41 instances related to 36 Grants in which USAID approval was not provided for the 
Grant closeout 
75 instances related to 61 Grants in which the Grant agreement was not signed until 
after the sta11 date of the Grant 
44 instances related to 36 Grants in which the Grant modification was signed after the 
start date of the modification 
17 instances related to 12 Grants in which the Grant modification was not signed 
Two instances related to two Grants in which the subcontract agreement was not 
signed 
16 instances related to 15 Grants in which the Grant Clearance Fom1 was not signed 
until after the strut date of the Grant agreement 
10 instances related to seven Grants in which the Grant Completion Ce1tification was 
not signed by the grantee 
10 instances related to seven Grants in which the subcontract modification was not 
appropriately signed by all paities until after the effective date of the modification 
One instance related to one Grant in which the Grant Clearance Form was not 
approved by USAID 
20 instances related to 10 Grants and one subcontrnctor that implemented 13 Grants 
in which the subcontract agreement not appropriately signed by all patties until after 
the start date of the agreement 

• Grants: Instances of insufficient approval(s) of payment related supp01ting 
documentation: 
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- One instance in which the invoice was not properly approved by appropriate 
Chemonics personnel, resulting in unsupported costs of $24,190.   

 
- Two instances in which the Purchase Order (PO) was not approved until after the 

delivery of goods occurred 
 ODCs: Instances of insufficient approval were noted: 

- For one instance in 2009, the expense report was not approved.  As costs were 
sufficiently supported, this exception did not result in questioned costs 

- For one instance, the PO was approved after the invoice and delivery of the goods.  
As the goods were received and the costs were sufficiently supported, this exception 
did not result in questioned costs. 

 
ASI NFR 2014-1.2 – Clerical Issues  
 
Clerical errors were not prevented or detected by Chemonics’ internal controls in the following 
instances:    
 

 Payroll: In one instance related to payroll, due to a clerical error, an employee had an 
incorrect amount of retroactive salary paid based on a pay raise.  The error resulted in an 
inconsequentially lower amount of costs incurred; therefore, this error did not result in 
questioned costs 

 Grants: For four instances related to one subcontractor that implemented 13 Grants, 
fingerprints were used in lieu of signatures, and the fingerprints were either smudged or 
faint and would therefore be unusable to verify the identification of the individual.  For 
one instance related to one Grant, the incorrect Grant budgeted amount was recorded on 
the activity closeout documentation. 

 
ASI NFR 2014-1.3 – Unexplained Discrepancies between GL Balances and Grant Closeout 
Documentation  
 
Unexplained discrepancies remained between GL balances and Grant closeout documentation, in 
the following instances: 
 

 Grants: A total of 12 instances related to nine Grants were identified in which the 
transactions recorded in the GL did not reconcile to the amount that was recorded on the 
activity closeout documentation.  While none of these costs were considered to be 
unsupported as sufficient supporting documentation was provided to support the 
individual costs, a control deficiency was noted. 

 
ASI NFR 2014-1.4 – Improper Review Procedures  
 
Adequate review procedures were not performed over Grants and Payroll in the following 
instances: 
 

 In one instance in 2012 for Payroll, the period of performance on the Employee 
Agreement did not reconcile to the period of performance on the Earnings Statement, 
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resulting in unsupported costs of $234.   
 

 For two instances for Payroll, a transliteration issue occurred, resulting in the employee’s 
name not appearing the same on all supporting documentation.  Since the costs were 
otherwise fully supported, only a control issue was noted 

 For one instance for Grants, the total amount of subcontract costs incurred exceeded the 
amount of USD costs authorized by USAID in the consent to subcontract. This was the 
result of a change in the exchange rate applied per the consent to subcontract versus the 
exchange rate applied to the actual payment due to the timing of the payment.  The final 
amount paid by Chemonics for all costs, including this subcontract, did not exceed the 
ceiling of the previously, USAID-approved in-kind grant, nor did it exceed the ceiling for 
the local currency (Afghani) amount per the subcontract, and therefore did not result in a 
questioned cost 

 For eight instances in 2010 for Grants, the total costs incurred exceeded the budgeted 
amounts, resulting in unsupported costs of $69,671.   

 
 For four instances in 2011 for Grants, the total costs incurred exceeded the budgeted 

amounts, resulting in unsupported costs of $26,173.   
 

 
ASI NFR 2014-1.5 – Timing Issues  
 
Timing issues were noted in the supporting documentation provided by Chemonics in the 
following instances: 
 

 For nine instances for subcontractors, the payment was not made within 30 days of 
receipt of the invoice, as required by the subcontract agreement.  Through review of other 
relevant documentation provided by Chemonics, the costs incurred were considered 
reasonable.  As a result, these instances did not result in unsupported costs   

 For one instance for Grants, the Grant modification was not issued until the previous 
modification had ended, resulting in a control issue 

 For two instances for Grants related to one Grant, the Grant modification was not issued 
until six months after the original contract period of performance had ended, resulting in 
a control issue. 

 
Cause: Chemonics did not have adequate processes specifically related to the review and 
approval of internal controls in place during the period under audit to: 
 

 Identify and correct clerical errors during the course of its review processes (ASI NFR 
2014-1.2) 

 Ensure relevant reconciliations were performed to ensure that supporting documentation 
was accurate (ASI NFR 2014-1.3) 

 Ensure documentation was reviewed and approved as appropriate, and was timely and 
adequately maintained to support incurred costs (ASI NFR 2014-1.1, 2014-1.4, 2014-
1.5). 
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Criteria: The following criteria apply to various conditions identified, which are referenced 
accordingly as noted below. 
 
ASI NFR 201401.1 – Insufficient Approvals; ASI NFR 2014-1.4 – Improper Review Procedures; 
and ASI NFR 2014-1.5 – Timing Issues 
 
The COSO, Internal Control – Integrated Framework, Chapter 7, Control Activities, Principle 10 
states, “The organization selects and develops control activities that contribute to the mitigation 
of risks to the achievement of objectives to acceptable levels.” 
 
The COSO, Internal Control – Integrated Framework, Chapter 7, Control Activities, Principle 10, 
Subsection Business Process Control Activities states, “Accuracy – Transactions are recorded at 
the correct amount in the account (and on a timely basis) as each stage of processing.” 
 
Further, per FAR Subpart 52.2, Text of Provisions and Clauses, Section 52.216-7, “Allowable 
Cost and Payment”: 
 

“(b) Reimbursing costs 
(1) For the purpose of reimbursing allowable costs (except as provided in 

paragraph (b)(2) of this clause, with respect to pension, deferred profit sharing, and 
employee stock ownership plan contributions), the term “costs” includes only— 

(ii) When the Contractor is not delinquent in paying costs of contract performance in 
the ordinary course of business, costs incurred, but not necessarily paid, for— 

(A) Supplies and services purchased directly for the contract and associated 
financing payments to subcontractors, provided payments determined due will 
be made— 

(1) In accordance with the terms and conditions of a subcontract or invoice; and 
(2) Ordinarily within 30 days of the submission of the Contractor’s payment 

request to the Government.” 
 
Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section VI, 
“Forms, Subsection 11, Memorandum of Negotiation” states, “This is an internal form for 
completion by the grant specialist and signature by the Operations Manager or Field Director.” 
 
Per Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section II, 
“Grants, Subsection F, Grant Implementation, sub-subsection F4, Modifications”: 
 

“The OTI country representative must approve all modifications to grants where 
substantive programmatic elements are changing or that increase the total estimated cost 
by more than 10% or based on other criteria agreed established by either the TO or OTI.  
A modification is defined as a change in the project description, change to the start or end 
dates, or a change to the activity budget.  OTI approval will be requested in writing by 
the COP and maintained in the grant file.” 
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Per Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section VI, 
“Forms, Subsection Grant Agreement Templates, Certifications, and Annexes, sub-subsection 
16(b). Simplified Grant Agreement Format for US grantees”:  
 

“ANNEX ONE: TERMS & CONDITIONS OF THE GRANT AGREEMENT 
7)  Allowable Costs. The Grantee shall neither request nor be reimbursed for 
expenditures incurred that are not allowable costs under this Agreement as detailed in 
Annex 4 or that are in excess of the ASI Grant Budget Commitment. Costs allowed are 
those that are both included in the approved Budget and allowable under all applicable 
USAID, Chemonics, and GRANTEE regulations including OMB Circular A-122. The 
Grantee is authorized up to ten percent (10%) flexibility to adjust costs within Approved 
Budget line items, as long as the ASI Grant Budget Commitment is not exceeded.” 
 

Per Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section VI, 
“Forms, Subsection Grant Agreement Templates, Certifications, and Annexes, sub-subsection 
16(a). Simplified Grant Agreement Format for non-US grantees”:  
 

“ANNEX ONE: TERMS & CONDITIONS OF THE GRANT AGREEMENT 
7)  Allowable Costs. The Grantee shall neither request nor be reimbursed for 
expenditures incurred that are not allowable costs under this Agreement as detailed in 
Annex 4 or that are in excess of the ASI Grant Budget Commitment. Costs allowed are 
those that are both included in the approved Budget and allowable under all applicable 
USAID, Chemonics, and GRANTEE regulations including OMB Circular A-122. The 
Grantee is authorized up to ten percent (10%) flexibility to adjust costs within Approved 
Budget line items, as long as the ASI Grant Budget Commitment is not exceeded.” 

 
ASI NFR 2014-1.2 – Clerical Errors 
 
Per FAR, Subpart 31.2, Costs with Commercial Organizations, Section 31.201-2, “Determining 
Allowability”: 
 

“(d) A contractor is responsible for accounting for costs appropriately and for maintaining 
records, including supporting documentation, adequate to demonstrate that costs claimed 
have been incurred, are allocable to the contract, and comply with applicable cost 
principles in this subpart and agency supplements.  The contracting officer may disallow 
all or part of a claimed cost that is inadequately supported.” 

 
ASI NFR 2014-1.3 – Unexplained Discrepancies between GL Balances and Grant Closeout 
Documentation 
 
Per CFR, Section 226.53, “Retention and Access Requirements for Records”: 

“(a) This section sets forth requirements for record retention and access to records for 
awards to recipients.  USAID shall not impose any other record retention or access 
requirements upon recipients. 
(b) Financial records, supporting documents, statistical records, and all other records 
pertinent to an award shall be retained for a period of three years from the date of 
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submission of the final expenditure report or, for awards that are renewed quarterly or 
annually, from the date of the submission of the quarterly or annual financial report, as 
authorized by USAID.” 
 

Per CFR, Section 226.71, “Closeout Procedures”: 
 

“(a) Recipients shall submit, within 90 calendar days after the date of completion of the 
award, all financial, performance, and other reports as required by the terms and 
conditions of the award.  USAID may approve extensions when requested by the 
recipient. 
(b) Unless USAID authorizes an extension, a recipient shall liquidate all obligations 
incurred under the award not later than 90 calendar days after the funding period or the 
date of completion as specified in the terms and conditions of the award or in agency 
implementing instructions.” 
 

Effect: The closeout documentation and/or GL could be incomplete because the reconciliations 
and resulting discrepancies were not properly performed and/or documented.  Lack of 
reconciliation and/or resolution of discrepancies resulting from the reconciliation increased the 
risk that costs were assigned to the incorrect Grant(s), which could result in a Grant being over-
expended.   
 
Internal controls, in some instances, may not be operating effectively to prevent or detect 
material misstatements.    
  
Recommendation #6: Kearney recommends that Chemonics improve procedures to ensure that 
proper reconciliations, reviews, and approvals are performed and adequately documented with 
sufficient support for all contract costs incurred.   
 
Recommendation #7: Kearney recommends that Chemonics either provide the necessary 
supporting documentation or reconciliations to USAID in support of their contract closeout 
procedures, or return the unsupported amount of $120,268 based on lack of supporting 
documentation or explanations for the variances identified. 
 
Recommendation #8: Kearney recommends that Chemonics work with USAID to determine a 
way to receive the appropriate amount in the consent to subcontract to account for potential 
exchange rate fluctuations. 
 
Management’s Response: 
 
Chemonics’ management provided an overall response to the audit report and specific responses 
to each individual finding.  The full text of Chemonics’ response is included in Appendix B to 
this report. 
 
Auditor’s Evaluation of Management’s Response: 
 
Kearney has provided an evaluation of Management Response in Appendix C to this report. 
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Chemonics ASI NFR 2014-2 

Condition: Chemonics internal processes did not produce or retain sufficient documentation for 
ASI transactions occmring between June 26, 2009 and June 25, 2012, resulting in control 
deficiencies and a total of $823,550 in questioned costs ($823 ,420 unsuppmted and $130 
ineligible), which are described in ftuther detail below. The dollar values repo1ied in this finding 
are whole USDs fully burdened using the rates per Chemonics ' Negotiated Indirect Cost Rate 
Agreement and other rnlevant fees to the contract. 

AS! NFR 2014-2.1 - Competitive Bidding Documentation 

Chemonics did not provide sufficient documentation to evidence that competitive bidding 
procedures were followed when required in the following instances: 

• Grants: Instances were noted in which sufficient competition documentation was not 
provided: 

Two instances one in 2009 and one in 2010, related to one Grant, in which evidence 
of competition for the Grant was not provided, resulting in unsupported costs of 
$256,594 
Four instances in 2010 in which evidence of competition for the subcontractor/vendor 
was not rovided, resultin in unsu 01ted costs of $246,357. 

Four instances in 2011 in which evidence of competition for the subcontractor/vendor 
was not rovided, resultin . in unsu orted costs of $284 844. 

• ODCs: For one mstance m 2011 , su 1c1ent 1 ding documentation was not provided to 
su ort the fair market value of the costs, resultino in unsu pmied costs of $13,307. II 

AS! NFR 2014-2.2- Travel Documentation 

Chemonics did not provide sufficient documentation to support the approval of travel expenses 
in the following instances: 

• For two instances in 2010 for Allowances, documentation to support the pre­
authorization of travel was not rovided, resultino in unsu orted costs of $7,764. 11 

• For one instance for Allowances, an approved expense report was not provided to 
suppmt the approval of travel costs incuned. Since the costs were sufficiently suppmted, 
this exception did not result in questioned costs. 

AS! NFR 2014-2.3-Receiving Reports 

Chemonics did not provided sufficient documentation to suppmt costs incmTed and/or receipt of 
goods/services, in the following instances: 

40 
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 For five instances for ODCs, receiving reports were not obtained until after the payment 
was made.  While the costs are supported, a control deficiency was noted, as the goods 
were not noted as received until after the payment was made 

 For one instance for Grants, photographs were received to indicate that the construction 
was completed and the materials were used; however, a formal receipt of goods prior to 
payment was not provided, resulting in a control issue. 

 
ASI NFR 2014-2.4 – Grant Supporting Documentation  
 
Chemonics did not provide sufficient Grant supporting documentation to support costs incurred 
or proper Grant agreement procedures were completed: 
 

 Two instances in which evidence that an environmental assessment was completed was 
not provided 

 One instance in which the activity closeout documentation was not provided to 
sufficiently support that the Grant activities were fully completed by the grantee 

 One instance in which the Certification Regarding Terrorist Financing was not provided 
 One instance in 2012 in which the Grant Agreement was not provided, resulting in 

unsupported costs of $10,528.   
 

 
ASI NFR 2014-2.5 – Grant Closeout Documentation  
 
Chemonics did not provide documentation to support the closeout of the Grant agreement, as 
required by the ASI Grants Manual.  For five instances related to five Grants, adequate Grant 
closeout documentation was not provided, specifically the Grant Completion Certificate, causing 
no reconciliation to be completed between the GL and the Grant Completion Certificate, 
resulting in a control issue and no questioned costs.   
 
ASI NFR 2014-2.6 – Miscellaneous 
 

 In two instances for ODCs, one in 2009 and one in 2011, no supporting documentation 
was provided to support the costs incurred, resulting in unsupported costs of $4,026.   

 
 In two instances for ODCs, both in 2009, luxury goods were purchased for a guest house, 

resulting in ineligible goods in the amounts of $130.   
 

 For one instance for Grants, a Grant modification was provided extending the period of 
performance of the Grant; however, documentation was not provided to support the 
extension of the subcontractor period of performance.  Costs were adequately supported; 
therefore, this exception did not result in questioned costs. 

 
Cause: Chemonics was unable to provide adequate supporting documentation, as the required 
documentation to support the controls, and in some instances the costs incurred, was unavailable 
or did not exist.  Due to records maintenance and retention practices in place during the contract 
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period, Chemonics’ records are maintained in hard copy, which further complicates Chemonics’ 
ability to provide sufficient, timely supporting documentation. 
 
Criteria: Per FAR, Subpart 13.0, Simplified Acquisition Procedures, Section 13.003, “Policy”: 
 

“(a) Agencies shall use simplified acquisition procedures to the maximum extent 
practicable for all purchases of supplies or services not exceeding the simplified 
acquisition threshold (including purchases at or below the micro-purchase 
threshold).  This policy does not apply if an agency can meet its requirement 
using— 
(1) Required sources of supply under Part 8 (e.g., Federal Prison Industries, 

Committee for Purchase from People Who are Blind or Severely Disabled, and 
Federal Supply Schedule contracts); 

(2) Existing indefinite delivery/indefinite quantity contracts; or 
(3) Other established contracts. 

(b)(1) Each acquisition of supplies or services that has an anticipated dollar value 
exceeding $3,000 ($15,000 for acquisitions as described in 13.201(g)(1)) and not 
exceeding $100,000 ($250,000 for acquisitions described in paragraph (1) of the 
Simplified Acquisition Threshold definition at 2.101) is reserved exclusively for 
small business concerns and shall be set aside (see 19.000 and Subpart 19.5).  
See 19.000(b) and 19.502-2 for exceptions.” 

 
Per FAR, Subpart 13.1, Procedures, Section 13.104, “Promoting Competition”: 

 
“The contracting officer must promote competition to the maximum extent practicable to 
obtain supplies and services from the source whose offer is the most advantageous to the 
Government, considering the administrative cost of the purchase. 

(a) The contracting officer must not— 
(1) Solicit quotations based on personal preference; or 
(2) Restrict solicitation to suppliers of well-known and widely distributed 
makes or brands. 

(b) If using simplified acquisition procedures and not providing access to the 
notice of proposed contract action and solicitation information through the 
Governmentwide point of entry (GPE), maximum practicable competition 
ordinarily can be obtained by soliciting quotations or offers from sources 
within the local trade area.  Unless the contract action requires synopsis 
pursuant to 5.101 and an exception under 5.202 is not applicable, consider 
solicitation of at least three sources to promote competition to the maximum 
extent practicable.  Whenever practicable, request quotations or offers from 
two sources not included in the previous solicitation.” 

 
Per FAR, Subpart 6.1, Full and Open Competition, Section 6.101 “Policy”: 
 

“(a) 10 U.S.C. 2304 and 41 U.S.C. 253 require, with certain limited exceptions (see 
Subparts 6.2 and 6.3), that contracting officers shall promote and provide for full and 
open competition in soliciting offers and awarding Government contracts. 
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 (b) Contracting officers shall provide for full and open competition through use of the 
competitive procedure(s) contained in this subpart that are best suited to the 
circumstances of the contract action and consistent with the need to fulfill the 
Government’s requirements efficiently (10 U.S.C. 2304 and 41 U.S.C. 253).” 

 
Per FAR, Subpart 31.2, Contracts With Commercial Organizations, Section 31.201-2 (d) 
“Determining Allowability”: 

 
“A contractor is responsible for accounting for costs appropriately and for maintaining 
records, including supporting documentation, adequate to demonstrate that costs 
claimed have been incurred, are allocable to the contract, and comply with applicable 
cost principles in this subpart and agency supplements.  The contracting officer may 
disallow all or part of a claimed cost that is inadequately supported.” 

 
Per ADS, Chapter 303, Grants and Cooperative Agreements to Non-Governmental 
Organizations, Section 303.3.6.1, “Competition Requirements”:  
  

“In accordance with the Federal Grant and Cooperative Agreement Act, USAID 
encourages competition in the award of grants and cooperative agreements so that it 
may identify and fund the best projects to achieve program objectives.  Unless USAID 
authorizes an exception in accordance with 303.3.6.5, USAID must award all grants and 
cooperative agreements competitively.  Competition requires that the Agency publish an  
announcement in accordance with 303.3.5, seek applications from all eligible and 
qualified entities, conduct an impartial review and evaluation of all applications (see 
303.3.6.4), and make an objective recommendation to the AO for award.” 

 
ADS, Chapter 303, Grants and Cooperative Agreements to Non-Governmental Organizations, 
Section 303.3.6.1, “Exceptions to Competition” states, “When competition is required, an other 
than full competition action may only be taken by an AO when an exception to competition 
applies and is documented in accordance with this section 303.3.6.6.” 
 
