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I INTRODUCTION
 

The Office of the Area Auditor General, Latin America has made an audit
 
of Rural Cooperative Development Loan No. 514-T-077 and Rural Savings and
 
Loan Cooperative Grant No. 514-0193 under the United States Agency for
 
International Development bilateral economic assistance program to the
 
Government of Colombia (GOC).
 

The purpose of the audit was to evaluate progress being made on program

activities and to review the effectiveness of implementation and resource
 
utilization.
 

-1 



II BACKGROUND AND SCOPE
 

Rural Cooperative Development Loan No. 514-T-077 to 
the Government
Colombia was signed on April 28, 1976. 
 The purpose of the $5 million loi
is to assist in financing a program designed to 
strengthen the rural
cooperative movement in Colombia by furnishing credit through the Bank of
the Republic to the implementing agencies. The implementing agencies,National Cooperative Financing Institute the
(FINANCIACOOP) and CooperativeCentral for Agrarian Reform (CECORA), lend program funds for general
agricultural credit and marketing activities. 
 In addition to the $5million
AID loan, $5 million for cooperative relending is to be contributed by the
Ba:,k of the Republic, implementing agencies and the cooperatives. Thesefunds are lent to eligible federations and cooperatives active in the ruralareas for sub-lending to individull cooperative members. Loans alsoarebe made for marketing activities. to

AID loan funds of $250,000 are allocated
for technical assistance and administrative services for FINANCIACOOP andmember federations. 
 Loan terms are 40 years, interest at 2 percent for
the first 10 years, 3 percent thereafter. The terminal commitment date isFebrudry 28, 1979; the terminal disbursement date is August 28, 1979.At October 31, 1978, $.7 
million of the $5 million loan was expended
leaving an unliquidated balance of $4.3 million.
 

Rural Savings and Loan Cooperative Grant No. 514-0193 was 
initiated
June 27, 1975 for the purpose of providing economic arid technical assistanceto National Credit Cooperative Union (UCONAL) to improve and develop
savings and loan cooperatives in the rural 
areas of Colombia. The project

has three objectives:
 

1. Speed up growth of the rural cooperative movement by promoting 
new cooperatives and strengthening existing ones.
 

2. 
Launch integrated production credit programs.
 

3. 
Assist UCONAL in its institutional development so as 
to provide
improved technical and economic services to its rural cooperative
membership. At September 30, 1978, the status of funds was:
 

Unl iquidated
Obligations Expenditures Balance
 

Contract Services 
 $122,000 
 $115,000 
 $ 7,000
Commodities 
 87,953 
 47,000 40,953
Participants 
 14,242 
 11,000 
 3,242
Other Costs 
 255,805 .207,000 48,805
 

Total 
 $480,000 
 $380,000 $100,000
 

The planned completion ,ate of the project is December 31, 
1978.
 

-2



The scope of audit included a review of project files, discussions
with project personnel, visits to implementing agencies and project sites
and such other procedures considered necessary to meet audit objectives.

The period covered was from inception through October 31, 1978. Signific,
events affecting the project subsequent to the audit cut-off date and
prior to the report issue date have been reflected in the audit report.
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III SUMMARY
 

The program financed by the loan was delayed 2 years due primarily to
administrative obstacles. 
The portion of the loan implemented by
FINANCIACOOP seems to be progressing satisfactorily but because of delays
in getting the program started it is unlikely that all loan funds can be
used by the terminal disbursement date. 
Few accomplishments have been
made under the portion of the loan implemented by CECORA and the outlook
that any significant loan uojectives will be met isminimal.
 

Although total planned quantified targets under the grant will 
not be
met, significant qualitative objectives have been achieved.
 

Provisional overhead rates for 
a contract financed under the grant
have not been finalized. 
Some of the Contractor's indirect costs have
been paid under an AID/W grant, therefore, this will have to be considered
when overhead rates are finalized on the USAID contract.
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IV FINDINGS AND RECOMMENDATIONS
 

A. Rural Cooperative Development Loan ,"i 514-T-077
 

The program was delayed nearly 2 years from the signing of the
 
loan (April 28, 1976). Meeting loan conditions precedent took longer

than planned. Counterpart funds were not made available for the project

in a timely manner due to the failure to include the necessary funds in
 
the budget of one of the implementing agencies and a change in loan
 
procedures by the Bank of the Republic for the two implementing agencies.

