
DEPARTMENT OF STATE 	 7. 
AGENCY FOR IN'rERNATIONAL DEVELOPMENT 

WASHING7ON 

THE ADMINISTRATOR February 2, 1979 

MEMORANDUM FOR EXECUTIVE STAFF
 

SUBJECT: 	 Field Project Management; Lessons Learned In How
 
Not To Administer A Borrower/Grantee Proje!-t
 

I have sent all 
USAID Directors and A.I.D. Representatives copies
of A.I.D. Audit Report No. 79-25 concerning USAID/Panama's mis­management of one of its projects. 
 Copies of 	that report and the
airgram which transmitted it are attached. There are object

lessons for Bureaus and Offices here, too, of the consequences

of a Mission's failure to follow its own ove,.sight systems and
A.I.D. regulations. 
 Each of you should give this report a care­
ful reading.
 

Attachments 

Srt110fi STAFf
 

1. Audit 	Report No. 79-25 
 . . . .. .

2. Transmittal Airgram 
 AA/DJ
 

rAA/ FN
 
AGR
 
X111
 

N
 
RAD
 
DAA/DT
 
UD
 
Sr 
H
 

ENG
 
EY 
DAA/HRD
 
FD 
HEA
 
POP
 
IT 
MGT
 



MANAGEMENT REVIEW 

OF 

PANAIA LOAN 525-T-042 

THE GRAINS AND PERISHABLES MARKETING SYSTEMS PROJECT 

Audit Report No. 79-25
 

Issue Bite: December 29, 1978
 



THE GRAINS AND PERISHABLES MARKETING SYSTEMS PROJECT 

TABLE OF CONTENTS 

Page
 

INTRODUCTION 
 1 

STATEMENT OF FINDINGS AND RECOMMENDATIONS 4 

Failure of USAID/Panama to Monitor and Control
 
Project Implementation 4
 

Failure of USAID/Panama to Utilize its Office of
 
Engineering Services to Monitor and Control
 
Technical Inputs 7
 

Improper Use of Contract Employee as Project
 
Manager 8
 

Need to Clarify AID Handbook No. 11 - Country
 
Contracting 10
 

Project Scatus 12
 

EXHIBITS -

A - Preparation and Approval Process - Capital
 
Assistance Project Activities
 

B - Summary of USAIDianama's Implementation 
Letters to 1.,1A 

C - Project Financial Plans Comparison
 

D - Dates of Events Comparison
 

APPENDIX I - USA!D/Panama Organization Plan for Managing Projects, 
Including the Panazra Grains and Perishables Marketing 
Project
 

II - Mission Directors in USAID/Panama During Period Covered 
by This Report December 30, 1974 through March 31, 1978 



AGENCY FOR IINTERNATIONAL DEVELOPMENT 

Washington, D.C. 20523
 

MANAGEMENT REVIEW 

OF 

PANAMA LOAN 525-T-042 

THE GRAINS AND PERISHABLES MARKETING SYSTEMS PROJECT
 

INTRODUCTION 

In May 1978, the Auditor General of the U.S. Agency for international 
Development conducted a Management Audit of USAID/Panama's planning,

supervision and control of the "Panama Grains and Perishables Marketing
Systems Project" (Grains Project). Total funding for the Grains Project

amounted to 
$9.5 million of which AID provided $6.2 million through a

September 10, 1975, AID/Government of Panama loan agreement.

Panamanian Governmz.1 L Marketing Agency, 

The
 
Instituto de Mercadeo Agro­

pecuraio (fIA), 
was to be the local implementing agency for the projedr. 

About $6 million, or 
63 percent of the Grains Project, was to finance
 
the design, construction and equipping of four terminal 
plants for pro­cessing and storage of grains and 
the improvemen: c: existing cold
 
storage centers.
 

At the time of our audit, the project was tw,7o years behind schedule and

available construction cost estimates, 
once thought to be $6 million,

had been forecast at S8.9 million by 
an architect and engineering firm
 
(A&E).
 

Evidence developed during our audit clearly shows significant management

deficiencies by USAID/Panama's personnel 
in monitoring and controlling

implementation of the Project.
 

From an industry an- technological standpoint, there appeared 
to be
nothing revolutionary about constructing grain terminal processing and
 storage plants. Domestically, American firms have constructed and

equipped grain terminal plants for years. In fact, from the very scope

of the project's plan and 
the loan agreement, we see that certain grain

processing and storage facilities already exist in Panama.
 



Nevertheless, we found serious deficiencies by the Mission in advising

and guiding Panama officials (IMA) in contracting for necessary pre­
construction design planning and bid preparations.
 

Implementation problems occurred in spite of the fact AID had guide­lines for loan financed host country contracting projects, 
as well as
 a Project Management System established by USAID/Panama for overseeing
projects. We have included, 
as Appendix I, a summarv 
of the relevant
Mission project guidelines. Also, in a September 19, 1978, audit report,
the AID Auditor General reported many problems inherent in the Agency's
Preference of Mode of Contracting for Bilateral Assistance. 
This re­port statd that, in many instances, host country capability is lacking

in contracting procedures and administration.
 

We feel 
the findings developed during this audit demonstrate, to a signifi­cant degree, what can go wrong when host country officials, lacking
contracting experience, are not adequately supported by 
the AID mission.
 