Per CFR, Section 226.53, “Retention and Access Requirements for Records”: 
 

“(a) This section sets forth requirements for record retention and access to records for 
awards to recipients.  USAID shall not impose any other record retention or access 
requirements upon recipients. 
(b) Financial records, supporting documents, statistical records, and all other records 
pertinent to an award shall be retained for a period of three years from the date of 
submission of the final expenditure report or, for awards that are renewed quarterly or 
annually, from the date of the submission of the quarterly or annual financial report, as 
authorized by USAID.” 
 

Per CFR, Section 226.71, “Closeout Procedures”: 
 

“(a) Recipients shall submit, within 90 calendar days after the date of completion of the 
award, all financial, performance, and other reports as required by the terms and 
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conditions of the award. USAID may approve extensions when requested by the 
recipient. 
(b) Unless USAID authorizes an extension, a recipient shall liquidate all obligations 
incurred under the award not later than 90 calendar days after the funding period or the 
date of completion as specified in the terms and conditions of the award or in agency 
implementing instructions.” 
 

Per Administrative Procedures Afghanistan Stabilization Initiative - South, Section II (L), 
“Travel Procedures”:  
 

“Both expatriate and local employees might be required to travel on field trips outside 
project offices, and perhaps to other parts of Afghanistan.  Chemonics’ policy is that such 
trips should, to the extent possible, be programmed and approved in advance by the 
employee‘s supervisor and the Project, Country, or Regional Security Directors (as 
appropriate to the project) on a monthly basis.  Under no conditions should travel be 
made on the assumption of approval.” 

 
Per Administrative Procedures Afghanistan Stabilization Initiative - South, Section II (L.1), 
“International & Regional Travel Programming”:  
 

“All employees who anticipate that they will be traveling for project purposes should 
submit a detailed agenda to their supervisors as early as possible.  The high-risk security 
environment necessitates that trip programming is also reviewed and approved by 
appropriate Security Director in addition to the employee‘s supervisor.  The agenda 
should show the purpose of the field trip and its justification, the anticipated date and 
time of departure and return, as well as with whom they expect to meet and how they 
expect to allocate their time and effort in support of the trip purpose.  Within two weeks 
of returning, the individual or team shall submit a trip report to their supervisor 
comparing the trip with the proposed agenda. The trip report shall show the reason for the 
trip, general observations, details of all activities, deliverables accomplished and/or 
failures and explanations, and shall conclude with recommendations.  The same 
procedures and approvals apply to necessary but unanticipated field trips.” 
 

Per the Activity Management Guide Afghanistan Stabilization Initiative, Section II (E), “Grant 
Award”:  
 

 “Once the grant has been cleared by the OTI representative (or TOCOTR/CO when 
applicable), the GS will generate the grant agreement. Grant agreements are generated 
through the Activity Database, using information contained in database grant fields. The 
template for these grant agreements are included in Forms 14-19. Any information 
required by the grant agreement that must be customized will be input into the grant 
agreement by the GS, and the grant agreement will be printed and finalized for signature 
by the grantee and ASI South’s representative (must have delegation of authority). The 
DCOP or designee signs all grants on behalf of ASI South. The official Grant Agreement 
will also document that the required USAID approval (country representative and, where 
applicable, TOCOTR or CO) has been obtained and is on file.” 
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Effect: The conditions noted above, in regard to lack of supporting documentation, may result 
in: 
 

 Increased risk that costs incurred are greater than the fair market value, and/or the 
Government does not receive the best value for procured goods/services when a 
contractor lacks sufficient competitive bidding documentation   

 Increased risk that the work was not completed by the grantee or the costs claimed are not 
accurate due to lack of sufficient closeout documentation 

 Increased likelihood or frequency that other miscellaneous costs incurred are unallowable 
because relevant documentation was not provided.      

 
Recommendation #9: Kearney recommends that Chemonics either provide the necessary 
supporting documentation or reconciliations to USAID in support of their contract closeout 
procedures, or return the questioned amount of $823,550 based on lack of supporting 
documentation or explanations for the variances identified. 
 
Please also see Recommendation #3.   
 
Management’s Response: 
 
Chemonics’ management provided an overall response to the audit report and specific responses 
to each individual finding.  The full text of Chemonics’ response is included in Appendix B to 
this report. 
 
Auditor’s Evaluation of Management’s Response: 
 
Kearney has provided an evaluation of Management Response in Appendix C to this report.  
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Kearney & Company, P.C. (referred to as "Kearney," ' 'we," and "our" in this report) identified 
findings stated in prior audit rep01is that could have a material effect on the Special Purpose 
Financial Statements (SPFS). Kearney then inquired about whether Chemonics International, 
Inc. (Chemonics) implemented co1Tective action plans (CAP) to address the findings and 
determined the status of the CAPs. Kearney identified the following prior audit findings: 

Audit of Progress Made by Chemonics on Accelerated Sustainable Agriculture Program (ASAP) 
(United States Agency for International Development [USAID] Office of Inspector General 
[OJG} Audit Report No. 5-306-08-009-P). 

The following represents a summaiy of the findings i-elated to Chemonics ' ASAP contract as 
repo1ied by the USAID OIG in their repo1i, dated August 8, 2008: 

No Previously Reported Findings Kearney's Conclusion on Cunent Status 
1 We recommend that the USAID/ In coordination with the 11ission and the 

Afghanistan Cognizant Technical Overseas Private Investment Corporation 
Officer (CTO) prepare an (OPIC), a Mazar foods initiative pa1tner, 
Implementation Plan identifying the USAID/Washington has been reevaluating the 
critical tasks needed to implement the project's strncture to determine the most 
Mazai· foods initiative. This effective way for the initiative to meet USAID's 
Implementation Plan should identify all goals . This finding is considered closed with 
tasks that are behind schedule and how adequate actions taken. 
the mission is going to address the 
delay. Further, the mission should 
develop a process for periodically 
updating the Implementation Plan. 

2 We recommend that USAID/ The Mission conducted a training session on 22 
Afghanistan require its Environmental Code of Federal Regulations (CFR) 216 
Officer to provide annual training to (Regulation 16) as presented in ADS 204 in 
CTOs and require mission personnel to November 2007 and repeated the training in 
comply with the environmental June 2008. This finding is considered closed 
regulations outlined in Mission Order with adequate actions taken. 
04-14 and USAID's Automated 
Directives System (ADS) 204. 

3 We recommend that USAID/ USAID/ Afghanistan revised the 1\tfission Order 
Afghanistan revise its mission order to to more specifically define CTOs' 
be consistent with USAID's ADS 204, responsibilities when it comes to monitoring and 
which defines CTO responsibilities for follow-up of the environmental compliance 
monitoring compliance with issues in all USAID financed activities and 
environmental regulations. projects. This finding is considered closed with 

adequate actions taken. 
4 We recommend that Based on consultation with the 

US AID/ Afghanistan obtain a written USAID/ Afghanistai1 Legal Advisor (RLA), the 
legal decision from its General Counsel USAID Office of the General Counsel (OGC), 
on how to proceed for completed and in and the USAID Agency Environmental 
process projects in which environmental Coordinator, the 1\tfission is requiring that, in 
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regulations were not followed. 

5 We recommend that USAID/ 
Afghanistan prepare procedures 
requiring review of construction design 
plans and provide quality assurnnce 
oversight by the Office oflnfrastructure, 
Engineering, and Energy (OIEE). 

6 We recommend that USAID/ 
Afghanistan require engineers from the 
Office of Infrastructure, Engineering, 
and Energy work with Chemonics to 
take cmrnctive action on each of the 
construction defects and require these 
engineers to be pali of the final 
inspection. 

7 We recommend that USAID/ 
Afghanistan reevaluate Chemonics ' 
March 2008 revised Marking and 
Branding Plan and make a 
determination on whether to approve 
any exceptions to marking requirements 
included in the Plan. 

8 We recommend that USAID/ 
Afghanistan develop procedures 
requiring CTOs to verify and document, 
as prui of their site visits, that items 
purchased or built with USAID funds 
are properly marked. 

9 We recommend that USAID/ 
Afghanistan' s CTO issue a technical 
directive requiring Chemonics to define 

Office of the Special Inspector General for Afghanistan Reconstruction 
Chemonics International, Inc. 

Audit Repor t 

Kearney's Conclusion on Current Status 
accordance with 22 CFR 216.3(a)(7), the 
contractor shall conduct the environmental 
review of the ongoing or completed subprojects 
or aspects thereof, which was required by the 
Initial Environmental Evaluation for the 
Strntegic Objective Grant Agreement. This 
finding is considered closed with adequate 
actions taken. 
The Mission revised the Mission Order 201.01 
to include the requirement that programs 
considering constmction in their activities be 
required to meet with OIEE. This finding is 
considered closed with adequate actions taken. 

The CTO and OIEE are actively working 
together to take co1Tective action on construction 
defects and to include OIEE engineers on final 
building inspections. This finding is considered 
closed with adequate actions taken. 

The CTO and Office of Program and Project 
Development (OPPD) reviewed ASAP's revised 
Branding Strategy and Marking Plan, and 
approved all revisions including requests for 
exceptions. The CTO fmwarded tl1is revised 
Plan to the Contracting Officer (CO) on July 20, 
2008 for approval per ADS 320.3.2.5. The CO 
will review and provide final plan approval or 
disapproval to Chemonics. This finding is 
considered closed with adequate actions taken. 
The recent May 12, 2008 Mission Order 302.02 
addresses CTO ce1iification on 
contractor/recipient compliance with delive1y 
requirements under their respective awards. 
Marking of the items purchased or built with 
US AID funds is pa1i of the delivery 
requirement and by issuing the Mission Order 
the Mission fully complied with the auditors' 
recommendation. This finding is considered 
closed with adequate actions taken. 
Chemouics/ ASAP has revised its Perfo1mance 
Management Plan (PMP) to include responding 
to the audit recommendation. This third PMP 
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the roles and responsibilities of the 
Monitoring and Evaluation Staff, to 
include a system to ensure that the 
program's data is accurate and easily 
accessible. 

10 We recommend that the CTO perform a 
data quality assessment before the 
issuance of the next annual rep01t. 

11 We recommend that USAID/ 
Afghanistan detennine the allowability 
and collect as appropriate $37 573 for 
commodities purchased by Chemonics 
without prior written approval from the 
IIllSSIOn. 

12 We recommend that USAID/ 
Afghanistan' s CTO issue a technical 
directive to require Chemonics to 
identify in its invoice costs associated 
with restricted commodities. 

13 We recommend that USAID/ 
Afghanistan dii·ect Chemonics to 1·educe 
future billings to US AID by $129, 731 
for program income collected as of 
March 31 , 2008, and comply with the 
tenns of the contract for any income 
received after March 31 , 2008. 

14 We recommend that USAID/ 
Afghanistan develop procedures 
requiring the Program and Project 
Development Office to review 
perfo1mance management plans of 
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revision was sent to the CTO on July 17, 2008. 
This revised PMP is under review but includes 
all above recommended measures. The CTO 
does not believe an additional technical directive 
is necessruy since the response to the 
recommendation is included in the July 17, 2008 
ASAP PMP. This finding is considered closed 
with adequate actions taken. 
USAID/ Afghanistan is planning to conduct a 
data quality assessment for all FY 2008 
perfonnance data that will be reported to 
Washington before November 16, 2008. OPPD 
will make sure that CTOs, in conjunction with 
thei.r implementing partneIS, undertake this 
imp01iant task. This finding is considered 
closed with adequate actions taken. 
The USAID/ Afghanistan Office of Financial 
Management (OFM) is cunently conducting a 
financial review that covers the questioned costs. 
OFM will submit its recommendation to the CO 
by August 15, 2008. If the CO detennines that 
some or the entire commodity purchases shall be 
disallowed, a Bill for Collection will be issued to 
Chemonics. This finding is considered closed 
with adequate actions taken. 
In a CTO meeting with ASAP on July 11 , 2008, 
ASAP agreed to begin identifying restricted 
commodity purchases in their monthly invoices. 
The CTO and OFM will verify compliance with 
the requirement in Chemonics' July 2008 
invoice that is expected to be received in August 
2008. This finding is considered closed with 
adequate actions taken. 
In a May 31 , 2008 letter to the CTO and CO, 
Chemonics will credit all program income 
including said amount, to the ASAP contrnct. 
Responsible pa1iies (CO, CTO) will evaluate 
upcoming July and August invoices to ensure 
Chemonics ' compliance. This finding is 
considered closed with adequate actions taken. 
Since May 2008, OPPD has struied the process 
of reviewing contrnctors ' and grantees' PMPs 
for compliance with ADS 203 prior to approval 
by the CTO. OPPD will ensme f01mal 
procedures for reviewing partners' PMPs are in 
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contractors and grantees for compliance 
with USAID's Automated Directives 
System 203 prior to approval by the 
CTO. 

15 We recommend that USAID/ 
Afghanistan direct Chemonics to 
conduct a review of its billing system 
and take necessary action to address the 
systemic euors found in its billing of 
costs. 
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place by October 15, 2008. This finding is 
considered closed with adequate actions taken. 

In concmTence with the CTO and CO, on May 
18, 2008 OFM requested ASAP to review its 
billing system, conect systemic enors, and 
revise and resubmit Januru.y and Febmru.y 2008 
invoices (Attachment C). ASAP resubmitted 
J anua1y and F ebrnru.y invoices from J1me 20 to 
Jlme 22, 2008 along with invoices for March, 
April, May, and June. This finding is considered 
closed with adequate actions taken. 

Financial Audit of Costs Inczm·ed by Chemonics International, Inc. in Support of USAJD 's 
Alternative Livelihoods Program - Southern Region 

The following represents a summru.y of the findings issued by Crowe Hmwath, LLP in their 
report, dated May 3, 2013: 

No Previously Reported Finding Kearney's Conclusion on Current Status 
16 Chemonics direct chru.·ged home office Chemonics disagreed with the finding, 

costs ru.·e frequently observed within the indicating that the auditor did not provide 
components of indirect cost pools. adequate time or information regarding issues 

related to these costs. The report has not been 
finalized to date as to whether this issue is 
closed or needs c01Tective action. 

As Chemonics disagrees with the finding, 
couective action has not been taken. 

17 Three vendors were selected using sole Chemonics disagreed with the finding 
source procurements, and the contents indicating that the procurement of the goods 
of the procurement file were using sole som·ce justification was adequately 
insufficient to suppoli the justifications and sufficiently documented The repoli has not 
of the use of sole source procmements. been finalized to date as to whether this issue is 

closed or needs couective action. 

As Chemonics disagrees with the finding, 
couective action has not been taken. 

Keru.ney notes that this condition repeated in 
this audit. See Schedule of Findings and 
Responses Chemonics ASI NFR 2014-2.1 and 
Chemonics ASAP NFR 2014-2.1. 
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18 Two vendors incurred charges under the 

contract against which General and 
Administrative (G&A) indirect charges 
were assessed. Chemonics could not 
detennine whether all or a subset of its 
subcontracts included fixed daily rate 
charges, or if procedures were 
conducted to determine if 
subcontractors' indirect costs were 
allowable. 

19 Chemonics did not provide 
documentation suppo1iing the pre-
approval to procure the local services of 
one vendor. 

20 Twenty-two instances were identified in 
which the G&A rate on the invoice 
submitted to USAID did not agree to 
the G&A rate agreed upon between 
Chemonics and US AID. 

21 Chemonics did not provide notice to 
Office of Small and Disadvantaged 
Business Utilization (OSDBU) at least 
45 days prior to placing an order that 
exceeds the small purchase threshold, as 
required by USAID Acquisition 
Regulation (AIDAR) 752.219-8 and 
Federal Acquisition Regulation (FAR) 
19.708(a)(2). 

22 Chemonics invoiced USAID for costs 
for which the contrnctor could not 
provide sufficient documentation 
showing that the costs wern paid as 
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Chemonics disagreed with the finding, 
indicating that the subcontrnctors used had the 
same contract terms as used by Chemonics 
themselves and that the charges are properly 
supported by contract te1ms and applicable 
regulations. The repmi has not been finalized to 
date as to whether this issue is closed or needs 
conective action. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 
Chemonics disagreed with the finding 
indicating that documentation was provided and 
that additional documentation was provided in 
response to the audit report. The report has not 
been finalized to date as to whether this issue is 
closed or needs conective action. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 
Chemonics disagreed with the finding, 
indicating that their accounting system is 
automated and did not Iniscalculate the G&A 
rate. Chemonics indicated that the materials 
amount on the cover page was inaccurate and 
would therefore cause the G&A calculation to 
also be inaccurate. The repm1 has not been 
finalized to date as to whether this issue is 
closed or needs conective action. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 
Chemonics disagreed with the finding, 
indicating that the company did not consider the 
requirement to apply due to the majority of the 
work being perfo1med in Afghanistan. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 

Chemonics disagreed with the finding and 
provided additional suppmting documentation, 
which was again found insufficient. 
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required by Federal regulations. 

23 Chemonics invoiced USAID for costs 
that may be unallowable or 
inappropriately allocated to the 
contract. 

24 Chemonics entered into a contract 
without executing tbe procurement 
process to help ensure that a reasonable 
cost was obtained in exchange for the 
services provided per the Memorandum 
of Understanding (MOU). 

25 Due to inconsistent approaches to 
conveiting foreign currency to United 
States Dollarn (USD), invoices to 
USAID have been inaccurately 
calculated. 

26 A review of eight qua1ierly financial 
reports indicated that the actual costs on 
the quaiterly financial rep01ts did not 
reconcile to the expenditures reflected 
in tbe detail rep01t produced by 
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As Chemonics disagrees with the finding, 
conective action has not been taken. 

Kearney notes that this condition repeated in this 
audit. See Schedule of Findings and Responses 
Chemonics ASAP NFR 2014-2.4 and 
Chemonics ASINFR 2014-2.6. 
Chemonics disagreed with the finding and 
provided additional supporting documentation, 
which resulted in one item being cleared. The 
documentation provided for the remaining two 
items was found insufficient. 

As Chemonics disagrees with the finding, 
conective action has not been taken on the 
remaining two items related to the finding. 

Kearney notes that this condition repeated in this 
audit. See Schedule of Findings and Responses 
Chemonics ASAP NFR 2014-3 and Chemonics 
ASINFR2.6. 
Chemonics disagreed with the finding, as they 
did not consider the agreement to be indicative 
of a vendor contractual relationship, and 
therefore, did not consider the procurement 
requirements to be applicable. 

As Chemonics disagrees with the finding, 
conective action bas not been taken. 
Chemonics agrees with two of the items related 
to the finding and will be making the 
appropriate adjustments in an invoice to US AID. 

Chemonics disagreed with one item related to 
the finding, asserting that the conect exchange 
rate was used. 

As Chemonics disagrees with the finding, 
conective action has not been taken on the 
remaining item related to the finding. 
Chemonics disagreed with the finding, 
indicating that the quaiierly financial repo11s are 
required to be submitted prior to the end of the 
quaiterly billing cycle· therefore, they would not 
reconcile to the actual costs. The rep01t has not 
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Chemonics. 

27 Chemonics did not provide an analysis 
of prevailing wages or other 
documentation to ensure that prevailing 
compensation levels were not exceeded. 

28 Chemonics invoiced USAID for an 
amormt of $72,000, which contained 
$61 ,320 of questioned costs from a 
previous audit repo1i. 
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been finalized to date as to whether this issue is 
closed or needs corrective action. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 
Chemonics disagreed with the finding, 
indicating that the compensation was in line 
with pay rates for similar work in the area and 
was in line with Chemonics ' own policies and 
procedures. The report has not been finalized to 
date as to whether this issue is closed or needs 
conective action. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 
Chemonics disagreed with the finding, 
indicating that the CO had previously reversed 
the mling that these costs were rmallowable and 
provided the letter indicating that these costs 
were allowable. The repo1i has not been 
finalized to date as to whether this issue is 
closed or needs con.-ective action. 

As Chemonics disagrees with the finding, 
conective action has not been taken. 
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May 2, 2014 

David Zavada, CPA 
Partner 
Kearney & Company, P.C. 
1701 Duke Street, Suite 500 
Alexandria, VA 22314 

Dear Mr. Zavada, 

• CHEMONlCS 

Attached please find Chemonics' response to Kearney's draft audit report for Chemonics 
Contract Number 306-C-00-07-00501-00 for the Accelerated Sustainable Agriculture Program 
(ASAP) for November 22, 2006 to October 30, 2011, and Chemonics Contract Number 306-DOT­
I-01-08-00033-00 for the Afghanistan Stabilization Initiative (ASI) for June 26, 2009 to June 25 
2012. 

We appreciate the opportunity to respond to the observations and to provide additional 
information and clarify our position in regard to questioned costs in the draft audit report. 