These matters were resolved; however, the program incurred further
 
obstacles concerning disbursement procedures. Inter-agency disputes on
 
bonding, audit of project funds and required approvals for disbursement
 
applications were the causes. These obstacles were resolved and the
 
first sizable loan disbursement was made in July 1978. On October 31, 1978,
 
only a small percentage of loan funds had been disbursed ($.7 million of
 
$5 million) and little in the way of project implementation or accomplish
ments had occurred.
 

The financial status of the $3.5 million allocated to
 

FINANCIACOOP at October 31, 1978 was:
 

Allocated Disbursed Balance 

U.S. Technical Assistance 
Local Technical Assistance 
Cooperative Subloans 

$ 100,000 
150,000 

3,250,000 

$ 38,059 
-0-

471,069 

$ 61,941 
150,000 

2,773,931 

$3,500,000 $509,128 $2,990,872 

U.S. technical assistance is provided by Agricultural Cooperative

Development International (ACDI) under a contract with FINANCIACOOP. The
 
performance of ACDI is considered satisfactory and the current contract
 
for $50,000 is in the process of being extended and increased to $100,000.
 
FINANCIACOOP is currently in the process of awarding contracts to local
 
consultants to assist cooperatives in feasibility studies for proposed

projects. The Federation COOPCENTRAL-San Gil received loans of $288,683
 
in July 1978 for relending to member cooperatives. A loan of $182,386 was
 
made in October 1978 for cooperatives Agropecuaria del Caqueta and de
 
Icononzo for sublending. We visited the San Gil Cooperative and from our
 
discussions with officials and observations concludc that these subloans
 
projects are progressing satisfactorily. Many other FINANCIACOOP
 
projects are in various stages of processing for Fuloan eligibility.

However, FINANCIACOOP officials did not believe that these could all 
be
 
processed and total loan funds disbursed by the terminal disbursement date
 
of August 28, 1979.
 

The financial status of the $1.5 million allocated to CECORA at
 
October 31, 1978 was:
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Allocated Disbursed Balance
 

Feed Mill Project $ 750,000 $167,009 $ 582,991
 
Marketing Activities 750,000 -0- 750,000
 

$1,500,000 $167,009 $1,332,991
 

Feed Mill Project loan funds are to be used to expand CECORA's feed meal
 
production. Loan funds for Marketing Activities are to be used to finance
 
projects to assist cooperatives to market their products such as improved
 
transportation facilities, rice drying plants and vegetable cleaning plants.
 

The disbursement of $167,009 made in July 1978 was used to
 
finance the cost of raw materials at two CECORA feed mills. We visited
 
the two feed mills located in Bogota and Palmira. Officials informed us
 
that sales of animal feed to cooperatives were down and production was
 
cut back because of competition from the private enterprises in the animal
 
feed producing business. They believe that there is a potential market
 
for their products but that an adequate sales staff is needed to promote
 
them. USAID officials informed us that they are aware of this situation
 
and have suspended any further loan disbursement for the feed mill project.
 

We interviewed CECORA officials at the central headquarters
 
office inBogota concerning the use of loan funds allocated for CECORA.
 
They stated that no firm plans have been formulated to use loan funds for
 
marketing activities but that loan funds for the feed mills could be
 
utilized if an effective sales staff was established. We discussed the
 
planned use of !can funds allocated for CECORA marketing activities with
 
USAID officials. They informed us that plans for utilization of these loan
 
funds to be subloaned to CECORA member cooperatives for market activities
 
have run into difficulties because of CECORA's current lending policy.
 