The following is 
a summary of major management deficiencies identified
 
by our auditors.
 

- In many instances, pertinent AID Mission staff offices, in particularthe Office of Engineering Services (OES), did not participate in the

review and approval of the project implementation documents. 
 This
omission was 
the resuli 
of internal Mi3sion management deficiencies

which excluded principal staff offices from participating in their
 
selected areas 
of projepct management responnibitity.
 

- A contract for S5.,9,63S was awarded 
to Harris-Sol::rian (a mixed

U.S.-Panamanian architecture and engineering consortium) of which
$335,886 covered 
:he preparation of design planr, soecifications
 
and cost estimates, and $213,772 
was for conszruction inspection
work. We found that, 
in spite of eiaborate AD rcedural reGuire.­
ments in force, the Harris-Solarian contract and a=,endment proposals
were not effectivev analyzed 
or reviewed for scindness and reason­
ableness of price. (See pa _e5) 

- An amendment was made to the Harris-Solariin contract without theprior review of USAID engineers whereby the ofamount $213,772
designated in contract forthe inspection .. rl: was made available 
for the design work. This increased the cost 
of the design work
and was accomplished b%- eliminatine the distinction in the originalcontract between payments for design work and subsequent construc­
tion inspection work. (See page 5)
 

-
 The AID Mission in Panama and its Office of Engineering Services

(OES) failed to review and approve the A&E firm's final design plans
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and drawings when completed that were 
to be used in soliciting bids
on the construction of grain project plant facilities. 
 This failure
occurred in direct violation of AID's procedural requirements and
the explicit terms 
of the loan agreement. (See page 7)
 

- USAID/Panama used a contract employee in the 
capacity of Project
Manager. 
We found such action to be against AID policy. We question
its legality, and we 
urther found 
that during a portion of the time
he served as 
Project Manager he continued 
to serve as a consultant 
to
IMA, the very Panamanian entity administering the loan for the

Panamanian Government. (See page 8)
 

- The Agency needs 
to clarify its policy on host country contracting
(Handbook No. 11) 
to 
facilitate understanding and compliance by host
government contracting officials. 
 It is the understanding of the
Auditor General that 
a revision of this handbook is currently in
 
process. (See page 10)
 

-
 In the absence of normal oversight and control by Mission 
and Panama
officials, the A&E firm performed with questionable efficiency as
demonstrated by the following.
 

1. On November 10, 197?, 
the A&E firm submitted their "final esti­mate" of cost 
for the four grain terminals to be constructed.
This estimate was 
65 percent greater than their preliminary
estimate submitted seven months earlier (S9.90,
 compared
to $5,998,122). 7 1
In spire of this wide 
6ivergcnc0, USAID/Panama
took no action and permitted the bid openinz 
to take place on
schedule November 15, 1977, 
five days later.
 

2. Discussions between USA!D/Panama and the A&E firm in December1977 revealed a clerical 
error of about 
'l million in their
November 10, 1977, final 
cost estimate, lowering it to
million. 
This occurred subsequent to the bid 
58.9
 

opening ceremony
on November 15, 1977, at 
which time 
the A&E's fi ire of $9,908,371
 
was read as 
the official estimate.
 

IMA should not have proceeded with awarding the bid considering
original project funding limited construction costs to approximately
$6 million. 
In spite of the funding limit, L%,A 
made a provisional
award to 
a firm bidding $8.4 million. Subsequently, IMVA 
canceled
the bid process amid allegations of collusion between the pre-bid
design firm (Harris-Solarian) and the low bidder, with the result

that the provisional award was 
nullified.
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An investigation by the AID Auditor General's Inspections and Investiga­
tions Staff (IIS) did not reveal any evidence that collusion existed.
 
However, the investigation resulted in a conclusion that 
the Panamanians'
 
decision to reject the provisional bid was influenced by USAID/Panama.
 

Subsequent to the foregoing events, AID/Washington directed that no further
 
work on the project was to be pursued until resolution of the issues of
 
whether (1) to resume negotiations with the provisional bidder or 
(2) to
 
revise the project size downward and secure neT, bids.
 

Subsequent to our audit, a decision was made to hire two additional 
con­
tractors for study and revision of the 
first firm's design plans and
 
specifications to allow construction within the $6 million budget.

Although $549,658 had been obligated for the Harris-Salarian contract
 
for design planning (including the amount originally designated for
 
inspection during construction), another $26,000 w41 
 be paid to revise
 
design plans, and S189,000 more is estimated for cintracr engineers 
to
 
assist IMA during construction.
 

Final completion, originally planned for June 1978 
 is now scheduled for
 
June 1980.
 

Comments from interested USA!D/Panama and Ai!D/W officials on the draft
 
report were received and are included in the published report, as
 
appropriate.
 

STATEMENT OF FINDITNGS AND RECM ATiONS 

Failure of USAID/Panama to Yc'nitor and Conrol Prciect Tiolementation
 

USAID/Panama's organization and 
supporting disciplines for managing pro­
jects, including the Loan 042 project, are authorized by:the Mission
 
Director through Order No. 104, 
dated Mlarch 1, 1977, and its predecessor,

Order No. 220-1, dated March 21, 
1973. The orders established a Project

Management System operating under the overall 
guidLnce and supervision

of the Director (see Appendix I). Althuugh the system outlined the pro­
cedures for managing the loan, a number of breakdowns occurred in the
 
cycle of management with the result that some required Mission actions
 
were not taken and, of those that were, some were 
not adequately supported
 
and subject to question.
 