As detailed in our response, for the ASAP portion of the audit, Chemonics contests all of the 
$1,088,667 in costs that Kearney has characterized as unsupported or ineligible. For the ASI 
portion of the audit, Chemonics contests approximately 99% of the $943,818 in costs that 
Kearney has characterized as unsupported or ineligible. Although Chemonics acknowledges 
some of Kearney's findings, Chemonics does not agree with many of the findings Kearney 
characterizes as control issues. 

Of particular concern to Chemonics is Kearney's decision to issue a qualified audit opinion for 
the ASI portion of the audit. In issuing this opinion, Kearney states it was "unable to obtain 
-adequate audit evidence specific to the Other Direct Costs (ODC).and Grants balancesJor.the _ 

ASI contract." 

We believe the issuance of a qualified audit opinion leaves a misimpression concerning 
Chemonics' administration of the project and cooperation with the audit, for the following 
reasons. On April 15, 2010, a terrorist detonated a Vehicle Borne Improvised Explosive Device 
outside 01emonics' ASI offices in Kandahar city. The attack and ensuing confusion resulted in 
the death of two guards, injury to several employees, and the loss of certain project equipment 
and documentation. During the audit, to support certain grant costs, Kearney asked Chemonics 

1717 H Street NW. Washington, DC 20006 Tel. 202.955.3300 Fax: 202.955.:-3400 www.chemorncs.com 



 
 

   
   

56 

to produce documentation that was destroyed or lost as a result of this attack, despite 
Chemonics informing Kearney of the attack and the likelihood that uch documentation could 
not be provided. Although Chemonics was unable to provide the specific docum nts Kearney 
requested, Chemonics provided sufficient documentation to fully support the costs. Kearney 
did not accept this documentation. 

Further, while preparing our response to the draft audit report, we conducted an exhaustive 
search of our archives, which we were unable to accomplish during the audit fieldwork due to 
time constraints. As a result, we were able to locate additional documentation to support these 
costs. We ask that Kearney consider this supplemental documentation, per GAGAS 4.38, before 
issuing the final audit report. These costs comprise a majority of the grants and ODC costs 
Kearney characterizes as unsupported for the ASI audit. Chemonics has also provided sufficient 
support for the other grants and ODC costs, unrelated to this attack, that Kearney characterized 
as unsupported . 

We respectfully request that Kearney remove the qualification in its audit opinion as well as any 
reference to a qualified audit opinion in the audit report. At a minimum, we request that 
Kearney provide a more accurate and complete characterization of the circumstances described 
above in its audit opinion. 

We appreciate the professionalism of Kearney's leadership and staff during the course of this 
audit, and the opportunity to work with Kearney over the last six months as we responded to 
an extensive audit program, including thousands of requests, tens of thousands of supporting 
documents, and thousands of hours of our staffs time. 

Because the audit report will be made a part of the public record, we respectfully request that 
Kearney and SIGAR include this letter and our attached response in their entireties when 
publishing the final audit report. 

Please do not hesitate to contact me if you have any questions or require additional information 
regarding our response. 

Sincerely, 

Eric Hunt Howell 
Chief Financial Officer 

Iii) H Street NW W~1t11ngtnrr, D (1()00 r-1 w %5.3300 fox ?02.!)5 .340/J l'VWw rhornornrc;- com 
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Respunse tu Draft Audit Report foe 
Chemonic.s Contract umber 306-C-OO-U7·00501-tl0 for the 
Accelerated Su stainable Agnrultui:e Program (ASAP) foJ' 

November 22, 2006" to October 30, 20lt, and Chemonics Contract 
N umbl!r 306-DOT-l-01-08-00033-00 for the Afghanistfill 

Stabilization Initiative (AS!) for June 26,2009 to June 25 2012. 

Chemonieis ~vould like to thank Kearney for the opportunity to -respond to this draft audit 
report. 

We address below each of the findings in the order they Me presented in the draft audit tepo.t. 
We wo11ld be happy lo address any further que,~tio11s regarding our response.~ al Kearney,'$ 
convenience. 

Find lng Chemonics ASAP fl{ 20"14--1 

Keamey ide1,HfJes a control deficJer\Cy on lhe bilSi Lha(, un.det one. grant, lh actual si~W-ii.lute 
cfate of modificaliom was later than the e(fective <late. We do not believe this evidences a 

deficiem:y becau -e, as a genernl contractual matter, it is permissible for pa.r;Lies to sign an 
agreement s ub~equen l lo il:,; effective dale. There are myriad re/Ison~ why simultaneous 
signatmes would not always be possible in dynamic and conflict-affected environments s ud11IS 
AigbanJslru.1. We J\Ol. that there were no questions regarding U1e leglliJl1acy of lhe 

modifications or the costs associated with them. While we. agree that obtaining the. necessary 
signatmes on modification promptly is a good practice, we do not believe that the 
circumstances here point lo a control i sue. As a general prit1.GipJe, we agree wilh lhe language 
Kearney quotes from the GAO public11tion Shmdrwds for fo tema1 Conl ro1 in the Federal 
Co1.1t:n1111t11 /. However, this pul,llicalJon is 11ot applicable to a private m.rporalion SllCh «s 
Chemor1i.:N ;ind does- n,ol -appear lo address execution of modifkaLio_ns in a field envTron1nerH 
s uch a5 Afghani~tan. 

We therefore respect-foll request thal thi5 finding be nnno\led from the audit report 

Fi11(!ing Chemonics ASAJ' N.fR 2014-2 

Resportse lo Recormni!r1dalion #2 . C hemonics conlesls all of lhe $1,068,768 of cos ts queslioned 
under thi:s finding. We address Kear11ey's general comments below, followed by specific 
commenl1> on e11ch s-tibfrnding. 

General comment:;, At the conclusion of finding ASAP NFR 2014-2, Kearney recites numerous 

clauses fro m the FederaJ Acqui$iljon Regulation, the Code of Federal Regul,,lions, and USAID's 
At1tomated Directive:;: System (ADS) , but does :not expl11in thefr connection to the /\SAP 
contracl or relevance to the audit .findings .. We note that there are no provisions of our contract 
that i11coq:iorale1 or requil'e adhere.nee t.o, FAR PaJ'tS 6 or 13. The 22 CPR 226.53 and 226.71 
danses are req11iremenls for gi•antees, not conh·actors . Jllnally, while we are familiar with the 
cos I principle Kearney cites at FAR 31.201-2(d), lhe ~udit report does nol Jdent'lfy whether 
Kei\rney jg characterizing these co · t as unsupported or ineUgible ,on the basis of wl1eth r they 
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wen~ paid, are allocable, or conform to some otherspecifi cost principle. This make, it tlifficult 
lo provide a comprehensive response. 

Subfinding A~AP NI'R 2014-2J -C:ompPlirive Bidding D0cu111entalicm. 

Kearney characterizes as unsupported the fu!l $49,170 invoiced amount {burdened) fo.r a 
subconlract for lhe purchase of saplings based so lely on lack of comp lilio n. However, Kearney 
does not address its finding to the tem1s and condHions of the ASAP contract, As we noted in 
l1Ut genernJ coo.1men ts above, the oon tracl does not ir\corporale the ceglL!atory requite ruen r;; 
Kearney seeks lo impose. 'L11e only requiren1enl we find fot competition is lhe requirement al 
FAR52.244-5, Compdition in SubconlTacting, wlud1 ·tates that "The Contrncto.r s hall ,elect 
subcontractors (lnclucling suppliers) 011 a comp litfve bilSiS to the ma;,.:imum practica l ex tent 
coruistent with the objectives and .rec1uiremen ts of the t:ontract-." Chemonics takes this clause 
seriously and does promote i;,OtnpelHion JJl st1bcon lrncl!ng lo (he.maximum extertl pradi1;id. 
However, a: 1:his FA R clause also recogni~es, lhere are limes when competition is nol 
practicable or, due to ,,m urgent need , would be inconsistent with diligent fulfillment of the 
Llbjecljves 1111d requ1ten1ents of lhe co~\(racl. In such circumslance , Chemonics may co~1duc~ a 
~ole-so un::e prOCllrement to ensme that the interests of the project and the government are 
protected. The sapling pwcurement in question Wa5 such a ci.rcum~tance. 

We provided .Kearney with ilil explIDation of these circumstances and the need for expediency, 
w hich an be summariZed as follows: In 20081 ASAP purchased 500,000 Kattdahar sweet red 
pomegranate saplings as. part of a strategy to spur pomegranate production by Balk.h province 
farmers under a voucher program. Due to a confluence of circumstances, including an 
Ulllt~ually obrupl lr.msilion from harsh winter lo hot summer condition Urnl year and an 
avalam:he that s-topped delivery trucks for more than a week in the Sa!ang Pru;s, local farmer 
had a lready made 'lheit ow11 pla11ung decislo11s by lhe time the sapH ngs arrived ln !Me February 
and early March. This left 1nst1ffide11L lirn Lo e ffectivel y co11d ud sales and plan ling in Lhat 
season. The 1mplanted saplings began to die, and there was no suitablenmser_y with sufficient 
available pace to mil.inhilrt the sapli11gs. To prol'ecl SAJD's inLetests and en ·ure thal lhe 
Saplings tl1e agency had paid for wouk,t s11rvive and remain available for future u.se, ASAP 
LU:gently needed to id ntify a suitable land slle ,utd ,wbconll;a,ct the consLn1ctio11 and 
rnal.ntenance of a 1uu'Sety l'o trnm;fer lhe poo,egr.uiale sapliri.gs ai1d avoid furU1er losse • . We 
believe our actions were consi,:tent with those that a pmdent person WOl1ld take in the ordinary 
co\1rse of business, and reflected the serio usness with which we Lake ot,r role as respon ible 
stewards of taxpayer resources. 

Kearney has not explauted why lhl. ell'.plruiation was inadequate, or 1vhy lhe .:iict~u1.Sln11ces fow 

l'he ·ole-sourced procima!menl were inherently un.rea:sonabJe. 

Kearney al~o cha1'i1cterizes $21148 a$ unsupported for an item that it dai111s was not competed. 
However, this claim is incon ·lstentwith the fads. Che.monies obtained two written quotirtion$ 
for U1is item aiid selected lhe lower priced vendor. We provided both quolalions lo Kearney 
during the audit. Kearney responded by s tating "Ye , we acknowledge that two bids were 
provided. I lowever, r1:1g1.1lations reqnire three bids. We did not receive documentation that only 
two vendots were eHgJl,i le or llrnt the ,n,,;ard was iss ued through a sole-so urce tr1m~actio1,." 
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(Email, Sarah Lakki [Kearney] to Chemonics, March 17, 2014). We are unaware of any 
conLrndual requiremenl, or regul11lion incorpor11Led in theJ\SAl'conlracl, lhal require: Lhree 
bids, tlild eamey lu1s. rwt provided any evidence thah,uch a contract clause.exists. Indeed, 
FAR "15.403-"J (c)(l), while noL incorporated as a re...111iremenl of Chemonics' conltac.:L, establish,;s 

government wide guidance l'hat rw<,.> offers - o·r, indeed, the mere prospect of receiving two 
offers - is sufficient evidence of adequate price compelition for pi::ime contract procmemenl:s. It 
is unclear lo us why Kearney eeks, on a very small expend iLure, Lo impose on Chemonio; a 
S11U1d1Ud more rigorous than 'the standill'd that the PAR Co uncil consider~ sufficient for 
co11tracllng o£(icers condLtclfng mull±miWon d9Jlar procuten:iei I . Also, ii$ no~ed above, 
competilfon nr LJ1e lack tliereof is not ilself dispo- iLiv"' or cos t allowabili ty under the co.ntrn.cl 

terms and conditions. 

We re pectfully reque ·t that th.is s ubfindi ng be removed from the audit report. 

5 ubfiridin.g ASAP NT[< 20U-2.2- T imr.,;heels, l'?.er,eiving RP.ports, nnd Jnvoir;es . 

Keamey charncLerizes $440 ,is 11.11s11 ppotted bA.Sed on lhe lac!< of limesheets or proof 9( paymej1l 
for occasional laborers paid in cash. 'rhe laborers were tomato farmer~ who were assisting the 
proj.ect wi th demonstrations to other farmers in their region . We provided Kearney with 
sup porting documenlalion related lo lhe pay ment, Including a I is l of lhe laborer. , 
Contempornneou ' em:ail correspondence requesting payment for the named laborer~, a payment 
reque ' L form from Lhe project's Horticulture iutd Plant Prolecli911 Advisor, and a cod ing sheet 
approving the payment that was signed by three separa te ASAP employees. We agree that 
timesheets wou.ld be an optimal practice, however thi$ is not a .realistic documentation 
requirement Cor occa ionnl labot"e.r6 of this lype; our experience is lhal sui.:h persons often have 
limited Uterac . Moreover, there ~ as no .reguiren1ent for Chemonics to retain timesheel.5 for any 
longer lhan Lhe two-year period specified by FAR4.70--2(\l), nor Lo relal11 proof of p,1ymt!.n l for 
longer Ll1 ai1 the two-y<"arn r period specified by FAR 4.705-2(c). Acnndi11gly, there Is 110 b'.l,;is for 

characterizing the costs as lm$uppor ted solely due to the lack of such docmnentation. We 
believe lhe dornmenlalio.n we provided .is uffkiet1l lo de.monslrate l11e required ne >.'.tts between 
lhe costs incuned and the contract for whid1 they were incurred, 

Whrle we believe that Lhe above re-ponse should be ell po \Uve of U,e mailer, we ~,ote Lhat any 
daim ba ed on costs Kearney characterizes as unsupported fot ASAP NFR 2014-2.2 would be 
lime-barred under 41 USC § 7103(a)(4)(A). More Lhru1 six years have elapsed since lhe c~,. ls 
were invoiced to USA1D1 and the lack of an audit dt1es L1ot l'oll the s tatute of limitations for a 

claim. See Rnytheun Co. '"· United S /11/ es, Ped. Cl. 2012 WL3040113 ( -o. 09-306C, July 26, 2012) 
(de11yi11g re..:onsidecalion of R.nyllwon o, o United Strrles, Fed. 0. 2012 WL l072294 rApr. 2, 
2012)). 

Kearney also commen ts in this subfinding on two inst11nces where there was a timing di~parity 

between when co~l:;: foI goods provided to a beneficiary were ·incurred and when the goods 
were acknoi·\lledged as received.1l1ere could be many val id reason for such di parities, from 
common commercial terms providfag for payment before delivery to, responsiveness of the 
bene.fic.iary in signing a receiving report. We have focused our response to this subfimling on 
lhe co·L characleciZed as unsupported, however we would 'be happy lo discuss \he specific 
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dr<:umstam::es of these si., items with the contracting offi e, shoiild USAID desire more 
information. 

We raspeclfull v reques t that this s ubfinding be removed from the audll report. 

Subfinding ASAP NFR ?.OU-2.3 -Gmnt CloserJul Documentnt.ion 

Ke11rney's draft audit report provides two distinct and conflicting narrati ves for why Kearne_v 
..:hru:acte,r i z.e $856,496 as un upporled, coa1 prising lhe en lixe (bu,:dened) ao1ou 1\l iiwo'icecl for 
one of the granl.<; under conlracl lhal ASAP i~ · ued wiU1 USAJ.D approv;il. O n page 2'3 of Lhe 

tlraft altdit report, Kearney states they are questioning the entire amount of the !,'1:anl because o1 
alleged "lack of docunrnnlalioq lo u pporl Lhe -adequate closeout" of Lhe gr;inL. ll1is is the 
rationale that was con veyed to Chemonics a t the exit conference and ju previous 
correspondence.. However, on pages 27-28 of the dnifl audit report, Kearney sta les lhal lhe same. 
purporled issue wilh grantdo~eoul documenlalion resulted "in a con tro l iss ue and. no 
c1ueslioned costs.'' Keame,)' 11.lso present;; a difforent expfanation on pages 13 and 28 that the 
enl ire iU)'lO\rnt of !he grant is beiJtg questioned because there were que Lioned CO$LS- in a 
previous audit o f the grantee that Kearney alleges 11.re umesolved. 

We addre;,s each of Keafney'~ two narratives independently below. 

Crttnlee dMeout documenl:alfon 
While the fail\lre to iss ue a grant comp letion certificate may warrant itll administrative. finding, 
m>tlung in our contract terms and conditio.ns es tabLishes a completion certificate as a condition 
precedent lo reimbursemen t for lhe rosls Chemonics incltrred in issuing and paying for this 
grant on USAID's behalf. Kearney references 22 GR 226,71 and Chernonics' grant manual as 
so~1r.:es for the completion cerl,ilicil te requLremetH. However, Lhe cited secllo. n of the regulations 
does not address s uch cel'tificAtes. Whi_le they are part of the ifllern;il gu.id~m:e ln C'.,heinonlc 
grant manual, and a step that 01emonics routinely takes, the lack.of _ ud1 a document does not, 
lrt itself, negate the government's bi11dillg obl igation under FAR dause52.216-7 inaorjJorated in 
lhe contract, to reimburse 01emonics for the costs that it incurred. 

Addillonil.lly, Chemoru provi(f.ed sufficient evid ru.1ce Lo Kearney th-a.L we incurred co, ts for the 
grantee consisl'ent with w hat we invoiced. During the audit, Kearney sampled numeto u 
transacli l,ns for lh ls gnmt, at\d we provided ample documenlalion Hrn!· more 'lhan exceed ed the 
legal standards for supporting each sampled charge.. 'l1tis included: 

a. S,1pporllng doo.1roe11l11 Uorl for all di hur.semenls. 
b. Supporting documentation for direct prOcluernent performed from Chemonic.; under 

lhe grant. 
c, Original grant, modifications l and 2, and their respective modificat.lons. 

d . Competition relllted infor mation. 
e, Ferguson audit report and related response information. 
f, Grru1tee's final report. 

C: l1e1ncmi response l o Jralh ijUJ ii r"port for ASAI' and SI 



 
 

   
   

61 

g. Copies of 300 rural s tore agreements signed by ead1 benefic:iiu:y with their respective 
pictures, !isl or items received wiU1 lheir serial number , and Ii l of repair. performed lo 
their stores with their estimal-ed · .S. dollar value, 

h. MonU1ly financial reporL~-

Kearney claims that a final financial .report wa.~ not provided. The followin, section is part of 
Duru kshan's fin~I report: 

finruJci.u Repo,;t: 
['he financial repo.tl according l(J A, Al' financial requitemenLs and formal is prepared 

and submitted. on monthly bases to ASAP financial Management nit. This show the 
cumulative expenditure lo dat,:,,. 

As nol'ed in lhe Hsi above, l"hese monthly reporls We.re part of Uie supporting docu111enlaUon 
provided lo ll1eaudi lorfl . 

. leverlheless, to proVide even fu.cl'her a~surances that ntal.ch the i.nlenl. and s11bs lance of the 
grantee completion report, in pieparing the response to this draft. audit report Chemonics has 
obtained a sworn affidavit from Lhe brrantee conflnning the amount it received under the brrant 
in, question. We are prnviding lhi affrdaviL llnder separate cover. We as k lhat Kearney consider 

this documentation now as part of om full response, and consider modifying its finding in light 
of our response, in accordruice with GAGAS 4.38. 

Prior audit report findings 

Kearney's claim reg11tdi11g lhe pdor audit reporl (rotn Pricewale.rhottseCoopers· afWiale A.F. 
Fer,g11son is not Sltpported by the facts. The Perguson audit of the grantee did nut question the 
e.11 lire a111ount of the grant. 1l1is was -a.11 ll\ilia l posilio11 taken by lhe auditor, however lhey 

r vised this position prior Loi uance of th12 audil report upo11 recclpl of addilio1Ml 

clocumentation, a5 noted in Section 3.ili of the Ferguson audit report. In the finalized audit 
reporl, Fergusoa . questioned only $125,816 (unburdened).1l1is was relaled lo investment il1 
rurnl agricultmal s tores that exceeded the initial e~timate of $2,500 per store. The $2,500 was an 
\1:1.i l.!al e,;tim,ite reflecl ed in the h program d.escrlplion'1 seclion of the gr, nl agreei)1en L, but 
Fergus,;lll mls~ake1\ly believed ii to be ill\ e1t(orce,1ble ceilli\g, ,rnd U1is w,1 Lhe so urce of the 
questioned costs. Both Chemenics and the grantee d isagreed with the basis for the questioned 
co ls, and Altad1menL5 of lhe Fergusoa\ audil reporlconlained a detailed explanation o( why 
the initial e-Stimate was not sufficient to accomplish the objectives of the grant. Moreover, both 
Chem on.ks and the grantee believed there were flaws in Perg-1.1,011' s anal ysi~ of the value of the 
11$ oc(ated construdion, w hich qccurred well after the fact. Chento11]c followed l(p 011 the ,Uldil 

report with written analysis and disposition of the findings byChemonics' chiefo( party. We 

also slurred the 11ucliL .report wilh SAID. USA.ID c\i I nol respond wil.h ru1y decision lo dlsallow 
co~ts r otherwise overharn the d etermination of 0 1emonics' chief of party. 