CECORA is currently charging 2 percent interest per annum on loans made
 
with its own resources to member cooperatives. CECORA must borrow funds at
 
a much higher interest rate and thus, this continued subsidized loan
 
program can only result inCECORA becoming insolvent. The loan agreement
 
provides that CECORA will relend project funds to member cooperatives at
 
a 12 percent interest rate which is not compatible with CECORA's current
 
lending policy. As -aresult, the USAID has suspended loan disbursements
 
for the marketing activicies until this situation is resolved.
 

After many delays in getting the program underway, FINANCIACOOP 
appears to be currently implementing the program . envisioned by the 
loan agreement. However, it does not seem likely that all loan funds 
allocated for FINANCIACOOP ($3.5 million) can be utilized by the loan's 
terminal disbursement date of August 28, 1979. The USAID is phasing 
out and whether or not the terminal disbursement date should be extended 
becomes questionable because of a lack of USAID personnel to monitor the 
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program. USAID officials stated that they would like to see how this part

of the program progresses over the next few months before a determination
 
is made on this matter. 
This course of action by the USAID seems reasonable.
 

However, our review of the program implemented by CECORA

($1.5 million) leads us to conclude that there is little hope of meeting

loan objectives. The feed mills are having difficulties marketing their

products and CECORA's interest policy for making subloans is not compatible

with the loan agreement provisions. The USAID issued Implementation

Letter No. 8 dated January 22, 1979, concerning this situation. The letter
states that loan funds for CECORA will be deobligated by the August 28, 1979,

terminal disbursement date if the implementation problem of this part of

the project cannot be resolved. Follow-up correspondence to the borrower
has also been made by the USAID concerning this situation. Inview of the

USAID action, no recommendation isconsidered necessary.
 

B. Rural Savings and Loan Cooperative Grant No. 514-0193
 

Original quantified project targets will 
not be met by the
project completion date of December 31, 1978 because there has not been

sufficient credit available to UCONAL to expand the rural cooperative

system. The Project Agreement's targets were based on the assumption

that there would be sufficient credit available to UCONAL through Rural

Cooperatives Development Loan No. 514-T-077. 
UCONAL has not received any

funds from the AID loan because of personal difficulties between UCONAL and
the implementing agency (FINANCIACOOP) for the loan. The USAID stated

that since the audit, negotiations were in process for UCONAL to receive

funds from the AID loan administered by FINANCIACOOP. UCONAL has only
received a $1 million loan from Latin American Confederation of Credit

Unions (COLAC) to implement the Integrated Production Credit (IPC)

program. 
As a result, current project targets are considerably below those
 
originally planned.
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Revised Estimated
 
Pro-Ag Gbals Achievements
 
Goals 12/31/78 12/31/78
 

Cooperatives:
 

Number of cooperatives served 122 105 
 100

Restructure of existing cooperatives 78 75 75
 
Promotion and creation of new
 

cooperatives 44 30 33
 

Capital
 

Establishment of IPC Programs 26 
 14 11
 
Balance of IPC Loan (1,000 Pesos) 48,168 38,000 
 28,000

Total farmers benefitted with IPC
 

loans 8,288 1,200 1,000
 

Training
 

Total agriculture leaders and UCONAL
 
personnel trained 5,500 3,000 3,000
 

However, the qualitative objectives of the project have been
 
achieved; new cooperatives have been restructured, the IPC has been started

and a technical Assistance Division was established within UCONAL, and othe
 
institutional developments have taken place to provide improved technical
 
and economic services to UCONAL's rural cooperative membership. IfUCONAL

receives sufficient credit, the rural savings and loan cooperative program

inColombia can be a success considering the solid foundation the project

has developed within UCONAL.
 

Contract No. AID 514-206 financed under the Grant was executed
 
on September 4, 1975 between the USAID and COLAC. 
 Contract amendments
 
increased the contract costs to $122,000 and extended the termination date
 
to December 31, 1978. The purpose of the contract was to provide technical

assistance to UCONAL inestablishing a Technical Assistance Division,

advise new and ongoing rural savings and loan cooperatives, and help

establish an integrated production credit program. The performance of
 
the contract advisor isconsidered to be satisfactory by both the USAID
 
and UCONAL.
 