We found that staff work was inadequate to support several actions taken
 
in connection with the Grains Project. Usually, the Project Manager did
 
not make assignments in writing to obtain position cormrents from specialty
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team members such as 
the Controller or the Office of Engineering Services.
 
As a result, the team members did not work as a team in considering the
 
advisability of proposed actions and often cleared documents without
 
adequate information.
 

We also noted that the principle of full team clearance was not always

observed by the former Mission Director before affixing his signature

to a document relating to project actions. 
 For example, the Director

signed Implementation Letter No. 9, dated September 21, 1976, approving

the financing of the Harris-Solarian contract without clearance from
 
OES. (Exhibit B)
 

About $6 million, or 63 percent of total funding for the Panama Grains

and Perishables Marketing Systems Project, was 
for design and construction
 
of four terminal processing plants and for the improvement of existing
 
cold storage centers.
 

For the most part, construction and equipping of the 
terminal processing

plants were 
the focal points of the entire Grains Project. However, our
 
a uditors found that in the very early stages of the design phase, the

Mission exercised very loose oversight and control. 
 For example, a ccn­
tract was 
to be awarded to a mixed U.S.-Panar;=nian consortium of archi­
tectural engineerin z :irms (kncwn as "Harris-Solariar."). The contract 
scope required necessary architectural enginLering design plans, specifica­
tions, and other work required :rior to bid solicitation. We found that

prior to awarding the contract to Harris-Solarian (also referred to 
as the

A&E) the Mission failed to perform, a substantive review of the contractor's 
proposal for cost justification and 
to satisfy loan and administrative 
requirements for "reasonableness of price," 
as required by AID Handbook 11
 
and the terms of the loan agreement. (Discussed further in the followinr
 
section.)
 

The total Harris-Solarian contract obligation of S5L9,658 was 
allocated
 
to Phase I - Design and Bid Preparation - S335,336, and Phase TI 
-

Inspection During Construction - $213,772. Payncnts for each segment
 
were clearly set 
forth with n fixed amount provided for Phase I and 
a
 
ceiling provided for Phase IT with payments based 
on a time rate basis.
 

In addition to 
the Mission's failure to adequatel'v- review the initial
 
contract for reasonableness, an amendment w:s made to 
the Harris-Solarian
 
contract without the full input of USAID engineers and the Controller.
 
As a result, an additional Phase I obligation of $213,772 was 
approved

by the Mission, by eliminating a contract clause whereby distinction
 
had been made between pa.,ments for design work and subsequent inspection
 
work during construction.
 

A substantive review of the 
contract prior to 
approval of the amendment

would have alerted the USAID as 
to the factors bearing on Harris-Solarian's
 
performance and would have triggered more appropriate actions 
to cope with
 
the A&E's request for more funding.
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In fact, seven days subsequent to the Mission Director's approval of the
 
Contract Amendment (Implementation Letter No. 11, dated August 5, 1977),
 
and too late to have any effect, OES reviewed the Amendment proposal and
 
their memorandum of review, dated August 12, 1978, stated:
 

"It is also noteworthy that the proposed amendment does not in any
 
fashion or manner deal with the apparently substantial reduction
 
in the magnitude of the work to be performed both in design and
 
supervision. If accepted in its present form, the amendment will
 
result in Dk paying much more (perhaps 50%) for much less effective
 
work without any guarantee or responsibility on the part of the
 
Consultant ta finish his work within a definite time or cost frame."
 

Since the Controller's office cleared the amendment as to its financial
 
aspects, we queried the team member or. thc, basi; for his clearance. We 

_ 
were informed that he acted to approve since "it was the best way nut of
 

a bad situation."
 

In view of the fact that neither the A&E nor iA established the propriety 
of the cost aspects of the amendment which the Mission approved, and a 
question of overpayment exists for the work erforriEd, we believe an audit
 
of the Harris-Solarian/!MA contract is called for.
 

In order to protect the interests of IMA. and the Mission, and to assure 
actions are taken to satisfy procurement requirements under the loan,
 
the following recommendations are made.
 

Recommendation No. 1
 

USAID/Panama should require an audiz of the Harris-Solarian/
 
i!MA contract on a priority basis.
 

Recommendation No. 2
 

USAID/Panama tighton its administrative and executive pro­
cedures and oversight to insure that the regulations of this
 
Agency are adhered to and the terms of a loan agreement are
 
followed.
 

USAID/Panama, in co.menting on the revised drarz, sta_es that the Harris-

Solarian proposal was reviewed. Our auditors noted the cited workpapers
 
in Panama detailing the cost proposal but concluded they did not provide 
an effective evaluation of cost information fror. 'ach of the five con­
sortium members comprising the A&E proposal, i.e., the requirements of 
Implementation Letter No. 1, Attachment F, for procurement of engineering
 
and other professional services, were not met and the proposed indirect
 
expense rate applicable to each member using the cost principles of
 
Chapter 4 of Handbook 11, Country ContractinR, was not examined.
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Failure of USAID/Panama to Utilize Its Office of Engineering Services 
to
Monitor and Control Technical inputs
 

As noted heretofore, the actions by USAID/Panama on 
the Grains Project do
not satisfy Loan 042 project agreement requirements and established Agency
policy covering the technical input and control 
for projects of this 
nature.
For instance, OES advised us 
that, in their judgment, the design of the
grain terminal plants was 
not a complicated job and that consulting work
should not have required an expenditure of more 
than $100,000. We could
find no record that this professional assessment was made available 
to
Mission or project authorities at 
the outset of thilproject. Such plants
are not new to Panama and were built previously in Panama by 
the private

sector.
 