A review of our records indicates tlrn.l, e did .nol initially provide Kearney w ill1 Allachmenl 5 
to the Ferguson audit report or the chief of party's decision memo and disposition of the audit 
firldings. We are submitting t(nder separnte cover I hose doc1unenls ns part lhis response, ru1.d 
request that Kearney consider them, in accordru.1ce with GAGAS 4.38. 
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We coLJ ld undersl:and 1111 observation from Kearney tl1at Lhe Fe(guson audil rcrJorl was not 
concluded with written disposition from SA1D.1 lowever, s,1ch an obsel'Vtttion would not 
provide any ind ependen t ba. is for Ke;irney Lo question l'he same co L'S. RaLher, if thi~ is Lhe 

nature ofKeamels concern, we believe such concern would more appropriately be reflected /IS 

an outstanding prior audit in the list of prior audit findings Ke1trney has included in Apperrdi-x 
A of Ll1e drafl report. We note, however, that\.\"'<:! do not ,regard !he audit a · oulsl,rnding, since iL 

w!IS Chemonics and not SAID who WHJS charged wi th administering the grant, and 
Chen\O):\Jl."$' chief of pru: ty performed a proper ai1al_ysis aitd c\ispo:;Illoil of the audll fi.J.1dings. 

Additionally, Kearney has pruvided n o explanation for w hy the Ferguson a,1dit report would 

jus tify characterizing as uns uppo;led the full amoun'! of the grant. We previously no~d LO 

Kearney that the Fe.rguson audit only questioned $125,8"16, and a:s.ked Kearney to explain its 
po ilion. Kearney' re~ponse w~ thal "The complete amounl J being questioned because dose~ 
o ul documentation created. by the grantee and/or Chemo ni i::.~ did not include financiaJ amounls-. 

The only financial amounts were in duded 1,vi th the A. fl. Perguson audit, tlms we fdt that the 
dose-OLLI of the granl perfoi;:med was inachiquate when the value of tbe cos~ that .A. F. Ferguson 

was questioning i considered, therefore .leading to questioned costs." (Email, Sarah Lakkis 

[Kearney] to Chemoniei1 March 17, 2014). This further highlights the inconsistency in Kearney' s 
s taled Justification~ for hMacleriZing the costs as unsupported. 

Condu5ion 

Given that neither of the narratives Kearney has provided ju~tifies characterizi ng as 

unsupported the costs discus ·ed above, we respecthulyi:equest that this subfinding and 
associated costs drnraderized as unsupported l:ie removed from lhe. audit report. 

We 1101e thal ;iny claim regarding lhe msls characterized as unsitpported under 11b(i1tdi1,g 

ASAP NFR 20L4-2.3 would, in whole ,or part, be Lime-barred Llllder 41 USC§ 7l03(a)(4)(A). 

With regard lo the slalement by Kearney that the.re Were 1'20 instances where adeq11ale· gtaol 
closeout was not provided," it is unclear to us to whid1 20 in$tances Kearney is refening. There 
were only Uve gra11ts i$St1ed on ASAP. Our records litdiql.le th11.LKeamey had ques~ons about 

the closeotit doctu1w1tl'illiQn for three of !!he (ive gran ts, incl11du\g t:he grant lhat i the subject of 
the questioned costs und<a?r th.is t1bfinding. We do co ncur that there weTe not ompletion 
cerlificales for these grants. 

SubfindingAS.A.P NFR 2014-2.4 - Miscellnrieous 

Chemonit-s conl"ests the $1411027 in costs characterllied llS unsupported for Modifications 2 and 

3 to Cliepw1tics' ·Ltbco11trad with Partners i1t Revilalizalion and l3tLUcl.i.ng (PRO). We not.e 
Modification 2 inaca ed the obligated amount, not the subcontract ceiling, and thus did not 

require contracting officer con.~ent or appwval. We do acknowledge Hu,t we should have 
obtai11ed written conlractl11g· offker consenl fol' M(,dificalion 3. Obtaining consent when 

reguired is an obligation that we take seriously a11d, with the exception of this isolated incident, 
ru1 obligatio11 1.hal we belreve we consisteJ'll:ly met on 1:he ASAP contrad, .However, we no'te Lhal 

USAID approved the odginal s11bco11 trncl ,lild the fir I. subsequent modification lherelci, and 
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that USAID Wi\S aware of the activities covered by the modifications and the government 
received Lhe full benefil for lhe ex:pen es incurred. We do nol believe the govern ment f: hould 

now receive those Services at no cost due solely to the Lack oJ formalized comtenton one of l·he 
mc,di ficatlons lo a previously consented-lo suboonlrac!. 

We also note that any daim based on the costs Kearney characte.ri:L.es as unsupported o r 
ineligible under U1is subfinding, including co,ls not ex:plidlly discu~~cd in lhe preceding 

pan1graph regarding PRB, would be affected by the time bru: at 41 USC § 7103(11)(4J{A), 

We· respectfuUy reques l lhal lhi.s ~uhrind.ing b removed from the audil repotL 

Resp011.~e to Recommendation 113. Cl\emonics has robu L syMems fot m11intaining ad<'!quale 

do mnentalion, as evidenced b the small amount of questioned costs relative to the contract 
valwa. Addilionallyi we.are always onli1H1aJly improving these sys tems, and in recent year we 
have established an ISO 9001-cerlified quality management ~ystem lo fttrlher reinforce our 
continuous process impr.ovement loop. We re.gard the few uncontested doCllment'alion related 
item~ Tt\ Reco1nmendalio11 #3 as isolated i1tc.iden·l.s. 

finding Chemonics ASAP . FR 2014-3 

Kearney que.stions $19,899 0£ re t and recuperation (R&R) travel cha.rges for an employee who 
worked across multiple USAlDr[unded prime co~1lrads. i11 orde( lo implement and supervi~e il 

shared security platform for aJJ 01emonics co11tracts in Afghanistan . .F::earney is questioning this 

cos t based on what its. audittns COll5ider fill incorred methodology for allocating the costs across 
cont.rads. 01emonics does not d . pute lhal lhe.R&Rcbarges were aJlocaled l·o 1the employee's 

home project. TI1is WilS consistent with Chemonic;' practices at the time, which were discussed 
wiU1, USAID. We ,ulocaled R&R lo i\rl ernpfoyee's home project so 1fo1.t there was nce11lrnl 

locati,111 where el gibllity for i:: uch I.ravel could be ,trncked, ;rnd beci\uGe we believed the 

marginal benefit that migh t accrue to the government from a different methodology would be 
outweighed. by the Jncrea ·ed co·ts necessary lo implemenl a different methodology, 

Nevertheless, Lo thee tent 0.rnL any dain,s 1111d counlefclillms between the parties wo·L.1ld s till be 

timely 1.1nder 41 SC§ 7103(a)(4)(A), we remffi11 ope1, to discussl.ng th.is roaller wiU1 USA.ID, 
and 'to reallocating si portion of the cost to the other refova·nt contracts if ·sAfD prefers a 

different 01ethodology. We nole th<1l any s uch reallocation would likely tesu11 iii incte, ed 
overall cost to the governiuent, as t)H! indirect cost rate ceilings Chemonics and USAID 
negoliatlc'd on the ASAP contract were considerably lower than om provision11J NICRA rates 
and lower tJuu, w hat we wou ld be requJ(ed lo b{U under the 1erQ1S and COltdjLions of the o ther 

contemporaneou~ contracts at issue. 

Finding Chemonics 1\SI 1:R 2014-1 

Based 0.11 docu men talion provided lo the a ltd it.or, Chemonks believes !hal $115,834.62 of the 
$120,268.00 characteriz..,d as l1l\SUpported under this heading, including all costs under 
Subfindings ASI NfR 2014-1.1 and all but $4,433.38 (unbu.rdened) of the costs under Sub finding 

ASl NFR 2014-1.4, are supporled Md ~llowable under the ter1ns of the conlrnct. 
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T11e majority of lhe costs lhal l<carney characlerizes as un~Ltpported rel ale lo US/\10-approved 

procedures whereby gr1mt budgets could durng1:! by 5-lOP I depending on the date, without 
addllional SATI)/ITTf approval or noLificalion requiremenl$ .. Keim1ey did nol recognize this 

pre-existing approval, and instead has atrempted to hold Chemonics to documentation 
standards that are not required by the ASI contrnd. 

Chemonic:, <tgrees th<tt U1ere were some minor adminis trative proces ing and documentation 
complelio11 issues. TI1is is a chaUeng~ ..::o.mmon lo project,$ operaliltg in high tisk envitonin.ents 
w .iU1 limited staff and resources. C,;hemonics co11ti11ues l() implemenl p(ocesses aimed al 

improving these areas. However, we do not agree that the project lacked adec1uate controls ovei: 
material mallers, indudh,g expend ii urns. 

We. address Kearney's general c:oinmenls below. We then address eacl1 of K"'arney's specific 

subfindings in .turn. Because there are d ifferenl explanalions for some of the i~n~ grouped 
together llnder the ubfindings, we have interspersed Keamey's buUet points with our 
responses to ;provide a tnore. logical flow. We ~tand re(ld y to answer any addll'ion~I qlteslions or 
prnvide clarification r,egaJ:ding th.is response. 

Subflndir1g A ' l NFR. 2a! 4-1.1- '1h1,ufficiP11L " Appr(l(Ja./s 

• Grants: Inslaitce.s of insuff!cie1H approval related Lo Grru\l and subcot,tracl agreeme.11\s, 
modifi.:ations, Memm:andltm of fegotiation, Clearance Forms, Completion Certificates 

and closeout clocmnentation. 

Chemon.ics' response: Chemonks doe" not believe that the materials pruvided evidence lack of 
proper approvals. 

The item~ cited by the audito.rs an be broken down into three main categories. Firs t, the 
audih:>.rs slale lhal memor.mda of negotiations were nol ·igned or were Signed after the \art 
date of the Grant Agreement. While AS! 5taff did generally sign the negotiation memoranda, 
Lhere wa (10 obligallon requldl\ them LO so, The lack of signature does t'\O L undermine Lh 
legiL'hnA.cy of Lhe docu11ne11l or evic\e11ce a con trol issue. B cause Lhe memo.ca11da ex.isl Lo 
document U1e 1:esults of negotiations, ii is not unusual that they would be completl!d after 
Hnalizalion of U1e gnu I agreemenl or respective procureme.nl under lhe in-kind gran l and nted 
in. the appropriate files. We do not believe that any failure in controls is present here. 

Second, ma11y of the ileJn" concem cases iv.here Grant Agreen:tenLc; or 111odifications were signed 
<1fter the ci ted effective date. We believe the~e arl! not control issues, because as a genera.I 

conlradual mailer ll is pem1issible (or pA.Ilies to an agreement lo ig11 Lhe agreemen.L 
subsequent to the effective date of the agreement. This is especia lly true for in-kind grants­

compr1sing the majority of th!! grants listed in thi section- whicl1 are not obligating 
ins lrull'lents for ,the gran lee to ex pend funds . 

Third, for lhose instances related to USAID approvrus for do eout or grru.1l dearru1ce, the OTI 

Aclivlty Datilbase WAS the method for confit1ning actions ,md activities between OTI 
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Wa:,hington, 011 fie! i. staff and various ASI office::;. ASI updated ead1 activity in the database 
wilh informalion and slalus which was uploaded lo OT al S/\ 10/Wa. hinglon on_ a weekly 
basis. In coordination and communication with OTI, updates were av.i.ilable in lhe field for OTT 
review ,lild oversight lhtm1 gh Lim d atabase. OTI tracked active and dosed activi ties. Time'Jines 
on closeout activities varied based on the ability to coordinate or visit Grantees dlle to changing 
security si tuations. Management concur, that it is preferab le to finalize documentation 
c ·pedienlly and Jnflinlfl in .red undant confirmfl tion~ of approva ls. Con!Sidcr ing Lhe changi11g 
ecurity si h.1ation1 il is reasonable that approvals would be c11ph.1red as actions within the final 

0TI Activity Database ru1d that d o eo ut of in-kind g.rn.nl nt.,y have beeJl delayed. We beUeve 
lhal LlliS is not an indi c:a lim1 of an in te rnill control i~s ue, since delays or la k o f sec011dary 
evidence of OI1 approvaJs caph.ued in tl1e database did no t affect our ability to prevent or 
do2Lecl and correct ml,::s.Lateo1enls on a timely basrs. 

Titus, we respectfully request lhal U1is item be.removed from -Lhe audH reporl. 

• G rants; Inshmces of insufficient 11pprovals of payment related supporting 
d0Ct1A1enlatlon. 

One instance in which the in oice was not properly approved by appropriate 
Chemonics personnel, re:rn! tingin un$upported costs of $24,190. 
Two ln~lance.'< In 'i¥h ich lhe l'urchase der (PO) wa~ nt>I approved u i1lil afler 
the deli.very of goods occl1rted. 

Chemonics' response; The instance Kearney c.ites in which an invoice"~ as not pro perly 
approved by appropriate 0 1emonics personnel " refers to a grant for the purchase of chemistry 
kits for JocaJ schoo'l s. DuriJ1g the course o( lhe audil, we provided. Kearney wilh the fo llowing 
documentatio n to support thi cost; 

a) /\11 procurement documen tation for the purd1a.~b'!. 
b) The 11 pprovecl pui:chase order. 
c) The fin<1l in.voice 1:iroce sed for paymen t with a lil.lnp 11 received ." 
d) A memo to file from the ASI finance team completed post transaction confrrrning that 

1,he lra11s11ction entry was rev ie, ecl and approved hy a.ppropriate project finance taff. 

e) The _ igned ;u,d ,iccepted Deed of Do.nation Md gun tee com plelio1, cer lj(icate, showing 
that all of the requested materials (37 total chemical sets) 1 ere delivered to and accepted 
hy the intended beneficiary. 

The USALD-app rov~l ASI-South procurement manual provided that a responsible staff 
me1nber should review lhe origl1,al invoice lo ensure accuracy. If the [nvoice was ac:nttil-t 
11ccording to the pmchase order, the s taff member sholtld sign o r stamp the invoice s howing 
his/her review atld approval, Llws im-\icali11g tl e invoice i~ accura te and a.:.ceplable. As 
mentioned above, the invoice in gue tion was s tamped as ''received" wi th a date indicated. 

In discussions during lhe course of Lhe audit, Kearne)1 s lated lhal they would determine this 
cos t to be unsupported because the invoice stamp included a place to "sign", which was not 
sig ned <1nd by this !ogk there was nothing on the strunp lo ind ica te\ hich depar.Lment received 
or revle\ved iL. 
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However, we d i,sagree because (a) Lhere wa5 no reL1uiremenleilher in Lhe procuren1enl 111anulll 
or in the conll'lld that a reviewed invoice requires a signature, (b) tbe memo to file fro m U1e AS1 
fi11.in ..:e leam co mple ted pos t Lransadion confirmed that lhe lran aclion enlty was reviewed and 

approved by appropriate finance staff, (c) the invoiL-e was stamped as received and oilier 
documentation make!> clear the beneficiar ies received thedtemical sets per the !,'Tan t 
agreements, and (d) the.re is no queslion. llrnl the cos ts ;ire reasonable. 

The.refore, Chemon.lcs m,1lnla]J1 lhal the docu.me1th1Uon submHted support lhese cos ts and 

respeclh.dly requests tha.l thrs. item be removed fr11tn lhe audiLrep9rL 

• ODCs: f1vitanc of ins ufficien t approval were noted : 
.For one instam::e in 2009, the expense report was no t approved. A co~ ts were 
s \1fficienlly supporte..i, U,is exce.plion did nol result in que lioned cost . 
for one inSLance1 U1e PO wa~ ;ippmved after lhe invoice and delivery 1J f the 
goods. A~ the goods were received and the cosls were ~uffic:iently supported, thi.s 
exception d)d noL resulL in ques tioned cos ls. 

Chemonics' respon e: We acknowledge the~e instance~ were aberrations fro m our policie~. We 
agree with the conch1s io11 thal we prov ided suffic·ien! docum en la lio n Ln support Lhe cost . 

SubJ"inding ASI NfR 2014r 1.2 - Cirri cal l ssues 

• Payi:oU. ln one ins tance related to payroll, due to a derical error, an employee had an 
iJ1cotred amo un I of re lroacti, e salary pald on a pay raise. 'TI1e error re u lied in iln 
inconsequentially lower amount of cos t;; incurred; therefore, this error did not result in 
queslio11ed ,:;osls. 

Chemonics ' response: We provided calculations to the ,mditor to show that the clerical errors ia 
applying the.relroacli'vesalary approval I ere neglig ible. 

Therefore, w respect(ully cequ L lha:1 Lhls ii rn be re.moved fron, t.be 11,(.tdil repor t. 

• G rants; For fo ur instance related to one subcontractor tha t implemented 13 Grants, 
fin gerprint · we.te lt ·ed Ju lieu o f signa!\1res, and lhe fiJ gerpdnl were eilher smudged or 
faint and would therefore be unusable to verify the ideillification of the individm1I. Por 
one ins tance related to one Grant, the incorrectG-nmt budgeted ammuit was recorded on 
the pclivi ly closeout do..:1une1ll'llllon. 

Chemon]C$' res ponse; We agi;ee lhal soo,e fi1,gerprinls were s1~md ged o.r faint, pos·ibly as a 
result of the pas$ing of Lime or the reloc11tion o f ,·ecords, and tlrnt· these and other m inor clerical 

i sue~ do not result in unsupported co ts. Chemonic, will continue to p lace management 
empJrnsis 011 e11suru,g llrnl the. correct budgeted amollnl for grants is recorded in. do eoul 
documentation . 

C: l1e1ncmi respons~ to Jrafr ijUJ ii r"port for ASAI' and SI f'agi/ 10 
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ASI NFR 2014-1.3 - Unexplained Di,c1,epancies between GL Dalrmces and Gran/ Closeout 
I or.umenlntfon 

• G rants: /\ l.otal of 12 insi.ances related lo nine Gra11ls were idenlifled in whii::h Lhe 

tran~actions recorded in the GL did notreconl'..ile to the amount that was recorded on the 

ac tivity closeout doclm1entation. While none of these cos I were con" idered to be 
Llll~ uppo rled as s ufricic:nt supporting documenlalion was provided Lo s upport lhe 
individui1l <..usts1 a conlTol deficiency wrus noted. 

Chemonia;' response: General Ledger balance difference$ so metime-occurred when the In-kind 

grant activity closeout documentation was processed prior to a financial period dosing, or 

whe11 the grant activity in '!uded diffetenl types of cos ts; for e:i:,1111ple1 aJ1 In kind 1nocur ment 
as I ell as $hort term technical assistance. As Kearney no tes , we provided sufficient 
doctamentalion to Sltpporl these co I . 

Therefore, we respedfully re(Juest that this- ubfinding be removed from the 11t1dif report. 

AID NFF'.101401. 4 - "lm proprtr11 Revi e:w Procedure~ 

• Tn one in~tance in 2012 for Payro'II, Lhe period of performance on the Rmployee 
Agreement did not reconcile to the period of perfonnam::eon the Earnings Sta tement, 
resulting i11 Llllsupported cos IS of $234. 

Chemonics' response: During the course of the audil, we explained to Kearney that the 
electronic payroll system put inlo place duJ'illg lhe projeclcaplured lhe lerm.inaliou dale for all 

employees based on data entered f:rom the 1 Iuman Resources Department. Although we were 
unable lo locate the hard copy 1110dificalio11 tt) lhe e111ployrnent ,1greeme1,1 related Lo lhe $234 of 
burdened cosL, Lhal Kea rney ha.s ..:haraclerized as unsupported, we did provide Kearoay wilh 

the earnings statement generated from the paywll modlde indicating that the employee' s active 
talus ' larled on 2009-12-12 ond lermi11ated on 2011-12-11, as well a~ the employee' approved 

hill-lime timesheet and correspond ing pay rate for the month in question. The pa_yrClll module 
would nol have allowed tJ1e em,ployee's pay to be processed had her talus. nol been acLive with 

L)me ;ipproved. We believe the employee's tim heel ru\d earnings sla le.me1\I ;u: · uffJcienl 

dOCltmentalion to support this cost. 

We therefore respectfully request that that this item be re.moved from the audit report. 

• For two in l;;m~ for P.iy;roll, a lrans lJle;ralion issue occur;red, resulll.ng lu the 

employee' s name not appearing the same o·n all supporting documentation. Since the 

costs. were otherwise fully siq>porled, only 11 ..:onlrol issue was noled. 