A summary of contract costs budgeted, claimed, questioned and
 
accepted is:
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Item Budget Claimed Questioned Accepted 

Salaries 
Fringe Benefits 

$ 50,915 
4,251 

$ 50,915 
4,251 • 

$ -0-
-0-

$50,915 
4,251 

Allowances 
Transportation 
Per Diem 

17,998 
17,539 

748 

17,998 
10,309 

748 

-0-
-0-
-0-

17,998 
10,309 

748 
Overhead 30,549 30,549 30,549 -0

$122,000 $114,770 $30,549 $84,221 

COLAC has never submitted final proposed overhead rates to the USAID
 
Contracting Officer nor could they be produced by COLAC when the audit
 
of the contract was performed in Panama.
 

The contract provides for a provisional overhead rate of 60%
 
of direct salaries. Final overhead rates will be established in
 
accordance with the terms of General Provision 10 of the contract which
 
states:
 

"(b) The Contractor, as soon as possible but not later than ninety

(90) days after the expiration of each period specified in the
 
Schedule, shall submit to the Contracting Officer with a copy of
 
the Office of the Controller of AID Washington, D.C. 20523, a
 
proposed final overhead rate or rates for that period based on the
 
Contractor's actual cost experience during that period together
 
with supporting cost data. Negotiation of final overhead rates
 
by the Contractor and the Contracting Officer shall be undertaken
 
as promptly as practicable after receipt of the Contractor's
 
proposal."
 

During the contract period AID subsidized part of COLAC's
 
operational costs. For example, on August 25, 1977 AID granted COLAC
 
$253,000 (AID/La-G-1224) in partial support for a program of providing

credit and technical assistance to national credit union federations.
 
The subsidized costs included salaries, travel, supplies and equipment

and seminars/workshops. The funds were for the period June 30, 1977
 
through December 31, 1977. A follow-up grant for $216,000
 
(AID/LAC-G-1289) was authorized on August 23, 1978. The grant was to
 
provide financial support to COLAC in the form of salaries, operating

and other costs for the period January 1,.1979 to September 30, 1979.
 
COLAC personnel informed us at the time of our visit that no disburse
ment had been made from Grant No. AID/LAC-G-1289 at the close of
 
December 1978.
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COLAC officials said they would comply with the terms of the
 
contract and would prepare and submit a final overhead rate. However,
 
no specific date was given when the final overhead rate would be
 
submitted to USAID/Colomia. The USAID should request COLAC to submit
 
proposed final overhead rates for its accounting periods applicable to
 
the contract. The final overhead rates should take into consideration
 
the AID funds that were granted to COLAC through other than the
 
USAID/Colombia contract for payment of salaries and other operational
 
costs. The proposal should be reviewed by USAID personnel and an
 
appropriate adjustment of the overhead charges ($30,549) made.
 

Recommendation No. 1
 

USAID/Colombia request COLAC to
 
submit proposed final overhead rates
 
for Contract No. 514-206T.
 



REPORT RECIPIENTS
 

Copies
 

Deputy Administrator, AID/W 
 1
 

Assistant Administrator - Bureau for Latin America and
 
the Caribbean (LAC), AID/W 1
 

Mission Director, USAID/Colombia 
 5
 

Country Officer, ARA/AND/C, AID/W 1
 

Director, LAC/OPNS, AID/W 
 1
 

Director, OPA, AID/W 
 1
 

DS/DIU, Room 105, SA-18, AID/W 
 4
 

AG, AID/W 1
 

AAG/AFRICA (West), AID/W 
 1
 

AAG/AFRICA (East), Nairobi, Kenya 
 1
 

AAG/E, Cairo, Egypt 
 1
 

AAG/EA, Manila, Phillipines 
 1 

AAG/NE, Karachi, Pakistan 

AAG/W, AID/W 1 

AG/EMS/C&R, AID/W 12 

AG/PPP, AID/W 1 

Inspector-In-Charge, IIS/Panama 1
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