Nevertheless, $500,000 was 
budgeted and subsequent!. the Harris-Solarian
contract for construction design plans and specifications was awarded for
$549,658. 
The engineer who is second in commnand of 0ES 
and served as
Acting Chief of OES 
on several occasions, Mr. Sam Fullilove, informed our
auditors that their staff could have accomplished the whole job.
 

USAID/Panama had OES staff of six professional engineers,an 
includingthree Panamanians. 
 Whether OE functions Under a project team or throughother means, its mandate is unique. 
The A7 positron description of
General Engineering Officer the


(:AOSC 0801.01), dated :November 18, 1975,
states, among other duties, 
 that ­

"9. Pirsonallv reviews the fina± olans and secifications dra-r. bythe engineering contractor or checks tne work of tne ccnsultant whoperforms the review on which the Missio:. Lirector is to make finalrecomendation rogarding such projects. in ei'.. 
 event, theresponsibility.. for enesnc :-' iu tabthe Mission's recorenda-i:, rests vi.it 'he r....Officer." (Underscorin:g surplied) 

We noted that the OES project team menrher participrate in most reviewsof engineering matters arising in connection w ithe implementation ofLoan 042. This covered such actions as reviewing fcr acceptabilty -MA'sprequalification of engineering firms and selection, scopes of work,
invitations for bids, and 
the engineering aspects of contract activities.
SBut,
as stated previously, there were 
occasions when CES was 
bypassed.
We were informed that 
the project manager, a contacc emplovee oftenbypassed the 0ES team meme= d made decibions involving engineeringproblems, or decisioned them directly with the Xission Director, Associate
 
or Deputy ission Director.
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We deduced some evidence that the original design work may have been
 
unnecessarily complicated and overly costly. 
We express no opinion on
 
this 	point. We do note that, as matters now stand, a more simplified
 
design is contemplated, drawings will be reduced to two
one or instead
 
of 60 for each plant and that, as of the time of this review, it was
 
reported that most of the drawings orepared bv Harris-Solarian at sub­
stantial cost will not be used.
 

/ Imoroner Use of Contract Employee as Prokec: Manater
 

On May 13, 1976, AID/Washington executed a Task Order under Agency Agree­
ment No. AID/pha-1136 to provide the ser-.rices of a marketing specialist
 
to work for the Marketing Institute of Panama (T!.,h
).--Although the scope
 
of technical services provided that the specialist assist and be re­
sponsible for the General Management of the Marketing Institute of Panama,
 
the former Mission Director, by memo to the files on .' 23, 1977, subject

"Use of Contractor Personnel as Project Managers," authorized the special­
ist to work at the Mission in the capacity of Project Manager on the
 
Grains Project based on the following reasons:
 

"(a) The Mission operates under a proec t 	 No major
teti 	concept.

decisions on project implementation can De made without pro­
ject team clearance. The team in bo: of these projects, with
 
the exception of the Project Manager, are made up cf direct­
hire 	employees.
 

"(b) 	 The Project Officer, a direct hire, is respons.ible for the
 
preparation and proper clearance of all 
written com-unications
 
between borrower and USA.D, "hich includes, as a mir.imum,
 
project teamaand sector chief.
 

"(c) 	All wzritten co-.unications sent t "hehCads .: agencies under
 
any project, and this includes L',. and 
 LJA under these projects, 
must have clearance cf the Office of the Director. Letters 
addressed to Mia'sters must ue signed te'h Mission Director. 

"(d) Approval of contract vo,chers :or" pz.-en: ,ii oe made b 

the Division Chief."
 

All paynents were charted to the AiD"an
.:a grains Projec: loan funds
 
until July 1, 1977, v'hen the then. Aatin Controller authorized the 
 charg­
ing of the specialist's payments to the CSA!D's operating expenses. 
The
 
specialist continued to work at the Mission until April 21, 1978, when
 
he departed post.
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We learned that the contract employee operated in such a manner as 
to
 
make the above restraints inoperative. The contractor's employee had,
 
at times, made management decisions without consulting the project 
team
 
as he should have. As an example, he proposed changes in the desi~n of
 
the grain elevators without consulting the OES team member. Ihis is con­
sidered one of the factors that contributed to the increased construction
 
cost estimate of the grain elevators. The contractor's employee also
 
developed close relationships with IMA personnel by virtue of having served 
as their management advisor. We were informed that i.A, in turn, thought
he officially spoke for AID when he later was appointed Project Mdnager.
 
This often resulted in the informal handling of matters which should have
 
bncommitted to correspondence and made a matter of record.
 

The last reason stated by the former Mission Director for his authriza­
tion to use the contract specialist as a direct-hire wa5 that the contract
 
employee's vouchers for payments were 
to be arproved by the Division Chief.
 