Chemonits ' response: We acknowledge the tran literation issue identified and agree with the 

conclusion that lhe.se costs Wete fully sttppbrted. We also 11ole lhal lhe iss11e of lranslileration or 
translation for names was significantly reduced when 01emonicsdeveloped and began using 
illl attlomatecl payroll module on the projects we implement Ju Afghanlst·an. 

C: l1e1ncmics rtaSponse l o Jralt ijUJ ii r,;port for ASAI' and SI Pag>' 11 



 
 

   
   

68 

• :Poi: one inst,mce fo r Grants, the total amount of-subcontract C05 1S i:m:urred exceeded the 
amounl of US Dollar co,rls autho.ri7.ed by USAID in lhe con enl to s uhconlracl. Tl1is wa.9 
the result of a d1m1ge in the exchang·e rate 11pplied per the consent to subcontract versus 
Lhe exchange ralc applied to Lh" a.:lual pa yment due lo the lin,lng of the paymenL l11e 

final amount paid by Chemonics for aU co~ts, including this Sl1.bc:o ntract, did not exceed 

tlui ceiling of the previously, USAID-approved in-kind grant, nor did it exceed the 
ceiling for lhe Afghani amount per lhe subcon lrncl, and the refore did no lresull in a 
questioned cost. 

C hemonics' res ponse: We agree wiU1 IJ1e condu~lon that there are n o q uestioned costs for this 

item. We huther note that the ASIAtti ities Ma.nagementGuide (AMG) included provisions 

whereby Lh gr.ant budget couJd ch ange by 5~10%, depcndl11g on :Lhe date, v; ithou t USAID/ QTF 

approval or no tification requirements. This provisiorr allowed fo r exchange rate changes and 
minor cli anges lo actual cosl.s (or Hems procured in-kind l'o mo,1e alwad Withou t undue 

adminislralive burden and delays in lhe challeng ing conflict enviro nment. '111i~ s lructure wa~ 

agreed to by USAID/OTI as part of the contracting officer's approval of the AMG. 

Activitie · that irrcluded short-term technical assist.mce or direct distribution of good,- and 

services were processed in accord=ce with the subcontr<1.cts issued to vendors within the 
1 S/\ITJ/011 cleared adiv iL:Y descripllon. 

The fi.11.tl USD value for Lhe s ubco11Lr, cl is wi thln the budget c.hange l11resho ld a uLhoriZed per 

the USAJD/011 ~pproved AMG; thus, no additional approvals were reque 'ted 01· .rec1uired. 

TI1erefore, we respedfolly request Urnl lhis Hem be removed from H1e audil re porl. 

• For eight i.!,slances Jn 2010 fo r Gra 11ts1 the total co_t, incmred exceeded the·hu<lgeted 

amoun is, res uhing rn uns upported co~t;,; ol' $69,671. 
• fo r fo ur ins ti1I11.Ces in 2011 For Gran ts, the total co,;ts im:urred exceeded the budgeted 

,.1111o unts, resulting In uns upported costs of $26,173. 

ChemonJa, ' res po11se: A$ llQted above, the SAJ;D-approved ASI Activ ities Manageme1ll Gq.ide 

(AMC) 1.1\dttded, pcovJsions w hereby Lhe gr.UH budget could change hy 5-l0%, depending on 
the d a.te, without USAID/OTl approval or notificatio n. requirements. This provision allowed for 
e.xdia1.1ge rate changes and minor chanj:;es Lo aclt1al cos ls for items procu.red in-kind lo move 
ahead without tU1due administrative burden and delays in the challenging conflict 

en vironment. 

When the activity involved an in-kind !,'Tant, the grant completion certificate w11,. u5ed to 

finalize lhe delalls (or Lhe acllvily in Lhe OT! e-:Rooms files and Grants Da tabase whk h se,rved 
as Ofl' official record of gr11nt activity action~. Th us, overage~ wi thin this parameter fo r in­

kind grant activities could be recob'llized thw ugh the grant completion certificates si'gned by 
both parties certifyi ng lhe co mpletion of the ac tivity <1nd final reconciliation of in-kind grant 
va lue. 
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Activitles that included hort-term technical asslstance o.r diiect distribution of goods and 
~ervices were processed in accordance Ivilh lhe subconlnu:t..~ is~ued lo vendors wilhin Lhe 

SAfD/011 cleared activity desaiption. 

The discussion b;,low provides detail of the agreements that Kearney has characterized as 
unsupported; 

i. PBC 25-68, Activity ARG-011 
a. Origi11aJ budget: $89,188.37 
b. 'osls incurred in excess of origina_l budget: $1,,756 (2.0%) 
c. Discussion; The original SD grant budget was the equivalent of 4,459,419AfA. 

11,e gra11l c9mplelion oorlifi..:ale1 s igned by both the grnntee and C hemo11ics 

.repre~entatives, sen,ed as the final [econc..iliation qf the value of all in-kind 
s upporl provide.cl under lhe grru1t, ru1d certified lo lhe complellon of the grant 
aclivities . Cl1en10nic~ provided to Ke11rney Hie fin11I duly e ·ecu ted grant 

completion certificate amending the Grant "Budget to $90,944.72 along with the 
s11pporli11g docume11La~lon for Lhe $elected co I sample u11deJ' this grant. The 

fin al USD value was within the budget change threshold authorized per the 
USAID-approved AMG; thus, no additional approvals were requested o r 

required. 

li. PilC 25-92, Aclivlly ARG-032 
a. Ociginal budget: $44,545 
b. Costs incmred in excess o.f original bmiget: $1,510 (3.4%) 
c. Dlscussion: This was a 110.n-grants activity. 111e dea.rance form sigaed by 

LTSAID/OTI is for a short-term teclmicll1 a.ssishmce activity wit.ha private entit 
which was i\tcomplished Lhrougl1 a Hxed pcice~ubcontract. The to tal payments 
, era 00 11sis lenl with Lhosubcon trncl as amended for 2,045,434AFA, whkh ill 'Lha­
prevaiLing exchill1ge rate .e~,1 Lted in costs billed to the govemmen t of $46,055 
(uflburdened) . 13ecau ·e the s11bconlracl was firm-fixed-prk-e and did 1\ol exceed 

the :S implified 11L"C]uisition threshold, 01emonies h ad di,cretion to enter into and 
inodlfy the subCQ!ILract wUhoul furlhe.r SAID action coaslste1,1 with PAR 
52.2#-2.Flirthermoxe, \he 5l11,)contracl en tered into wa,s coML~Lenl with the· 
activity budget as modjfjed and the final USD equivalent was within the b11dget 
chru1ge Uireshold authorized pm- lhe USAfD-approved AMC. Kearney has nol 

provided any argument that supports its char11cteri.zation of this cost as; 

unsupported. 

iii. PBC 25-41, Activity GA'R-052 
a. OrigiJ1al budget: $74,230 
b. Cosl~ incurred in excess of original budget: $2,899 (3.9%) 

c. Disc.1.1ssio11: The APA equivalent at the time of grant signahu:e was 3,686,006AfA. 
Following initial gra11l clearance, !here was a significant change in lhe ~dlimge 
rate 'benveen the US[) and A1"A 'lotal subcontract payments under this in-kind 

gran l 1vere consistent witli l:he subcontract as amended for a total fixed price 
amount of3,449,-:l()O AFA. AllllOllgh this amount was lc;,wer in APA terms than 
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the original budget, the exchange rate fluctuation resulted in a higher ·so value 
for lhe AllA in·lcind granl and corresponding rixed price L1bconlrad~ 
denominated in AFA. The final USD value w11s within the budget change 
thres hold authorized per the lTSATD·approved !\MG; Lhus, no -addllio11al 
approl"als were rec1uested or required. 

iv. 1~BC25·27, AclMtyGAR-0..54 
a , Original budget: $312,454 
b. Cos ts incurred i.11 excess of original budget:: $19,907 (6.4%) 
c. Discussion: Following inflial grant clearance, there was a significant d1ange in 

the exchilllge rate between SD and AFA. Th.is resulted in a higher llSD value 
for lhe J\FA 'in, ki11d grant and correo,pondi11g fixed prioo ~ubconl.racts 
denominated in AFA. This wa explained in a .note to the file intluded in the 
granl docuinentaiion Chemonics ' ubmilled lo Kearney. The lolal ubcon tracl 

payme111Ls we re con~ is·!ent with the )'Ubcnntrad118 amended and as approved al 
tl1e lime of i suance, I Iowever, due tu exd1ange rate changes, the SD equivalent 
increased. The final USD value WI.IS wi1hi11 Uie budget ch(ll1ge threshold 
authorized per the USAID·appnived AMG;- thus, no additional approvals were 
reques ted or required. 

v. PBC 25·66, Activity GAR·068 
a. OriginaJ budget: $28,086.85 
b. Costs incurred in excess of original budget:.$466 (1 .7%) 

c. Discussion; The AFA equivalent at the time of grant si1,111a h.LL'e was l,292,002AFA. 
TI1is aclivity was a fixed obligation granl Payo1ent made on thi~ adivity 
equaled the original APA budget. However, there were s light exchange rnte 
di(ferences when re.;ording the ilClual pay1nents in APA dur.ing lhe course of the 
activity, res ulting in a .<:lighlly high,u Lola) SD expended -arnou.nl for Lhe gran t. 
The finaJ USD value was within the budget change threshold authorized per the 
USAJD-aj~proved AMG; thus, no additional approvnls werereg,,estt'd r 
n!CJuired, 

vi. PUC 25-47, Activ lly MAR-003 
a. Original budget: $.55,533 
b. Cos ls in ,med in e ces of original bL1dgel; $2,127 (3.S.%) 
c. Di cussion: The A11A equivalent at the time of grant signat11re Wa5 . 2,776,650APA. 

The grant t.-ornpletion certificate si,gned by gran tee and AST for the value of 
21663,900 AFA was Jes llHu1 lhe orighial AFA equivnlenl ,1. l lime of granl 
signature and was equal to the exact amount of a subcontract iss ued under the 

g,Ml. 'Ihe SL1bcon(rad, according lo Uw co~l selected (or Uw a1tdiL1 was pA.id in 
full. A lthough the amount paid for this gr1111t was less than the original value of 

the gr=t in APA terms, exchange rate fluduation resulted in a higher SD value 
than originally budgeted. TI1e final. USO va lue was wi~hin the budget change 
threshold authorized per the LI AllJ-approved AMG; thus, no additional 
approvals were requested or reqttired. 
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vii PBC 25-62, Activity MAR-011 

a. riginal budget: $149,360 
b. Costs incuned in excess of original b\ldgel: $12,825 (8.6 o) 
c. Discu sion: The AFA equivalen t al Lhe Urne of grant signature was 7,429,0001\..FA . 

The grant completion certificate signed by th.e grantee and AS1 certified the 
amount reimbursed as 7,309,000AfA which was the exact amount ofa 

subconlrad issued under the gnml. Although this amo unt wa lt!S~ than Lhe 
original vaiue of the grant in APA terms, exchange rate fh1ch1c1ti(m resulted in a 

higher lJSD Vfl,[ue than originally budgeted.11,e Lina) USD v<1.lt1e W!IS withJ11 the 

bud gel ch,mge Uire hold a utl1ori;.i;ed per Lhe SAll )-;:ipproved AMG; thus, no 

additional approvals were req uested or required. 

viii. P13C 25-28, Activity SPI-030 
a. Origlnal budget $28.4,510 
b. Costs incurred in exce,' S of orig inal bud gel: $2.'i,270 (8.9%) 

c. Discussion: The AJ1A ec1uivale;it at the time of grant s.igni1h1re was 
14,2251500A.FA. A-,. shown on the Activity Completion Cer tjf ic11.te and Final 

Eval uation Report submi tted to OTI1 the fixed price subcunlrnd for the work 

under this grant- wa;; issued at 1J,939,020A A and payments were isrned in 
accorda m:c wilh LhaLsubconlrru.:L All hough th is amount was less th an the 

original value of the grant in AP A terms, exchange rate fluch1ation resulted in 11 

higher USD value Lhai.t original ly budgeled. 'Il,e final USD vafoe WilS wilhij\ lhe 
budget change threshold ,mthori'.i:ed per the USAID-approved AMG; thus, no 

additional approvals were reque tecl or req uired . 

ix, PBC 25-102, Activity KAN,031 
a. Orighial budgeL: $78,668 

b. Cosl:$ i11cur,ed in excess of ortgi 11 a l bud gel: $7,M6 (9.9%) 

t. Discussion: KA -031 was a no n-grants activity involving the prnvision of 
leclrnical as i tancefrom engineers hired on shor l-lem\ employment agreemer\\s 

to be embedded with counterparts at the Kandahar GL_y mayor' s office with all 
cosl$ n111111aged by ASI. The clearance ion:n signed by USAID/OTI i& for 11 hor t­

lerm Lech.111caJ as istance nclivily and was modilied Lo the referenced i\Clivily 

budget. The final USD value wa:;: 1vithin the budget change thTeshold authorized 
per the USAID-opproved AMC; thus, no ad<lilional approvals were re~1uested or 
requlred. 

x. PBC25- 1, Aclivlly KAN-04]: 

a. Oiil,rinal budget: $71,082 

b. Cos ls incurred in excess oi origiiial bmi~el: $11,t46 (15.7%) 
lJi. cussion: The budgetd111nge threshold 11t1thori:i: d per the USAlO/OTl 
approved Activities Management Guide (10%), was $78,190.20. The subcontract 
costs charged lo the conlracl u1tder UtiS granl exceeded this threshold by 
$4,037.38. 'n1e overage was an aberration due to an internal miscommunicalion. 

xi. PnC 25-38, Acllvlty ARG-049 
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a. Original budget; $55,900 
b. CosL, incurred in exces of lhe origin11l budget: $.5,986 (10.7%) 

c, Oistussion: The AFA ec1uivalent at U1e time of grant 5ignature was- 2,571,400AFA. 
As hown Oil Lhe ActivityComplelion Cc1"lifica te suhn,illed Lo 011, the costs 

charged to the contract for in-kind s uppot"l pt•ovided under this !,'Tant were 

2,802,714AJ1A. ln USO terms, it appears o n review that this exceeded the AMG­
a uthori7.cd bud gel change threshold by $.196 (unburdened). We would not 

contest a revised total that characterized ati un~upported th.i~ $396 amount. 

x ii. POC 2,5-92, Aclivlly Al.tG,OJ2 
a. Di cnssion; Th.is activity was djscussed in item (ii) in o ur response above. We 

refer th e reader to tha t discussion. 

As ·hown above, for h:n of the lweJve USAID de<1red aclivilies Kearney c iles, lhe final USD 
v<1 )ue was within Lhe budget dmnge Lhreshold au lhorized per the l 151\TD-approved /\MG; tl1us, 

no additional approvafa were requested or required. The purd1ases, s ubcontracts, and provision 

of shor t-Lem, tedu1lcal assi truice under each of the activities were adm.i.n.i.sLered consistent wilh 

contract requirements. For the other hvo activities, ·we believe only the costs incurred in excess 

of the budget change threshold authorized per the AMC, totaling $4,433.38, should be 

cl1aracleri7,ed a~ unsupported. 

During lhe qJurse of Lhe ,utdil, Kearney asse.rled Llrn.L, whi le 011 may not be cequlred lo 

approve budget modification under 10% of the total budget, modificati.ons to the grants .are 

still required and therefore should be do..:i1mented illl.d approved by Chemonics and the 

grru1lee. Howeve.r, wenrninlain llrnl as the grant I as not an ohllg<1ling inst rumen I, formal gtan·I 

modifications 1¥"ere not necessar · to autl10ri~e provision of support within the SAID/011 

thre holds for lhe acLivHy Lntdget. Further, the 0Ml granl compJeL_ioi1 certificates, ·when - igned 
by /\ST and the G ran lee, provided s ufficient ilddiLio11al docurn1211ta.L1o.n of Ute vaJue of lh e in­

kind !,'l"illlt. When ASf activities were o ut ide of an in-kind grant, no for mill modifications were 

11ecessar , a the uclivily bud_gel was lra<:ked in the 011 Acti'i'Hies D<1Labase and was in 

accordance with tl1e AMG authorized budget thresholds. 

Regai;dle , s il1ce Cltemonics pos essed the /\u lho.i:i ty Lo allow limited c!evialiom; in Ln1,lgel a11d 

properly recorded final grant an1ounts in the grant completion certificates and on Activities 

Dal;:ibase, lhe lack of an iiilerveni.ng modific<1t:io11. is !lol a. malerial mallec and would nol form 

any basis for disal lowance. Requiring such a modification places an added administrative 

burden (and expense) on projects With no apparent corresponding 'benefit. Chemonics will 
11onethdess addre$S 'Lhis 1)1i1ller with i11 t:he hiture USAID to delerini1\e · S.AID's prefere\,ce;. 

We lhe("e(ore fespeclf ully request lhal lhe aud il report be run.ended lo cha,raderize_ as 
trnsupported only the uncontested amount of $4.,433.38 in thh• s ubfinding, 11nd to remove other 

unassociated items from thL su bfindmg. 

AS1 2014-1.5-Tinririg issues 
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• Jloi: niCTe imtances for subcoi1h:actors1 the payment was CTOt made withiCT 30 da.ys of 
rece ipt of ll1e inv,)ice1 as required by the subconlrad agreement. n,rough review of 
other relevaot ~iocumentation provided b r ChemoCTics, U1e costs incurred were 
co11sfd red reawnable. hs a resulL, these i11s La11ces did nol resull ln unsuppotled co.-ls. 

Chemonics' respon ·e; We a1,rree with ilie condusion that there a.re no 1.rnsupported costs for this 

ilem. We do not agree lhi.s .represents a co nlrol issue because Giere can be many rea~ons for 

clel11.yed payments, i.nduding reasons that exist to protect the legitimate interests of ·sAID 
illtd/Qr Chemorucs. Ch emoni<.:s ~akes $edou ·ly Hs responsibilities t.o pay st1bco1ilr~clor in, 

timely 1mmner, bu,l t]1l~ obligaUon i balanced ag,1insl our olher obligation . Mo l commonly, a 

delay in payment is d1.1e to 1ues tions from project s taff rega.rding the invoice and a.ssociated 

$upporling documental(on from Lh<l s ubco!\lraclor, though se1eurity conoori,s .in delivering 

payment, incorrecl or uspicious payment instructions,. or ecurity or logistical restrictions 

preventing com munication can also befaclors. These delays are no! due to control issi1es; lo 

the e,.;lenl lhal lhey are wilhin any paJ:ly'$ manageable conlrol, ll1ey ar commonly e,.;amples of 

effective controls in action. 

• for one instance for Grants, the Grant modification 1vas. not issued until the previous 

modification had ended, resulting in a control issue 
• For lwo instance, for Gr,rnLs relaL.ed lo one Grnnl, the Gran! modificalion wa:-: nol issued 

until s ix mont.hs after the original contract period of performance had ended , resulting 
in a .:onl!ol issue. 

Chemonks' response: We agree with the conclusion Uiat there are no questioned costs for these 
lwo items. We a lso nole Urnl (here can be many r-easo11s for delays in execuling modifical!o.ns lo 

grants, including reasons that exist to protect the legitimate interests of USAID and/or 
Che.mo(llcs. 

finding Chemonics AS] FR 2014-2 

Chemonks conte:;ts $819,640 of the $823,550 lJUeStioned under this finding, including all costs 
qttest.ioned under Suh(iJ\dings ASI NFR 2014-2.1 thrc,ugh 2014-2.5 and Lhe $130 of purported 

''luxury good$" quesU01,ed 1J\der SubfimiingASI NFR2014-2.6,. We do concu1· with , qo,e oI 
Kearney's observations related to internal control . 

We first provide cotnme.ntary below on Kearney's qualified opinion and a general cau e for 

Some of Uie items Kearney 'cites !15 missing, a we believe Kearney did not give d1.1e 

con, (deration lo the terrorist aUack t:hal deslroyed a igniucanl porlio1t of ASI doo.1.1ne.ntalio11. 
We then add.ress Keiu:ney\ gene.ta! comments in this finding, fol1(1wecl by our re:;ponse to each 
llf Keart1ey'ssped(ic L1bfinding'" 

Terrorist r1!111ck. At 9:03 PM on April 151 2010, ,, terrorist detonated a massive Vehicle Borne 

Improvised Explosive Device (VUIBD) outside C he.monies' ASl offices in KaMlahar. In lhe blasl, 

two Chemonics guards were slain, several other employees were injured, 11.nd equipment and 
documenl'a.(Jon w~s destroyed or lost. 'TI1e photographs below s how 1J1e exl'enl of the 

de.stn1clion lo lhe ptojeel' offi es. 
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At the entrance conference, during audit field work, and at the exit conference, Chemonics 
informed Kearney's auditors of this event, and be likelihood that we would not be able to 
produce all of the complete original documentation supporting certain costs as a result of this 
terrorist attack. Chemonics made clear that it would provide alternative documentation to 
support costs where original materials were not complete or unavailable. 