The approval statement of the voucher cites 
that oods were de.ivered and
 
services performed in accordance with the terms of the contract and that
 
payment is proper. 
We noted that the Division Chief who had knowledge of
 
the services performed did not 
approve several of the contract employee's

vouchers; instead, the Deputy Controller apprved the:t- in contravention 
cf the approval requirements.
 

The 	 hiring of the contract employee to serve as Froject Manager violated 
Agency rules. The Regional Legal Advisor inforred u ira not legal to 
hire a personal services contractor to work in a direcL-hire position for 
AID because he cannot represent the U.S. Goverur:ent n dealing .ich a host 
government. This is exactly what formL~ the coru of :h,- Projoct !anager's 
duties.
 

The Mission Director ho aut-horized :he fe the c'rntract emol oe's 
services at the Mission is no !enter associatc d;-:'rA and tie con­
tract employee departed post _n mid-April 197.. in view 
the 	 implications of this action, we believe a fc:-.l writ:en opinion
from AID/W's General Counsel (GC) sheetld be reruested. [Tssential:., ".he 
questions to be addressed include whether the -ask 3rder changes of the 
contract employee to Mission ooeratin e:%Denses meet the standards of 
Section 1311 of the Supplemental Appropriation Act of 1-955 (3iUSC 200)
 
as a valid obligation. The obligation test as provided by that section 
is that no amount shall be recorded as an oblig.::icn unless it is sup­
ported by documentary evidence showing that ­

1. 	A valid and binding agreement in writino has been executed.
 

2. 	 The obligation is for a purpose authorized b: law. 

3. 	The obligation was incurred before exrira.ion of fund
 
availability.
 



The details follow:
 

(a) Need to .mend Task Order (TO) No. 2 (Under Agreement AID/Dha-1136)
 

AID/W was, on Februaty 27, 1976, requested to negotiate a two­
year contract with the Cooperative League of the USA for the
 
services of Herman Obregon, Marketing Specialist, to work for
 
the Marketing Institute of Panama and to charge Loan 525-T-042
 
(the Grains Project) for all contract costs. Task Order No. 2
 
was executed in compliance with this request. If the CC opinion
 
supports the Mission's action in allowin2 the contract employee
 
to work for and at USAID/Panama, the Task Order should be amended
 
to reflect the revised scope of work and to serve as the vali­
dating document for the obligation to USA7D's operating expenses. 
The amendment of he Task Order may nor be required if the GC 
opinion finds the Mission action contrar': to law. 

(b) Correction of USAID/?anama's Oblization for ODeratinz Exocnses 

The funding of Task Order No. 2 undSr U-iDP-anama's op rating 
expenses became effective July 1, Tie Mission"l77. Director 
authorized the contract employee to funtion as a project 
manager, effective Mav 23, 1977. C,-e_f opinion supports
 
the Mission's action, then Task Order No. 2 costs of the con­
tract employee should be reccidedi as oper tinc expenses 
commencing May 23, 1977, on, and not July 1, 1977. In the 
event of an unfavorable ooinion, an adjustment may be required 
to cover the i=prcoer obligation and charpes to operating 
expenses since July 1, 1977.
 

Reconmmendation No. 

USAID/Panama request an opinion fro= the %eneral Counsel 
(GC), AID/W, regardinz the legality cf using the CLUSA
 
employee to serve as the Mission manager of the Grains and 
Perishables Marketing Systems Project and take action in
 
consonance with the GC decision and the requirements of
 
Section 1311 of the Supplemental nporopriations Act, 1953
 
(3!USC 200).
 

Need to Clarify AID Handbook No. 11 - Countny Contractirlg 

Our review disclosed that IMA did net completely meet the services pro­
curement requirements of Loan 042 and Handbook ii. These requirements
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(for services procurement) were referenced in the loan and were trans­
mitted through Implementation Letter Number One. The fa t that IMA did
 
not furnish the evidence necessary to establish the reasonableness of
 
the price of the A&E negotiated contract indicates th; in addition to
 
a lack of trained staff, there could have been a misunderstanding on its
 
part of the essence of these guidelines or that the guidelines were not
 
clear.
 

It is understandable that the applicability of certain sections of the
 
Handbook may have bee: misconstrued by procurement officials of the
 
Government of Panama because the Handbook transmittal memorandum, dated
 
Mar.h 31, 1975, in effect states that the procedures are surzestions
 
onlv. The statement is quoted below:
 

"2. The primary purpose of this Handbook is to t rovide suggested 

methods of contracting procedures to borrower/grantee countries
 
fcr all types of host countr, contracts. Accordingly, these
 
procedures are applicable to ill AID-financed country contracts
 
regardless of type of project, It should be understood that
 
procedures outlined in this Handbook are suggestions only and
 
are not to be construed as mandaor-: directives of the borrower,'
 1
 
grantee."
 

However, a closer examination of the Handbook bel s the suggested nature 
of the guidelines. The Handbook contains four chapters of which Chapter
 
Procurement of Professional and Technical Service:, and Chapter , - Cost 
Principles for Borrower/Grantee Contracts are applicasJle to tihe Harris­
Solarian/IMA contract.
 

The "suggested" nature of the material incorporatud in th Handbook is 
dispelled by Paragraph lc - Contract Rules - ',hicn : ntain specific 
reference to the voe of Clauses which :us inc from tne 
"scope of pioJect and services" :o "documenzs recuired for payment 
sections of Handbook No. I7. !n readino -".e c-:,:se e noted that 
(a) some relate to legisia_-:ve Icannot. d, (b)requirements oe 
others to AID policy ;nhich shoul d not be wai'. "'-! z s 0totraer 
which relate to accepted prac'.ices ano.rc:.r.--2es w:>ch are sg ectcd 
for use. 

Similarly, Chapter - of the .andbock sets . . o :. ...-- les :,ich AID 
recommends as applicable to negotiated fi:.:ed -rice tontracts, amon, others 
(Paragraph 4B 1 b of Handbook 11). Also, it is stated that these prin­
ciples are to be considered to assist in the nerat ii:iion of contracts for 
review and approval and/or audit. (Paragrap.-. -A I -f the HandbooW). The 
applicabilit; of the cost principles also ca. be :isinterpreted in the 
context of the."suggested" nature of all g'iieline in Handbook 11. 

We understand that Handbook 11 is being revised. . cite the foregoing
 
as an example of problems inherent in the version in force during the
 
events covered by this review. We do so with the thouht that this ex­
ample may be of value to the revisionists of Handbook 1.
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Proiect Status
 

As of May 31, 1978, (the 
time of the AID audit) the Grains Project was
 
about two years behind schedule and the latest cost estimates for plant

construction, once thought to be $6 million, had been finalized at 
$8.9
 
million.
 

The grain plant component of the project financed under the 
loan has been
 
redirected pursuant to 
the Memorandum of Understanding, dated April 4,

1978, between USAID/Pancna and the 
Institute of Agricultural Marketing
 
of the Republic of Panami.
 

Other matters covered include revision of the financial plan to permit

priority construction of grain storage plants and 
the designation and
 
contracting with a technical team to review and modify the existing de­
sign plans (i.e., those prepared by Harris-SolarianI. The goal of the 
redirected effort is to have a rebid early enough to permit initiation
 
of construction in January 1979, 
the beginning of the next dry season.
 

The Mission entered into Contract 525-335T with Dr. Norton C. Ives 
on
 
May 18, 1978, for $5,040 to review studies, drawings and 
bid documents
 
for the four grain facilities, recommend specific changes 
as requested

by IMA to make the facilities functional and minimize construction cost
 
and prepare a preliminary =ctimate of the cost of the facilitics.
new 

The Mission also plans to enter into a contract for approximately S21,000
 
with Saint-J International to modify the existing drawings and bid docu­
ments, or prepare new ones.
 

The total project cost estimate remains at $9.560 million with 
the AID
 
loan share remaining the 
same at $6.2 &illion. The latest financial
 
plan provides for an increase in several items financed by 
the loan
 
above the amounts estimated in the 1975 Capital Assistance Paper. These
 
increases are compensated b. the elimination and/or reduction of other
 
project components, as shown below:
 

Summary of Proiect Item Increases
 
(In Thousands)
 

Lar',st
 
Original Proposed 
Plan Plan Increase 

Grain facilities construction $ 2,604 S 4,093 $ 1,489 

Architect & Engineering (A&E) 500 715 21I 

Buying and collection points - 345 345 

Other components (combined) 3,096 !,047 (2,019) 

S 6.200 j6.,200 S
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The $215,000 increase in A&E services includes the two consultants and
 
provides for an additional contract with an individual or firm to assist
 
the IMA engineers during the construction phase of the project. The
 
entire amount may not be required depending on the arrangements made. A
 
more detailed Financial Plan is included in this report as Exhibit C.
 

Final completion of the project is now scheduled for June 1980, in lieu
 
of the originally planned date of June 1978. (See Exhibit D.) Total
 
disbursements under the loan as of March 31, 1978, were $633,644, com­
prised of $510,619 for the A&E contract and $123,025 for other project
 
items.
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EXJIBIT A 
TIiE GRAINS AND PERISIIARIXS tMARKETING SYSTEML PROJECT
 

PREPARATION AND APPROVAL PROCESS - CAPITAL ASSISTANCE PROJECT ACTIVITIES
 

- App!ication 2 - preview nod Review 3 - Intennive 1'eview Request 1. - Intensive Review 

B/C preparas application tor Hlisston makes preliminary Hi1aion submits an Intenaive Capital Assistance Committee­
2 / 

financing capital asslstance 
activity and submits to AID/W 
or Mission. 

review of npplicntion to de-
termrins whether activity 
warrants coninitmrnt ot staff 

N 
review requeat to geographIc 
Assistant Administrator, and 
Includes Information to sunpport 

performs intensive review. 
Documents prepared as result 
of review are Capital Assist­

to consider merits, ned if deLermInnLion whether intensive ance Paper, Loan Authorization 
proposal meets applicable review is warranted. and Letter of Advice. 
_tntutory and All) criteria. 