In its draft audit report, Kearney has made clear it was unwilling to consider any 
documentation other than the specific documentation requested. As such, Kearney's draft audit 
report contains a qualified opinion for the ASI portion of the audit, stating that this action is 
because Kearney was "unable to obtain adequate audit evidence specific to the Other Direct 
Costs (ODC) and Grants balances for the ASI contract." 

Chemonics is perplexed as to how Kearney came to such a conclusion. Characterizing costs for 
which the supporting documentation was destroyed or lost as a direct result of a terrorist attack 
as "unsupported" does not accurately reflect th€ circumstances surrounding these costs nor 
does it take into consideration the challenging operating environment present in Southern 
Afghanistan during 2010. In addition, Kearney's determination to question all costs not 
supported by complete sets of original documentation, without considering the adequacy of 
evidence and available alternatives, is inconsistent with the regulatory and audit standards that 
apply to government contracts and with well established legal precedent. 

O,enonics response to draft audit report for ASAP and ASI Page 18 
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We believe il is inequilable for Kearney to issue a q ualified audil opinion ,vHhoul s laling ll1at 
Chemonics. suffered a terrorist attack and as 11 resuH w11s unable to produce doc1.1menh1tion 
Keilrncy reques ted. Doing so leaves a mlsimpre.ss io11 00 11cernlng Che111oni ~· adnrl nislrnlion of 
the project and cooperation with the am-lit. 

Further, a~ oullined below, we cond l1 ded an exhau. Live search of o ur arcl1ives while preparing 
Our re:;ponse to the draft audit report and we were able lo locate additional documenta.tion to 
support these costs. We i;\re prov i(\j1\g Uus documen lallott lo Kearney fot col\$Tde(atiou. 

Wt! respectfuUy regmist that Kearney remove the c1uali(ication of its a udit opinio n, and 1emove 
any r f ranee to a qua lified altdltopinion i.11 Lh12 aud il r porl. At a minimum, we reque~t th a.L 
Kearney provide 11 more accurate .and complete characterization of the ci rcumstances described 
above in ii audil opinion. 

Response tu Kearney',; g,eri em1 r:ommenfs. At the cond usion of finding AS] N R 2014-21 Kearney 
rec(les numerous clauses from the Federal Acquisitiot\ Regu laUon, the Code of Fedetal 
Regul11tions1 and USAID' Automated Directives System (ADS), but doe not explain their 
connection to the ASI contract or relevam.-e to the i:llldit findings. We note lhal there a,e no 
provisi,rns of o ur oontracl ll1at incorporate, or requi re ad herence lo, FAR ParLs 6 or 13. The 22 
CfR 22653 and 226,71 clau~es are requi"rements for grantees, not con trac tors. Jlirn1lly1 we are 
fao1Hlar with the os l principle fow1d at FAR 3J .201-2(d) . BlLt t:he a.lldit repotl does not ic;lenlify 
whether Kearney is haracterizing these costs as unsupported on the basis of whether they were 
paid, aJe allocable, or conform to some other specific cost principle. Tlus makes it difficult to 
provide a comprehens ive response. 

Subjinding A Sl NFR 2014-1.1 Compelil.ive BidJi11g Doc.w11enlrtlio11 
Kearney ha~ characterized as uns upported $787,795 th a t wa& invoiced fo,· mullip l.-! gran ts or 
subcontracts based soleJy on the amount of documentation provided to mpport c:o mpetition. 
We believe Kearney's fin.d ing is flilwe<l for multiple independent reasot\s . Firs t, each t'f the 
grants in questitm Wfill approved in wriliJig by USAID, acc,..nding to the approval procedure:; 
Lhiil had been mutt1ally agreed between 01emonics aJtd USAID. 1l1e information USA[!) 

exam ined as pad of ils approval J11clL1ded budget e,;Utniltes that 1,he cogniz;1.n 1 USAID officiaJ 1 

deemed to be reasonable, The procurements-under-gyants that form tbe basis for Kearney's 
queslioned costs were c1.mdl1,;.,ted within lh e eslimi1tes.1l1eSWIFTIJI !QC c1.m trn,;t under 

which AS1 was tendered addjtjonally provides that, in selecting gran tees, "L1SAll) must be 
~-:i gnific,mtly i:n volved in establis hing se.lecli.o n criteria llJld must approve the achtal selection of 
grant reciplen ts and grant activilie$," which accura tely describe~ Lhe level of USAID/OJ'I's 
particip-ation iii the process. Kearney has provided no explllilation as to why Kearney has 
effecti e!y subs liluted ii ow11 cetro pe.:Live jlldgme,it of lhjs ou11.ter1 t\OlwlLIU,1,ndiJ1g the pdor 
and contemporaneous approv11!~ by the cogniz rmt ISJ\Jt) officials . 

1 Depending on iM gran t va lt,e and L 1p ~ or ,·ec:iplen t, the o,gnizarH offi cia l could be Lh<? OT! tow, try represent(llive 

nr· fi P.ld d il'~~tor1 n,~ ta~k o,·der m n11·acting offl l"\'l r's IP.~hnk al re.presei,ra tlv<', or 1h~ tas~ order conrract in.~ officer, 

ACl:ord ing 10 lhe approval procedmes th at w~re app1'ovi!d by Lhe contractll,g oU!cer as part of the pro,ie:t's gtl\11L 

manua l. 

C:: l1e1ncmi response lo Jralt ijud ii r,;por l for ASAI' and AS I Page I 9 
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Second, while our conlrad doe~ generally incorporale lhe re~1u irements of ADS 303, lhiF 
includes clauses lhatexisted contemporaneously wil-h lhe contract period of performance which 
provide specific authority for examplion from co,npelilion due Lo several circunrlance s uch as 
exclusive or predominant capability. Kearney has provided no analysis of the jus tifications for 
absem:e of competition that Chemonics provided during the audit for some of the questioned 
ilems, nor explanation as lo why it believes. Lhese jusl ificalions were so facia"lly dericienl as lo 

require the ubstitution of Kearney$ retrospective judgment, nor explanation as to why, even if 
this I ere Uie s:ase, USA ID wou)d there.fore be entitled lo -a re(u1t<;l of lhe e ,tOre tUtiver e of cos ts 

as~ocia led with llhese gn,1nts ;mcl i:;ubconlracl.s. 

Third, we ha ve, since the g~uat1ce 06 Lt1e draft audit reporL, recovered some of the 
do mnentalion that wa believed Jost in the VBJED atta k or its aftermath that es tabli hes 
compclitiOll did \>Ccttr for each o( 'lhe pwcuremenls tinder granls Ulal are qtteslioned in this 

s11bfinding. We have included lh is- documQ.lllalion as part· of ou r res ponse, as d iscu. sed ru rlher 
below. 

i. Grant SPI002 awarded to FAI7 in 2009 for $2561694 (bmdened); T he prnject received an 

lmsolicited list of 10 proposed prnjeds for Spin Boldak are<1 for consideration by AS1 and 
USA TD/011. /\SJ and USA ID agreed lo an inilial prOjecL as one of lhe first major aclivilic.~ 

for the ASI prOje(.'t i!Ild negotiated the grant accordingly. The <1mtitors assert that the 
jus(ificaUO)l included LI\ lhe nego tialioll 01emotan,;\u.01 for Cr, nt srrno2 awarded lo FAF 1$ 

insufficient, although SAID/an <tpprovecl the grant as req11lrecl by tne. AS1 AMG. TI1is 
1 as a 1,'Tant with a l.f.S. firm with specific technical expertise and local knowledge and bo 
meets the exclusive 01 predominiint capability requirements of ADS 303.3.6.S(c) (as ii existed 

during the contrncl period of performance) . . FAF w<1s also a USAID/011 vetted firm with 
strong-tr, ck recorq, itdequate financial y$lems and active et1gJc1eering capaclly in Kandahar 

City and pre.sence i11 U1e key districts of Arghilndab and Spin Bo'ldak, ,,11 h ich was requirl.ld 

fur implementation of this activity. 

The grimtdornmenlation provided to Kearney include:, the USAID/OTI grant a:pprov11l as 
well as !'lie negoU,'\lion memotru1da (or lhe g:t·ariL. Cheinonks also provided lo lhe imdilors a 
copy of LheFAJ' corfiorate capabilit ies statement <15 evidence of fAF's expert s.e related lo 

the activity. Pre 'ent in Afghanistan s ince 20041 FAF had a long history working in the 
leciuhcal and geographic areas relevant lo ASI ,1nd predonunanl capability with I.he 

expertise and COi\text for this activity. 

Kearney asserted 111 discussions about l.hls Hem lhal U1ey did not beHeve the docu.me11lalio1 
proved l'Af was uniquely capable. However, the rec1uired s tand a.rd was predomirmnl 

capabill ly, not unique capabiljly. More i(npo.rta11Lly, USAID/OTI considered lhe 
documenmtion to be sufficient-in granting its clearance of the activity and 11pproval of the 

grant. There.fore, CJ1emo11ics maintains that the grant was awa.rded with the a.ppropriate 
justification foe lack of compelilioJ1 as C&)ltired by the AS[ co11 tracl, and th.al all co ~ of the 
g.ant are fully supported. 

We therefore respectfull y request Lhal this ilem be removed from !:he au,;li l reporl. 

Che111 mies , .,sp<>nse lo J ra lh ~ud ii r,;port for ASAI' and /\SI f'ag~ 20 
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ii. Grant~ I\RG-004, AR ·006, /\RG-026, ARG-016, ARG-049, K/\ N-028; KA ·09 a 11d KA N· 
105, tutaling-$531,201 (burdened). The pl'ocurements in question under these l,'l"anG 

occ1.1rred either p1·ior Lo (l11 the cai:,e of the fir!ll lhree gran LS) or s hortly after (in, Lhe case of 

lhe other five) the VBIED terroris t attack. Much of the documentation as ociated with 
competition, as wel.l. a s any 11pplicable justification s for lack of competition, was Jost or 

d e~ lroyed. 11le project fil es related lo the fi r~l U1rce gran ls contain a memorandum wi th the 

following hmguag e: 

"0 ,i Ap ril 15, 2010r lheA J-5 Ka nda har · Ly 01fk¢ al'ld iresid e.nc .. was at t:acked via a m a<;.qlve 

Vehicle Borne lrnprovised 12x-plosion Device ( VBlUIJ). rl1e VB1e.D destroyed the office and ·tJ1e 

ex:pa tria teresidence was s ve,ely damaged . Wi th th e, i11 tegri tyof scn1 rhy fo.r th e o,n npm1nd 
severely comprom ised, ~1e expalrial.e members o f lh e learn were evacua led tha L even ing. 
Cuncerted efforl:, were m.idc over the followh,g t.htys to i;ecover a~ much papt:r an d el · c·tr1.1nic 
program cioctlm c:n taUon as poss ible. I Iowever, due lo the mag11 ILL1dc o the a llack and 
su l;, . .,equ om t darn ~ge.s. with th ,;, structu ra l in tegrity i;, f th., bu ild ing compromised and deemed 

unsa fe lo M r, il su bsla n l i, I ,1mm1111 of prog;a m dQ.,.1mc11lal' io11 had been lost. pon t·he Lr,111sfcr 

of the p roject offi~c from the bu ildin g following lh i nddenl; th landlord pn:duded f-ur1 1u:r 
ao:e lo Lhe p mperLy. Addil1()/l o! ll y, n,a,;y o( Ll1 e i11d iyid u a l comj'.>u t.,1· u Uli d by 1J1c qaLJoM I 

staff were di-1 mags,d <Jr destroyo<l du rin.g the blast, and tlrns many ()f the el ch-011 1,.fi! BS ware 
lot." 

T he project files for the other fi ve gran ts contain a no te that the procurements occumid after 

the VBIED trurorisl attack but i;luring the period when the project offi<.:es moved sever:11 1 
limes and lhere w .... re high Ins lan.ces of turnover due lo lhe -un~lahle security silu111ion . "he 

general language u sed is as follow , aGCO m p,mied by a list of the missing doGumenlation fo r 

each gran t! 

"TJw fi lei.: fist.ed bdmv are mis ing fro m 1:he subcon tracts fo ld er due lo lh e fo llowin g re~son ~- In 

April of 2010 the Sl-Soul11 office in Kandahar was the t:arge t of a car bomb. After the explos.io11 
the ~1 bcontTacts depa rtment moved l;o Kabul fwn1 May 2010 th ro,igh November 2010. In 
November the s.u bconJracls team rnlocated back lo Kandahar an d was based ou l o f tJ1e Sherzar 
pffk-, Jocat~d by KAF Durii, g this tun e the sc1.b<;on trac:ts management team manged m rmeroqs 
t.1m es. F.very new su bc:o ntrarts man ager/ di re "I.or initi,i ted a n~w fi ll'l s trucb.ire but did not s tay 
w ith the project tongenou_gh to fully imp! ment the d1anges. This memo justifies the abs<'lnre of 
1:he items listed below d ue to fh ce higl, ru rnov<.<r rak'. in the ubm ntrarts m~nagerrn:'.n t tea m, the 
blast in. Aprfl, an d th e m ul tiple times th e oftice relocated duti11g- the COLU'Se of the p.roj~d." 

l\ddil:ionally, s ince ceceiving the draft 1:1udit report, 0 1enw11ics conducted ao exhaus liv c 

$Can of staff comp uler archives thal w as not possible wilhi n llrn audil LimeJrame.. W"r.•. were 

able to retrieve documentation from stnff computer archives tha t s hows the re was 

competiUon for each of U1e eight items in ques tion. We are ~11\,n1illiJ1g U1ese documents 

under separate cover to Kearney as a part o f our response, though we maintain that the 

cos ts would be adequately ~u pportcd even witho ut this add il ionaJ documenlalion. Due lo 

lhe time required lo retriev e s uch arch ived informallon, we were nol ab le lo locate thi: 

information within the time cons traints of the audit field work. We respectfully request lJ1at 

Kearney co nsider this documentaLion now as part of our res ponse and modify its findings 

as appropriate, iconsis tent with GA CAS 4.38. 
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In s um, we have1 in each oHhe eight ins tance , provided Keilrney wiU1 sufficient 

documenfation to support allowance of the cos lo. We have now, additionally, provided 
docu1mrnl,1lion wilh thi.s respo11se Lhat we believe addcesses Kearney's commen ts on 

competition. 

We lherefore respedfulty regues l lhal these items be removed from the audit reporl. 

Add.iLio1wlly, we nole lhal Kearney h characlerizecl as Lrnsupported the entire ·valu of the 
in-\,;:ind grant ARG -004 despilc l:he focl thal the ~ample co l' and quieslion on competition 

documentation was associated with only one of the fixed price subcontracts issued under 

(hif> gra11t.1l1e Granl wilh lh.a /\rghandab Jolnl Di t riel Coordinalion Cerit r (TTXC) was 
cleared by 011 on ovember 7, 2009 for the in-kind provi ·ion foe s h;engthening the security 
at IJ\e JDCC, i.n.du,i i11g boundary wall cons trnclion amt i nslnllnlion of blast film. Tt\e 
1,elecled cost under ll1e audi t wa~ related oi, ly lo the fixed priL"e5ubconfracl for boundary 

1 all comtruction. The remainder of the grant was for blast film. While we ma.in lain that all 
costs d1;:u-11ctertzed, s u1trnpported under Lhis sttbf111dlng should be removed ftOJtl the audit 

report, we believe that for internal c:onsi,tency Kearney shoul<t, at a minimum, revi -e its 

questioned co ·ts to correspond on ly to the procmement in question. 

iii . Questioned ODC costs of $13,307 (burdened). The pcoject suppocted m11intemmce and 
repairs lo \he toilets in lhe MAIL buik\i'.ng i i i Carmseer Di · tricL The rehabilitalio11 and 

maintenance service wa,; pwcured tluough a fixed price subcontract with payment due 

upon the completion of the work. Supporting documentation provided to the auditors 
included lhe fixed price suhconh:ad1 the appi:oved invoice nnd payment request form1 as 
well as the approved financial processing forms. The cope of work req11ired the excavation 
of an o ld septic tank, repai..ri11g the lab for 1he sepHc Lai* and J11stalli11g Loilel con necking 
ripes, repairing two toilets, and insta ll ing two wash Lubs ,1nd one shower as wall as 
repairing electricaJ switche and lights. 

Con5iS1enl with C:AR52.244-5, Chemonics pwrnoles competition in procurements to the 
n1a>:i.J.1, u1n extent pr.icticable. For obviOll reasons, the nalure o( wotk se.rvieing a eplic t.a11.k 

and repru.ring toilet connections lypic~lly requires ii qUlck re.spo11s . ll is re/,\Sonable to 
include related items in the ·aine procnrement such as installation of fi,.,.tnres to minimize 

disrHplion lo facilities. Chemoni..;s maintains that the services provided under lltis 

subcontract were reasonable with costs sufficiently supported per therequire.ments of the 
contract, and tlrnt it was necessary to '11VOid the de!a~ that competition would lrnve required 
in the CilSe of this u rgent (ircumslance for these.small-value services. The prices pilid and 
visible on the Bill of Quantities we supplied to the auctitors were based on the company's 

cou1mercial tiltes, 1t11d sud, cale are themselves -eslabli hed itt a commercial markelplace 
with robns t competition. Kearney hns provided no anAlysis of hemonics' justification for 

absence of competition, nor any bash grounded in the contract terms illld conditions for 

characterizi.J1g these co Is as unsupported. We maintain thal the cosls are fully supported 
according to the contract terms and conditions. 

We therefore respectfully request Lhat this ilem be rermwed from tJ,e audit reporl. 

Che111 mies , .,sp<>nse Io drafr ~u d ii r,;port for A SAi' and A SI 



 
 

   
   

79 

ubfinding A<: / Nf'R 1014-2.l - Tmvr./ Documenlalion 

Keitrney charnclerizes a~ ·uns11pported $7,764 as Lhe burdened cos l of lodging for two local 

nation a.ls who we~e lodged in Kandahar for one month each in October 2010 clue to the needs of 
the project. The basis Kearney provides for questioning these costs is the lack of international 
travel approvill. 

A Ute lodgi1,g pr<)Vided was for local nntioi,a! staff, i"nle tni\lional ltavel approval W11$ not 
applicable. We find nothing in AS! LJOnlnJCt regu frfng LISA ID approval for in-c:ountry lrnvel. 
The in oice from the PSS guesthouse, naming the two local employees for whom 
accoo1modati o11 had been provided, was approved by Lhe ASI d eputy chief of part and finance 
team. The local engineer,' timesheets ·how corresponding dayae wo.rked for the month. We 
believe that per the conLracl term , this is suffo:ien.t lo document that the costs were incurred for 
!he benefit of lhe cont.rad . 

We Lherefo re respeclfolly request that tl,is subfrndil\g be removed from t.he audit report. 

We do not dispute Kearney's as!iertion regarding the expense report iss ue Kea.mey noted. We 
regard lhi s. as an isolated incident. We appreciale Kearney~ concurrence w ilh our po: ilion that 
the other ~ 1pporting evidence fo. this charge is sufficient to substantiate allow ability. 

Subfinding AS1 NFR 2014-2.3 -Receiving Repvrts 

Kearney comments in Lhis s ubfinding on flve instances where \here was a timlng dis parity 
be'tween when costs for goods provided to a beneficiary were incurred and when the goods 
were acknowledged 1lS received. There could. ol,wlou ly be o,a11y val id tea.so,, for S Ltch 

d ispa,rilies, frorn common co111Ln,ucia l lerm~ providing for payment t,.,fore delivery to 
responsiveness of the beneficiary in signing ii receiving report. We would be happy to discuss 
the s pecific circumsla11ces of these Hems w ith the contracting office,• shotd<l USAID desire more 
information. 

For U1e gra.11tex,unple Kearney highlighted, 1:he good. lhal did noL ha e ;i. receiv ing reporl were 

expendable items that were incorporated into the larger construction (gravel, sand, rebar, etc). 
The engineer inspectio ns noted work progressing and lhe dellvery of materials, and lhe final 
co11s truction documentation serves a~ evide11ee of completion/receipt. We consider such 

document11lion sufficient for internal control purposes and we disagree that Kearney's 
ob ervallo1, point~ to aconlrol iSS lLe·-

We therefore res pectfully request lhal 1lhis s ,lhfi.nding be removed from the ,u,d ilreporl. 

Su.bfiriding AS] NFR '1014-2.4- Gran/. Su ppurling Documentat ion 

Kean,ey drnracterizes $10,528 as uns npported under this subfinding because Kearney asserts a 

gnmt agreement was not provided to support the costs, We conte. t these questioned co ts, 
becau~e: (a) a granl agreement was nol required for Lile impJementalioll of these acli'vi lles, and 
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(b) the cost~ were approved by USAID. The costs characterized 1lt' unsupported were part of a 
cash-for-work (CFW) aclivily performed by fRI) ,md aulhori7..ed under lRD's s ubconln1cl for a 
cleared activity. The subcontract itself had ·sAID consent. The specific CPW activity Feceived 
lhe. required J\clivity Clear.ince from 011, which we provided to K,srnmey duri11g Lim audit a~ 

well as the email auth_orization from Chei::nonics to IRD to implement the work order activity as 

cleared by On Additionally, because this particular CfrW activity was cancelled .uter three 
months due lo lack or c::noperalion (rom lhe local village and ecu rily considera tions, 
USAID/011 specljical/y approve\'.! the amount paid to nm as part of its approval of the 
ca,ncellation of U,e ;1,c;:livi t.y. We provided this c,11,ceUation .i.pp(o a1 to Kearney. Kearney has 
prmrided no bas\s for questioning co~ts tlrnl 1,vere Incurred under IRD's valid, consented lo 

subwntract, and that were in fact approved by USAI0/011. 

We therefore respectfully request that this element of Subfinding ASI NFR 2014-2.4 be removed 
from the audit report. 

Regarding Kearney's ol'l1er as erlions about missing documenrntion, we note that we 1·eceived 
some 416 follow up questions from Kear11ey fo1· gran~ 111one after 0 11r lnil\al submission of 
doc:u.ments, most related to sampling of certificates or other grant documents. We were pleased 

that, .iI1 the relatively s hort time period afforded lo us after the receipt of this set of c1uestions, 
we were able Lo locale must of the re<111esled documents. We do concur Llrnl lliere we.re some 
documents we were not able to locate within the recp1iu:!d time.frame, but we b6lieve these may 
have been available had the lim.ef-ran,e bee11 less lintited. We concur with Ket1.rney llw.L no11e of 
the. unfulfilled requests fot documentation would be reason to cha.racteri.ze an of the related 

eosts as unsupported. 

Subfir1aing AS] NFR 2014-2.5 - Gmnl Closeout Documentatwn 

While we do not dis pule Keamey's o:imments regarded difforenc s in dos ou l do umentalion 

for grants 1mder the contract, we note that sud1 differences largely reflect d1anges that occurred 
over the life of lhe cor1\racl in how ASI and 011 s taff inler~~reted the closeout d cumenlaHon 
procednres- in the grant manual. I Iowever, in all case:, one. constant remained; The OTI databat;e 
W,;IS the flnal official r cord for closeout, Md ,1pp..rova( l,y 011 of a graril. closure was lnhei;enl l11 

a gratt.L being tna.(:ked "dosed" ln lhaL database. Th~1s1 w believe Lhere we.re adeqq11te co nl(ols 

surrounding the grant closeout process, notwith~tanding mino, differences in the specific 
documents that were rela.ii\etl in ASI's project files. 

Subjimfoig AS] I FR 2014-2.6- Miscella11eous 

Kearney h;u: cha.racter:ized as unrnpported $4,026 o( cos t!.' (Lnudened) related to OOCs, and has 

characterized as it\eligible $130 of aHeged luxury ilems. The $4,026 of ODCs consisls of fuel 
charges in Augu .. L2011 and the purd,ase of a juicer in 2009. 

01-~monks has decided ii Will not con lest lhe queslloned fuel charges, which are $3,726 

(unburdened). Although the amount incmred for fuel charges is consistent with what 
Chemon1cs incurred for contemporaneous and f1.tlly-documented foe( purchases on the A l 
contract, we lrnve bee11 l(nable lo locale the supporting d.ocumenlalion for this specific charge. 

Cl1e1ncmi respons~ lo Jralh ijuJ ii r"port for ASAI' and /\SI 
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Kearney & Company, P.C. (referred to as “Kearney,” “we,” and “our” in this document) 
appreciates the thorough and thoughtful responses to the audit report provided by Chemonics 
International, Inc.’s (Chemonics) management.  Chemonics disagreed with the majority of the 
issues presented and agreed with a limited number of the issues presented.  Kearney presents a 
complete evaluation to the full response from Chemonics’ management below. 
 
Chemonics has indicated they are particularly concerned with the issuance of a qualified opinion 
for the Afghanistan Stabilization Initiative (ASI) Special Purpose Financial Statements (SPFS), 
as it leaves the reader with a “misimpression concerning Chemonics’ administration of the 
project and cooperation of the audit.”  The audit was conducted in accordance with auditing 
standards generally accepted in the United States of America, and the standards applicable to 
financial audits contained in the Generally Accepted Government Auditing Standards (GAGAS), 
issued by the Comptroller General of the United States.  Specifically, GAGAS, Section 
“Integrity”, Paragraph 1.17, states: 
 

“Public confidence in government is maintained and strengthened by auditors performing 
their professional responsibilities with integrity.  Integrity includes auditors conducting 
their work with an attitude that is objective, fact-based, nonpartisan, and nonideological 
with regard to audited entities and users of the auditors’ reports.  Within the constraints of 
applicable confidentiality laws, rules, or policies, communications with the audited entity, 
those charged with governance, and the individuals contracting for or requesting the audit 
are expected to be honest, candid, and constructive.” 

 
An auditor’s report offers the auditor’s opinion.  Kearney has taken care to determine that the 
proper opinion was issued.  Kearney respectfully declines to remove the qualification from the 
opinion.  The report taken as a whole, with Management’s Responses and the Auditor’s 
Evaluation of Management’s Response, presents a thorough and accurate depiction of the 
findings as of the end of fieldwork.  Kearney believes that the findings as written present a clear 
and unbiased depiction of the conditions that occurred. 
 
The root cause of the qualified opinion was a lack of sufficient audit evidence.  Kearney is aware 
of the Vehicle Borne Improvised Explosive Device (VBIED) that detonated outside of the ASI 
offices.  From the standpoint of internal controls, contingency plans should include data and 
documentation back-up requirements that would prevent or reduce the impact of loss of 
information in case of an uncontrollable event, such as the one that occurred.  Documentation 
redundancy is essential, even more so when documentation is being retained in a location that is 
susceptible to events such as a VBIED.  Upon review of the testing results, the VBIED does not 
appear to be the primary cause for the lack of supporting documentation, as Chemonics was able 
to recover “some of the documentation that was believed lost in the VBIED attack or its 
aftermath” (e.g., documentation to establish competition) and also because documentation that 
would have been available only after the VBIED attack was also missing (e.g., ASI NFR 2014-
2.1 Competitive Bidding Documentation included five grants that did not have adequate 
documentation that were procured after the April 15, 2010 VBIED attack).  
 
Chemonics also stated, “Although Chemonics was unable to provide the specific documents 
Kearney requested, Chemonics provided sufficient documentation to fully support the costs.  
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Kearney did not accept this documentation.”  Kearney used its understanding of Chemonics’ 
controls and processes and auditor judgment to test and conclude on which transactions were 
adequately supported by documentation, and which costs should be questioned based on the 
documentation obtained.  An example is evidence of adequate competition.  When Chemonics 
could not provide documentation supporting adequate competition, the entirety of the costs were 
determined to be questioned as unsupported.   
 
As these SPFS are classified as “special purpose”, the SPFS structure is designed to 
communicate very specific information to the readers.  The content of these SPFS includes 
management’s contract costs incurred and fees applied for two contracts, followed by the 
reporting of questioned costs as a result of applied audit procedures.  Questioned costs are 
reported, in conjunction with control and compliance findings, in order to alert the users of this 
report, which are limited to specific instances in which questioned costs exist within Chemonics, 
the Office of the Special Inspector General for Afghanistan Reconstruction (SIGAR), and the 
United States Agency for International Development (USAID).  The SPFS requirements were 
designed to support the identification and communication of questioned costs, whether 
unsupported or ineligible, and are intended to assist USAID’s Contracting Officer (CO) in the 
execution of his/her duties in compliance with Federal Acquisition Regulation (FAR) Subpart 
1.6, Career Development, Contracting Authority, and Responsibilities.  The SPFS requirements 
are also intended to support SIGAR in its duties in accordance with Section 1229 of the National 
Defense Authorization Act for Fiscal Year 2008.  Ultimately, FAR Section 1.602-2, 
“Responsibilities” states: 

 
“Contracting officers are responsible for ensuring performance of all necessary actions for 
effective contracting, ensuring compliance with the terms of the contract, and 
safeguarding the interests of the United States in its contractual relationships… (c) 
Request and consider the advice of specialists in audit, law, engineering, information 
security, transportation, and other fields, as appropriate.”   

 
As part of FAR Subpart 1.602-2, it is the CO’s responsibility to make a final determination as to 
allowability of a cost, but he/she may consider the audit results when doing so.  It is Kearney’s 
responsibility to conduct this SPFS audit in accordance with GAGAS and the requirements of the 
SPFS, which includes reporting questioned costs.  When considering the instances of control and 
compliance findings, including those with related questioned costs, we have sufficient audit 
evidence in support of our conclusions related to our audit opinion and supporting Schedule of 
Findings and Responses.   
 
Kearney defers to the CO to determine the final amount of costs that should be recorded as 
unsupported.  Kearney was unable to determine which portion of the amount of costs paid were 
reasonable without evidence of competition; therefore, a determination could not be made as to 
the amount that should be considered reasonable and thus allowable, leading Kearney to question 
the entire amount of the transaction.  There were also instances where documentation was 
provided to determine that costs were allowable; however, an internal control issue persists.  An 
example of this is when an invoice is paid, and evidence to demonstrate that the goods and/or 
services were received prior to the date of payment is not provided.  Overall, Kearney considers 
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the costs questioned in this report as being necessary for the CO’s review and final determination 
as to allowability. 
 
Chemonics has indicated that an insufficient amount of time was provided for an adequate 
response, and that while preparing their response to this report during a two-week timeframe, an 
exhaustive search of Chemonics’ archives was conducted.  Kearney believes that sufficient time 
was provided for Chemonics to obtain documentation from their records.  During fieldwork, 
Kearney provided between one and two months to provide documentation in response to our 
initial requests, and provided between two weeks and two months for Chemonics to respond to 
follow up questions.  Therefore, Kearney has determined that the total amount of time provided 
was considered adequate to research and locate the supporting documentation.  
 
Chemonics frequently noted that FAR references cited as criteria for several findings were not 
applicable.  In these instances, Chemonics noted, “there are not provisions of our contract that 
incorporate, or require adherence to FAR [applicable reference inserted here].”  Kearney has 
determined that the FAR guidance remains relevant and applicable for both the Accelerating 
Sustainable Agriculture Program (ASAP) and ASI contracts.  Supporting this position is 
Chemonics internal guidance, including: 
 

 Chemonics’ Procurement Guidelines for ASAP in Afghanistan, Section III, “Chemonics 
Home Office Procurement Policy/Procedures”, Subsection A, “General”, Paragraph 2 
states, “The Procurement Department’s procurement and contracting methods will be 
guided by the FAR, AIDAR, and other USAID guidelines to the maximum extent 
possible.”  

 
 Chemonics’ Procurement Manual for the USAID Afghanistan Stability Initiative Project, 

Section III, “Chemonics Home Office Procurement Policy/procedures”, Subsection A, 
“General”, Paragraph 2 states, “The home office procurement department 
procurement/contracting methods will be guided by FAR/AIDAR to the most practicable 
extent as a Contractor.” 

 
Kearney would like to thank Chemonics for their professionalism and dedication to the support 
of this audit.  Kearney appreciates the efforts that were undertaken by Chemonics to provide the 
requested documentation, respond to inquiries, and provide detailed responses to the findings in 
this report.      
 
Throughout the detailed findings, Chemonics indicated that all questioned costs would be 
affected by the time bar at 41 USC § 7103(a)(4)(A).  The purpose of this report is to alert its 
users, specifically USAID, with regard to questioned costs.  Kearney defers to the CO, in the 
course of executing their assigned duties, to determine allowability of the questioned costs and 
the effects of the USC referenced by Chemonics. 
 
Below, Kearney has provided our evaluation of Chemonics’ management’s individual responses 
to the findings noted in the Schedule of Findings and Responses.   
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ASAP NFR 2014-1 – Inadequate Review and Approval Procedures 
 
Chemonics indicated, “While we agree that obtaining the necessary signatures on modification 
promptly is a good practice, we do not believe that the circumstances here point to a control 
issue.”  Kearney contends that while there may not be a legal requirement to sign a grant 
modification prior to the effective date, the operating environment is why Chemonics should take 
added care in ensuring that signatures are obtained timely.  Circumstances may rapidly change, 
thus Chemonics should be vigilant in ensuring that both parties agree to any grant agreements or 
modifications prior to the effective date.  The purpose of the signatures is to ensure 
understanding and agreement with the terms and conditions of a legal document by those 
individuals who are parties to the agreement.  Internal controls should be designed to ensure 
agreement with the terms and conditions of a legal instrument prior to commencing efforts 
against said grant or other legal instrument.   
 
Chemonics also indicated that the stated criteria were not applicable, but they agreed to the 
criteria in concept.  Kearney has modified the Schedule of Findings and Responses to provide 
additional criteria; however, otherwise maintains the finding as appropriate.  The responsibility 
to design and implement a control environment lies with management, including the adaption of 
that control environment to the circumstances that exist within the locations it conducts business.   
 
Kearney acknowledges that this finding alone does not meet the definition of material weakness 
or significant deficiency; however, when taken collectively with other findings as presented in 
Table 3 of the Schedule of Findings and Responses, we believe an aggregated material weakness 
exists.  As such, this issue is included in the report for an understanding of the aggregated 
material weakness.   
 
ASAP NFR 2014-2 – Inadequate Recordkeeping 
 
In regard to Chemonics’ position that the cited FAR criteria are not applicable, Kearney contends 
that the FAR criteria remains applicable.  In support of this position, Kearney provided an 
evaluation of management’s response at the sub-finding level below.  
 
Chemonics further indicated they were unable to determine whether a cost was considered to be 
ineligible or unsupported.  In the audit report, Kearney states whether an amount has been 
determined to be unsupported or ineligible.  All but $43 of the questioned costs have been 
determined to be unsupported; specific references were included in each Notice of Finding and 
Response (NFR) that further explained why costs were questioned.  The remaining $43 dollars 
were deemed ineligible.  
 
ASAP NFR 2014-2.1 – Competitive Bidding Documentation 
 
Chemonics indicated: 
 

“As we noted in our general comments above, the contract does not incorporate the 
regulatory requirements Kearney seeks to impose. The only requirement we find for 
competition is the requirement at FAR 52.244-5, Competition in Subcontracting, which 
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states that ‘The Contractor shall select subcontractors (including suppliers) on a 
competitive basis to the maximum practical extent consistent with the objectives and 
requirements of the contract.’ Chemonics takes this clause seriously and does promote 
competition in subcontracting to the maximum extent practical. However, as this FAR 
clause also recognizes, there are times when competition is not practicable or, due to an 
urgent need, would be inconsistent with diligent fulfillment of the objectives and 
requirements of the contract. In such circumstances, Chemonics may conduct a sole-
source procurement to ensure that the interests of the project and the government are 
protected. The sapling procurement in question was such a circumstance.” 

  
Kearney contends that the FAR criteria remain applicable.  This is supported by Chemonics 
Procurement Guidelines for the Accelerating Sustainable Agriculture Program (ASAP) in 
Afghanistan, Section IV, “Local Procurement Procedures”, Subsection C, “Direct Contract 
Procedures”, which states, “Procurements of commodities and services within the host country 
which are undertaken directly by USAID or its contractors shall be in accordance with the 
requirements of FAR/AIDAR.” 
 
Chemonics indicated that an explanation of the need for expediency and lack of competition for 
the sampling procurement was provided; however, FAR criteria and Chemonics guidelines state 
that competition, or the determination to provide a sole source award, must be documented.  
Further, a sound internal control structure requires that documentation should occur timely.  
Chemonics Procurement Guidelines for ASAP in Afghanistan, Section IV, “Local Procurement 
Procedures”, Subsection I, “Document the Award” requires such documentation be in the award 
file.  Without support for competition, or a written justification for a lack of competition 
documented at the time of the procurement, the costs are determined to be questioned as 
unsupported.  For the purposes of the audit of these SPFS, it is our responsibility to alert the 
users of this report as to instances where costs are unsupported, so as to aid the CO in executing 
their responsibility under FAR Subpart 1.602-2 in making a final determination as to the 
allowability of a cost.   
 
In regard to the $2,148 amount, for which Chemonics responded was adequately competed based 
on the fact that they obtained two bids, Kearney reasserts that Chemonics is required to follow 
the FAR, and FAR, Subpart 13.1, Procedures, Section 13.104, “Promoting Competition” states, 
“consider solicitation of at least three sources to promote competition.”  FAR, Subpart 13.106, 
Soliciting competition, evaluation of quotations or offers, award and documentation, Section 
13.106-3, “Evaluation of quotations or offer”, (a), 2 states, “If only one response is received, 
include a statement of price reasonableness in the contract file.”  FAR, Subpart 13.104, 
Promoting competition states, “Unless the contract action requires synopsis pursuant 
to 5.101 and an exception under 5.202 is not applicable, consider solicitation of at least three 
sources to promote competition to the maximum extent practicable.”  Further, as copied below, 
Chemonics’ Procurement Guidelines for ASAP in Afghanistan, Section IV, “Local Procurement 
Procedures”, Subsection G, “Simplified Acquisition Procedures” states, “at least three (3) 
quotations required” for transactions between $500 and $100,000.  If three vendors were not 
available to provide a bid, this should have been documented as part of the justification for 
proper competition and award.  Kearney noted that Chemonics had support for one bid received 
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and documentation that a second vendor had been contacted twice, but a quote was not obtained.  
No further evidence of competition or sole source justification was provided.   
Kearney has modified the Schedule of Findings and Responses to provide additional criteria; 
however, otherwise maintains the finding as appropriate. 
 
ASAP NFR 2014-2.2 – Timesheets, Receiving Reports, and Invoices 
 
Kearney maintains that the documentation provided to support the validity of payment to these 
laborers was inadequate, as there is no support from the final payee that work was performed and 
cash received.  
 
Chemonics indicated there may have been valid reasons for receiving reports and invoices to 
have a timing disparity; however, specific explanations were not provided.   
 
Therefore, Kearney has determined that the finding stands as issued.   
 
ASAP NFR 2014-2.3 – Grant Closeout Documentation 
 
Chemonics indicated that there were “two distinct and conflicting narratives for why Kearney 
characterizes $856,496 as unsupported.”  Kearney would like to note that the explanation on 
Page 23 relates to the ASAP NFR 2014-2.3 as a whole; however, to further clarify, Kearney has 
provided additional discussion below of the findings identified during fieldwork.     
 
When testing grant payments Kearney selected a sample of grant transactions recorded in the 
general ledger (GL).  Upon review of these transactions, Kearney noted that for 20 transactions 
related to two grants (Grant Numbers ASAP-0001-G-07-Durukshan and ASAP-0001-G-07-
Samaritan’s Purse), documentation to support adequate grant close out in accordance with 
Chemonics’ controls requiring a grant completion certificate was not provided.  There was 
adequate documentation provided for one grant, ASAP-0001-G-07-Samaritan’s Purse, with ten 
instances to support the costs incurred.  Chemonics concurred that completion certifications were 
not provided for our review.  Kearney alerted the users of this report as to the lack of compliance 
with Chemonics’ own reporting requirements and to the resulting control issue.    
 
The costs questioned relate to ten instances for one grant, ASAP-0001-G-07-Durukshan, as 
discussed above, where adequate close-out documentation was not provided to support the costs 
incurred; this is the same grant for which the A.F. Ferguson audit report was issued where a 
significant portion of costs were questioned.  Chemonics provided additional documentation in 
response to this draft audit report.  Documentation included: an affidavit dated 2014 signed by 
the grantee asserting the validity of the costs; a document explaining the justification for the 
costs from the Durukshan Agriculture and Social Association (DASA) dated 2011; and a 
memorandum to the file dated 2011 stating the reasons why Chemonics accepted the costs 
questioned in the audit report as allowable.  The two items dated 2011 were related to the A.F. 
Ferguson audit previously performed over this grant.  The memorandum stated that the DASA’s 
confirmation of the validity of the costs was a reason to determine the costs were valid and 
allowable.  Another explanation was that too much time, approximately three years, passed 
between completion of the work and assessment of the value of the work.  These assertions and 
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explanations made by Chemonics and DASA are not sufficient for the purposes of audit 
evidence.  
 