4-A - Capital Assistance Paper 4-13 - Loan Authorization 4-C - Letter of Advice 

In depth excamination of tech- Altlhorization drafted (whent Letter drafted formally ad­
nicer, economit and financial ftitncing approved) for vising applicant that capital
dat. rentilting in recermnendn- signature of Assistant Ad- assistahce is authorized and 
Linn to reject or finance the mrinintrator of geographic agreement will follow. Includes 
project. hitreni, predicated ot ndvice date and lonn number ot 

f n11otr-nnt frown Controller Capital Assistance activity 
enid other clearances. Sets being financed. 
forth principal terms and 
tou lItion3 included In Cap i­
tat Aisintnive Paper.
 

5 - l.oan Agreo',nut 6 - ,,,nLturing 

Agr-en,ent tt-n d by tI/G rnd AID renponn!hIltty after 
Emhlasnv or . :341ot Dfre-tur capital ntviLtyenters ex­
vitich ,ficn- nCtivttI,.e to ecutioi ntage carried out 
be f r7nnred e lh!,i gntIon of ttl reugh: 
fuwmls nar'i esItvhel e rights 1e;'{ez of pn'yrent reqments. 
nd( ol:.l nt[ion (if partieo. l'enit ati t 31 pnymnent 

Aldlt I ,'! in-pections of 
activity. 

Review of reports. 
rnd-usc checks. where 

_pproprinte. 

I/ Source- Manmnl Order Series 1200 Applicable to Capital Assistance. 

Z/ Capital Assistance Carmntttec normally consista of a capital assistance orficre, ngineer, couinel and program or deak officer from 
AID/U and/or field and, when nece.n.cay, n technical npecinlist, finncitl analyst, economit or cotrnct specialist. The Commatttee 
may be located either ti the kis-vion or AID/N. 



EXHIBIT B 

GRAINS AID PERISHABILES MAR1TTING SYSTEMS 

Loan No. 525-T-042 

PROJECT 

Page 1 ,f 2 

Summarv of USAID/Panama's Implementation Letters to IMA 

Letter 
No. Date Subject Matter 

1 9/10/75 Mission outlined procedures for using loan and provided 
information to assist in implementing project. Letter 
included attachments as follows: (1) Guide for legal 
opinion; (2) designation of representative; (3) AID audit 
requirements; (4) list of ineligible vessels; (5) sunrnary 
of shipments; (6) guidelines for procurement of engineering 
and other professional ser-jices; (7) guidelines for pro­
curement of construction sericer; and (S) guid6lines for 
procurement of equipment and materials. 

2 10/6/75 Mission acknowledged legal opinion and sample signatures 
submitted by !IMA. Advised IMA it could proceed with dis­
bursements for technical assistance and professional 
services. 

3 12/15/75 Mission accepted training plan as complying with loan 
agreement. 

4 2/4/76 Mission acknowledged that Minister of Agricultural Develop­
ment represents Government of Panama for purposes of 
executing loan. 

5 3/1/76 Mission attached new guidelines in three major areas of 
procurement, superseding corresponding ones of implementa­
tion Letter No. 1. Also enclosed revised list of in­
eligible ships. 

6 3/12/76 Mission informed iK that documentation submitted fulfills 
all conditions precedent to disbursement; requested copy 
of detailed scopes of work on each technical consultant; 
offered USAID Controller services to develop management 
oriented financial reporting. 

7 6/15/76 Mission acknowledged !?A letter that Rodriquez is new 
Project Director for loan. 

8 6/16/76 Stated Mission concurrence to !:.'s proposal to change 
locations and sizes for several grain facilities and 
acceptance of revised financial plan. 



EXHIBIT B 

Page 2 of 2 

Letter 
No. Date Subject Matter 

9 9/21/76 Mission informed IMA of AID's approval of contract between 
IMA and consortium of firms headed by Frederic R. Harris. 

10 11/26/76 Mission requested IMA's balance sheet as of 12/31/76, profit 
and. loss statement for 1976, and copy of annual audit of 
books and records. 

11 8/5/77 Mission informed IMA it approves amendment to Harris-Solarian 
contract while recognizing need to change Annex 1 and the 
Financial Plan of the Loan Agreement due to proposed con­
struction changes to which it agrees in pkinciple. 

12 9/22/77 Mis',on informed It. of its approval of contract between 
I id Chandeck and Bosquez and Cooper and Lybrand for 
$124,549.30. 

13 10/13/77 Mission informed IMA of its approval of the revised Annex I 
and Financial Plan of the Loan Agreement. 

14 10/25/77 Mission notified IMA that list of ineligible ships of 
Letter No. 5 is no longer in effect. 

15 2/16/78 Mission notified IMA thait offer of S36,000 i'A received 
on manufacture of wooden Dallets is reasonable. Mission 
also agrees to reimburse PiA' cr- evidence of delivery and 
!r!A's paymfent to supplier. 

16 3/28/78 Mission informed DA it will reimburse it for the training 
course for five staff members in Bogota, estimated to 
cost $7,550. 