Further, Chemonics stated that the $2,500 ceiling was an unenforceable limit, thus the costs 
reported in the A.F. Ferguson audit report should not have been questioned.  The DASA grant 
agreement, Grant Number ASAP-0001-G-07-Durukshan, Attachment II Program Description, 
Section, “What will ASAP do?” states, “Provide US$2,500.00 (two thousand and five hundred) 
to each retailer to renovate or reconstruct a rural farm store according to ASAP specifications 
and design…  Any extra cost will be borne by the store owner.” 
 
The statement that “any extra cost will be borne by the store owner” sets a not-to-exceed ceiling, 
which was exceeded.  This resulted in questioned costs.  
 
ASAP NFR 2014-2.4 – Miscellaneous 
 
Chemonics noted that the lack of signatures on the grant modifications was an “isolated 
incident”; however, this occurred twice on the same grant (modifications 2 and 3), suggesting 
that this was not an isolated incident.  Kearney provided additional criteria in the Schedule of 
Findings and Reponses to further support the finding as issued.  
 
ASAP NFR 2014-3 – Improper Cost Allocations 
 
Chemonics does not dispute that the Rest and Relaxation (R&R) charges were allocated to the 
employee’s home project; therefore, the finding stands as issued, in order to alert the users of 
improper cost allocation to the ASAP cost objective. 
 
ASI NFR 2014-1 – Inadequate Review and Approval Procedures 
 
Chemonics has indicated that the majority of the questioned costs related to exceeding the grant 
budgets should not be considered questioned costs.  Kearney maintains that these costs were 
properly questioned and presents additional information below.  
 
Chemonics stated, “grant budgets could change by 5-10%, depending on the date, without 
additional USAID/OTI approval or notification requirements.”  Review of the requirement in its 
entirety indicates that individual line items could change by 5 to 10 percent without additional 
USAID/Office of Transition Initiatives (OTI) involvement, but that the total amount of the 
budget could not be exceed without prior USAID/OTI involvement.  Further detail is provided 
below in the specific subsections. 
   
ASI NFR 2014-1.1 – Insufficient Approvals 
 
With regard to insufficient approvals surrounding various grant and subcontractor related 
documentation, Chemonics policy and best practice related to internal controls dictate the receipt 
of proper and sufficient approvals.  For example, Chemonics specifically noted that the 
Memorandum of Negotiation is not required to be signed; however, the Chemonics, Activity 
Management Guide Afghanistan Stabilization Initiative, Section VI, “Forms”, Subsection 11, 
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“Memorandum of Negotiation” states, “This is an internal form for completion by the grant 
specialist and signature by the Operations Manager or Field Director.” 
 
For this example, this policy established the internal control program under which Chemonics 
expended Government resources for ASI.  Accordingly, when insufficiently documented 
approvals were noted during our testing, they resulted in a finding.   
 
In regard to the timing of grant agreements and modifications, Chemonics should reconsider the 
position that it is permissible to obtain valid signatures/authorization subsequent to the start of 
activities, or work against a grant or other agreement.  The presence of a signature or other 
evidence of acceptance confirms the recipient or an officer of the receiving organization 
understands and concurs with the terms and conditions of the agreement.  In a volatile 
environment, such as Afghanistan, signature prior to the effective date is even more critical. 
 
Chemonics indicated that lack of evidence of OTI approvals on grant close-out documentation is 
not an internal control issue.  However, the database system currently in place does not retain 
evidence of review by OTI.  As with each action performed on a grant in the database, the prior 
approval is overwritten, thus preventing adequate audit trail.   
 
In regard to the second grants issue, Chemonics has indicated that a “received” stamp is 
sufficient evidence that an invoice has been approved for payment.  Per Chemonics’ 
Procurement Manual for the USAID Afghanistan Stability Initiative Project, “The Procurement 
Process, Step 8”: 
 

“Payment of the vendor begins with the receipt of their original invoice following 
acceptance of the equipment and/or services.   

 
The original invoice should be reviewed by the Procurement Specialist to ensure 
accuracy.  If the invoice is accurate according to the purchase order, the Procurement 
Specialist will stamp the invoice showing his/her review and approval that indicates the 
invoice is accurate and acceptable.  The invoice and approval memo are then forwarded 
to the DCOP [Deputy Chief of Party].” 

 
Chemonics guidance suggests that a stamp showing approval be included on the invoice as a 
separate step from the acceptance of the goods or services.  Kearney maintains this should not be 
the same as the “receipt” which starts the process.  Chemonics provided a memorandum in 
regard to “Missing Coding Sheet Approvals” that “will serve as approval although post 
transaction.”  This memo, which does not include a list of applicable transactions, was dated 
April 19, 2011; the transaction in question was dated October 31, 2010.  Evidence of the 
approval memo to be forwarded to the DCOP was also not provided. 
 
ASI NFR 2014-1.2 – Clerical Issues 
 
In regard to the payroll issue, Kearney agrees that the clerical error for payroll resulted in an 
inconsequential dollar difference.  However, this does not negate the fact that an error in 
computation occurred.  In regard to the grants issue, Chemonics should take care to ensure that 
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fingerprints used as evidence of agreement to an agreement or receipt of a payment are legible, 
due to the fact that in some cases they represent the only means afforded to Chemonics to 
support approval or acceptance.  These findings are presented as further support of the various 
instances where controls did not prevent or detect an error, or where evidence supporting the 
control was not sufficient.    
 
ASI NFR 2014-1.3 – Unexplained Discrepancies between GL Balances and Grant Closeout 
Documentation 
  
Kearney contends that Chemonics does not disagree with the existence of the condition, and as 
such, the finding stands as a control deficiency even though costs were not questioned. 
Chemonics’ processes and controls should have identified and addressed the issue within the GL 
within a reasonable amount of time.   
 
ASI NFR 2014-1.4 – Improper Review Procedures 
 
Kearney agrees that sufficient documentation was provided to support the costs incurred; 
however, sufficient documentation was not provided to support the update or modification of the 
Employment Agreement.  Without a modified agreement, the employee should not have been 
incurring hours, nor receiving pay.  Such agreements are to protect the employee and 
Chemonics, and by extension the Government, from any misunderstandings with regard to their 
employment status and resulting payments.  
 
In regard to the grant transactions that exceeded the budget amount, Chemonics stated “the ASI 
Activities Management Guide (AMG) included provisions whereby the grant budget could 
change by 5-10%.”  For 10 of the 12 grants questioned, Chemonics indicated that the amount of 
the grant budget was exceeded, but was within allowable limits.  Per review of the Activity 
Management Guide for ASI, the flexibility of the budget amount on which Chemonics is 
speaking is for “the Grantee … to adjust costs within Approved Budget line items”, not for the 
total grant budget amount to be exceeded by 10 percent.  Further, the removal of OTI approval 
for changes less than 10 percent does not negate Chemonics’ responsibility to enforce proper 
controls and procedures between themselves and the grantees.  The relevant sections of the AMG 
to support this position are included below, and added to criteria within the finding in the 
Schedule of Findings and Responses.  By exceeding the budgeted amount on these grants 
without proper modifications with the grantee, Chemonics has not provided the grantee with an 
opportunity to understand the revised terms and conditions.  Also, for the two instances where 
the budget was exceeded by 10 percent, USAID was not provided with an opportunity to approve 
the revised grant amount. 
 
Per Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section II, 
“Grants”, Subsection F, “Grant Implementation”, Sub-subsection F4, “Modifications”: 
 

“The OTI country representative must approve all modifications to grants where 
substantive programmatic elements are changing or that increase the total estimated cost 
by more than 10% or based on other criteria agreed established by either the TO or OTI.  
A modification is defined as a change in the project description, change to the start or end 
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dates, or a change to the activity budget.  OTI approval will be requested in writing by 
the COP and maintained in the grant file.” 

 
Per Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section VI, 
“Forms”, Subsection “Grant Agreement Templates, Certifications, and Annexes”, Sub-
subsection 16(b), “Simplified Grant Agreement Format for US grantees”:  
 

“ANNEX ONE: TERMS & CONDITIONS OF THE GRANT AGREEMENT 
7)  Allowable Costs. The Grantee shall neither request nor be reimbursed for 
expenditures incurred that are not allowable costs under this Agreement as detailed in 
Annex 4 or that are in excess of the ASI Grant Budget Commitment. Costs allowed are 
those that are both included in the approved Budget and allowable under all applicable 
USAID, Chemonics, and GRANTEE regulations including OMB Circular A-122. The 
Grantee is authorized up to ten percent (10%) flexibility to adjust costs within Approved 
Budget line items, as long as the ASI Grant Budget Commitment is not exceeded.” 
 

Per Chemonics’ Activity Management Guide Afghanistan Stabilization Initiative, Section VI, 
“Forms”, Subsection “Grant Agreement Templates, Certifications, and Annexes”, Sub-
subsection 16(a), “Simplified Grant Agreement Format for non-US grantees”:  
 

“ANNEX ONE: TERMS & CONDITIONS OF THE GRANT AGREEMENT 
7)  Allowable Costs. The Grantee shall neither request nor be reimbursed for 
expenditures incurred that are not allowable costs under this Agreement as detailed in 
Annex 4 or that are in excess of the ASI Grant Budget Commitment. Costs allowed are 
those that are both included in the approved Budget and allowable under all applicable 
USAID, Chemonics, and GRANTEE regulations including OMB Circular A-122. The 
Grantee is authorized up to ten percent (10%) flexibility to adjust costs within Approved 
Budget line items, as long as the ASI Grant Budget Commitment is not exceeded.” 

 
ASI 2014-1.5 – Timing Issues 
 
While valid reasons for delayed payments may exist, Chemonics should document the 
circumstances for the delays to show that active involvement and continued effort was being 
conducted on these transactions, in order to evidence controls were in place and operating 
effectively.  Maintenance of this information as support of the control structure should occur 
while the transaction is being reviewed and questions resolved.   
 
ASI NFR 2014-2 – Inadequate Recordkeeping 
 
Kearney maintains that Chemonics was aware of the environment in which operations were 
occurring and should design and implement policies and controls to mitigate those 
circumstances.  It should also be noted that certain documentation unavailable for audit were for 
transactions and financial events that occurred after the attack, and some documentation that was 
thought to be lost in the attack was later able to be found.  Based on the varied causes for missing 
documentation, it is important for the users of this report to understand the impact of missing 
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documentation as a result of our tests.  Kearney is acting in the users’ best interest by questioning 
these costs, thus bringing them to the COs attention for final determination on allowability.   
 
Chemonics stated, “Kearney did not give due consideration to the terrorist attack that destroyed a 
significant portion of ASI documentation.”  To aid in the users’ review of the report, Kearney 
has added language to the opinion section of the Executive Summary related to the effects of the 
terrorist attack.  Further, the inclusion of management’s responses in our audit report gives the 
perspective of the responsible officials and further communicates the causes of the lack of 
supporting documentation.   
 
Chemonics has again indicated that the FAR references cited do not apply; Kearney maintains 
these references are still relevant based on the same premises outlined in above findings and 
specifically stated within the sub-findings below. 
 
ASI NFR 2014-2.1 – Competitive Bidding Documentation 
 
Overall, Kearney contends that the FAR criteria requiring competition remains applicable.  
Chemonics indicated that an instance where an explanation on lack of competition was provided, 
however, requirements state that the justification for lack of competition must be documented.  
In the instances where a finding was recorded, the justification was determined to be inadequate 
based on a review of the justification provided using the criteria for an “Exemption from 
Competition Requirement”.  USAID’s Automated Directives System (ADS), Chapter 303, 
Grants and Cooperative Agreements to Non-Governmental Organizations, Section 303.3.6.6 
(2)(a), “Exclusive or predominant capability” states that, “When this exception is used, the 
Activity Manager must describe in detail the uniqueness of the proposed recipient and how it 
applies to the activity to be supported.”  Further, a sound internal control policy means that 
documentation should occur timely.  Without timely documented support for competition, or a 
sole-source procurement, the costs are determined to be questioned as unsupported. 
 
Chemonics stated that, “Kearney has provided no analysis of the justifications for absence of 
competition that Chemonics provided.”  When Chemonics provided its documentation, it did not 
provide an explanation of the specific reason as to why a vendor met the criteria, only the criteria 
was stated.  Criteria alone is inadequate to justify lack of competition.  An example from a 
Memorandum of Negotiation of an explanation is included below.  
 

“3. Description of Competitive Process or Justification for Exemption from 
Competition Requirements. ASI South determined that competition was not required 
for award of a grant to Abdul Matalib Marjeh District Sub-Governor because Abdul 
Matalib met the ADS 303.3.6.5 Exemptions from Competition Requirement as follows: 
 

(c) Exclusive or predominant capability. USAID does not require competition 
when it considers one recipient to have exclusive or predominant capability based 
on the following criteria: 
• Proprietary capability, 
This Activity involved on Rehabilitation of Kuru Chareh Bazaar in Marjeh 
District 
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• An existing unique relationship with the cooperating country or beneficiaries 
ASI-South has on established working relationship in implementing projects in 
Marjeh.” 
 

Per the ADS, Chapter 303, Grants and Cooperative Agreements to Non-Governmental 
Organizations, Section 303.3.6.6 (2)(a), “Exclusive or predominant capability”:  
  

“USAID may make other than full competition, including sole-source, awards when it 
considers a recipient to have exclusive or predominant capability based on one of the 
following criteria:  

 
 Proprietary resources,  
 Specialized facilities or technical expertise,  
 An existing and unique relationship with the cooperating country or beneficiaries, 

or  
 Participation in a Global Development Alliance, USAID‘s business model 

promoting public-private alliances as a central element of the Agency‘s strategic 
assessment, planning, and programming efforts.  
 

This exception may not be used to continue an on-going relationship when the applicant 
developed the exclusive or predominant capability during performance of a USAID 
award, or when the previous award was made without competition using the small grants 
award exception.  
When this exception is used, the Activity Manager must describe in detail the uniqueness 
of the proposed recipient and how it applies to the activity to be supported. The JEC must 
also describe what other options USAID explored.” 

 
Chemonics also stated, “we have, since the issuance of the draft audit report, recovered some of 
the documentation that was believed lost in the VBIED attack or its aftermath that establishes 
competition did occur for each of the procurements under grants that are questioned in this 
subfinding.”  Chemonics has indicated that they were able to locate and provide additional 
documentation.  As discussed above, Kearney will not review documentation received after the 
close of field work.  Chemonics should present this documentation to the CO as part of the final 
determination of allowability of costs.  Kearney maintains that adequate time was provided to 
Chemonics to provide supporting documentation. 
 
Chemonics stated that an incorrect amount of grant ARG-004 was questioned.  Kearney was 
unable to determine, due to insufficient vendor information in the general ledger detail provided, 
which specific vendor the costs recorded in the GL were charged to, therefore resulting in the 
entire amount of the grant being questioned.   
 
ASI NFR 2014-2.2 – Travel Documentation  
 
While Chemonics’ approval was indicated on the guesthouse invoice, approval of the 
employee’s authority to travel prior to the trip was not received.  Chemonics’ internal policies 
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indicate that all travel should be approved in advance, as shown below and added to the Schedule 
of Findings and Responses in support of the issue.   
 
Per the Administrative Procedures Afghanistan Stabilization Initiative - South, Section II (L) 
“Travel Procedures”:  

“Both expatriate and local employees might be required to travel on field trips outside 
project offices, and perhaps to other parts of Afghanistan.  Chemonics’ policy is that such 
trips should, to the extent possible, be programmed and approved in advance by the 
employee‘s supervisor and the Project, Country, or Regional Security Directors (as 
appropriate to the project) on a monthly basis.  Under no conditions should travel be 
made on the assumption of approval.” 

 
Per the Administrative Procedures Afghanistan Stabilization Initiative - South, Section II (L.1) 
“International & Regional Travel Programming”:  
 

“All employees who anticipate that they will be traveling for project purposes should 
submit a detailed agenda to their supervisors as early as possible.  The high-risk security 
environment necessitates that trip programming is also reviewed and approved by 
appropriate Security Director in addition to the employee‘s supervisor.  The agenda 
should show the purpose of the field trip and its justification, the anticipated date and 
time of departure and return, as well as with whom they expect to meet and how they 
expect to allocate their time and effort in support of the trip purpose.  Within two weeks 
of returning, the individual or team shall submit a trip report to their supervisor 
comparing the trip with the proposed agenda. The trip report shall show the reason for the 
trip, general observations, details of all activities, deliverables accomplished and/or 
failures and explanations, and shall conclude with recommendations.  The same 
procedures and approvals apply to necessary but unanticipated field trips.” 
 

ASI NFR 2014-2.3 – Receiving Reports 
 
A strong internal control environment would indicate that an invoice should not be paid until the 
goods have been inspected and accepted.  Therefore, Kearney has determined the finding stands 
as issued.  For the construction example provided by Chemonics, when Chemonics is required to 
reimburse on a cost-by-cost basis, inspection and receipt should occur for ordered materials as 
they are received prior to their use.  This process not only provides support from a cost 
standpoint, but also protects Chemonics, and by extension the Government, from using inferior 
or unsuitable materials in the execution of the program objectives.    
 
ASI NFR 2014-2.4 – Grant Supporting Documentation 
 
Chemonics has stated that, “We contest these questioned costs, because: (a) a grant agreement 
was not required for the implementation of these activities, and (b) the costs were approved by 
USAID”.  Kearney maintains that a grant agreement was required due to the nature of the costs 
incurred being against grant KHA002.  During fieldwork, Chemonics stated, “KHA002 did not 
have a signed grant agreement and the activity was cancelled.  No certifications or neg 
[negotiation] memo were signed, as the grant was never signed.  An activity modification was 
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approved by USAID, but since no grant had yet been signed, there was no grant modification.”  
The documentation provided by Chemonics supports USAID’s approval of the Grant Under 
Contract Clearance Form and Time Modification 1 to grant number KHA002; however, the 
initial grant agreement, approved or otherwise, was not provided by Chemonics.  USAID 
approved the Grant Agreement Cancellation Request, which included an amount disbursed 
against the grant.  However, the Grant Agreement Cancellation Request and related approving 
USAID email did not contain explicit approval of the costs incurred related to this grant, but 
states, “As a result of the above considerations, ASI-South respectfully requests to cancel 
Activity Number: KHA002 with final signatory authority residing with the USAID/OTI Country 
Representative or designee.”  
 
 See below for additional references, which were also added to the Schedule of Findings and 
Responses.   
 
Per the Activity Management Guide Afghanistan Stabilization Initiative, Section II (E), “Grant 
Award”:  
 

“Once the grant has been cleared by the OTI representative (or TOCOTR/CO when 
applicable), the GS [Grant Specialist] will generate the grant agreement. Grant 
agreements are generated through the Activity Database, using information contained in 
database grant fields. The template for these grant agreements are included in Forms 14-
19. Any information required by the grant agreement that must be customized will be 
input into the grant agreement by the GS, and the grant agreement will be printed and 
finalized for signature by the grantee and ASI South’s representative (must have 
delegation of authority). The DCOP or designee signs all grants on behalf of ASI South. 
The official Grant Agreement will also document that the required USAID approval 
(country representative and, where applicable, TOCOTR or CO) has been obtained and is 
on file.” 

 
ASI NFR 2014-2.5 – Grant Closeout Documentation 
 
Chemonics has indicated general agreement with this finding.  Chemonics uses a database to 
record closeout activities.  However, the database system currently in place does not retain 
evidence of review by OTI.  As with each action performed on a grant in the database, the prior 
approval is overwritten, thus preventing an adequate audit trail.  The finding stands as issued. 
 
ASI NFR 2014-2.6 – Miscellaneous 
 
Chemonics has indicated they were able to locate and provide documentation related to the ODC 
questioned cost for a juicer.  Kearney reviewed the documentation provided and determined it 
was insufficient to support the costs, as it only included a list of transactions and no invoices, 
evidence of approval, evidence of competition, etc.  The finding for this transaction stands as 
issued. 
 
In regard to the “luxury goods”, Kearney agrees that the USAID Acquisition Regulation 
(AIDAR) does not sufficiently define this term in detail.  The ADS reference provided by 
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Chemonics in its response is not a full listing, but rather examples of certain types of goods that 
should be considered luxury.  This finding was the result of Chemonics’ purchase of an iPod and 
a DVD player, and while we appreciate Chemonics’ position that such purchases aid in 
maintaining the mental health of program staff, such purchases should not result in cost 
reimbursement plus a fee on behalf of the Government.  Further, Chemonics indicated that a 
DVD player and iPod are “basic amenities (that were less than what would be available in a 
commercial hotel).”  While television and music are available in a typical hotel, DVD players 
and iPods are not available in a typical hotel, thus resulting in our finding that these are classified 
as “luxury goods”.   
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