E).BIT C
 

GRAIS A!M PERISHABLES !A.R.T= SYSTEYS ?R0JECT 

Loan No. 525-T-0&2
 

Project Financial Plans Coamoarson
 
(In Thousands)
 

/

Orieinal Plan! Tatest Pronosed ?!an2

Borrower Lender Total Borrower Lender Total 

1. Land $ 500 S - S 500 S 200 S S 200
 

11. Phvsical Facilities
 

A. Grains
 

(1)Facility construction 2,111 2,60. 4,715 :,500 4,093 6,593
 
(2)Vehicles and additional 

Equipment - 625 625 242 242 

B. Perishables
 

(1) Facility construction 504 631 1,135 - -
Facility reconditioning - - - 60 75 135 

(2) Vehicles and additional 
equipment - 685 685 50 50 

III. Marine Vessels 110 220 330 ­ -

IV. Box Factor,
 

Constructico - 135 135 -
Equipment 135 135 -

V. Accounr.n2 Ecuinment - 100 100 - 10 10
 

VI. Ar-hi:eczrai and Enzineeriny Ser-ices 
 - 500 300 715 1,0 ;. 

VI1. Tec~nical Assiscance Traininv 700 7Cc ­ 670 670
 

V:11. Buvin2 and Col3ection Points ­ 300 345 - 45 

TCTLS S 3.360 S 0 5. 6 ' 3.360 zS .200 3 4560 

Sources:
 

I/ Capital Assistance Paper, dated June 18, 1975
 
2/ ?roject Manager, May 31, 1978, based on '!arch 30, 197- estinates.
 



EXHIBIT D
 

GRAINS AND PERISHIBLES MARKETING SYSTEMS PROJECT
 

Loan No. 525-T-042
 

Dates of Events Comparison
 

Future Event 


Consultants complete final design and specifi­

cations for balance of new and renovrted
 

storage facilities. 


IFB documents issued for balance of grain and
 

cold storage construction and renovation. 


Bids received for balance of grain storage
 

facility renovation and construction. 


Contract awards made for renovation and con­

struction of grain storage facilities. 


Vehicle and equipment procurement completed. 


Cold storage renovation and construction
 
completed. 


Grain storage construction completed. 


Final disbursement. 


Sources:
 

1/ Capital Assistance Paper, dated June 18, 


2/ Project Manager, May 31, 1978, based on 


Original Latest 

Plan Plan 2/ 

6/76 9/78 

7/76 9/78 

9/76 11/78 

10/76 1/79 

3/77 6/79 

10/77 12/79 

12/77 3/80 

6/78 6/80 

1975.
 
March 30, 1978, estimates
 



APPENDIX I
 

USAID/PANYAA ORGANIZATION PLAN FOR MANAGING PROJECTS,
 

INCLUDING THE PANAMA GRAINS AND PERISHABLES M-%\.KETING PROJECT
 

The USAID/Panama organizational plan for managing projects, including the
 
Grains Project, resulted from the Mission Director issuing special orders
 
in March 1977 and March 1973. The orders provided for a special project
 
management team that was to operate under the overall guidance and super­
vision of the Panama Mission Director. It consisted of an organizational
 
alignment of representatives from staff offices (Office of the Controller,
 
Executive Office, and Office of Engineering Services), sector units and
 
project teams, assembled to perform their respective functions.
 

In summary, Mission oversight of projects was to be accomplished as follows:
 

(a) 	Mission Director - in addition to giving overall guidance and direction
 
received, for approval, from the project manager, specific documenta­
tion supporting each major implementation action.
 

(b) 	Project Manager - a project subject specia-ii;t having daily responsi­
bility for overall coordination.
 

(c) 	Project Officer - from the Sector Unit (e.g., Agricultural, Human
 
Development, etc.) having technical responsibilirV. Assists project
 
manager and arranges meetings, initiates acion requiring project
 
team member input and clearances.
 

(d) 	Engineering - the USA7D/Pan_rr Office c: !Zgn .4ering Services (OES) 
provided a member to the project team zo perform required .ision 
engineer input. 

(e) 	Financial - fina:,ci l plan:-i.4, revievI Cw anUo rn be prcvided 
by a representarive fro:n ziie M'ission's Of c cf the ConzcroLr. 

Overall, the USAID/Panaza orga:l:niza n pla: t narina t ?rojectfcr ie srains 

appeared quite sophisticated nncd we-l cunceive.i. But, take: in total, poor 
coordination, communications and, in some instances, apparcnt inept:tude 
on the part of USAID/Panama has resulted in a two-year delay of the pro­
ject and complete rethinking of the Grains and Perishables X:rketing Systems
 
Project.
 



APPENDIX II 

MISSION DIRECTORS IN USAID/P.AnAA 

DURING PERIOD COVERED BY THIS REPORT 

December 30, 1974 through March 31. 1978 

From To 

Alexander Firfer 

George Rublee (Acting) 

Irving G. Tragen 

Dr. Paul Saenz (Acting) 

Charles B. Weinberg 

10/23/70 

8/4/75 

12/18/75 

10/28/77 

1/31/78 

8/3/75 

12/17/75 

10/27/77 

1/30/78 

8/78 



GRAINS AND PERISHABLES MARKETING SYSTEMS PROJECT 

LIST OF RECOMMENDAT IONS 

Recomendation No. 

USAID/Panama should require an audit of the Harris-S'olarian/LA,
 
contract on a priority basis.
 

Recommendation No. 2 

USAID)Panama tighten its administrative and executive procedures

and oxersight to insure thaL the regulations of this Agency are
 
adhered to and the terms 
of a loan agreement are followed.
 

Rec-undation No. 3
 

USAID/Panama request an opinion from the General Counsel (GC),
AID/W, regarding the legality of using the CLUSA eiployee to 
serve as the Mission manager of the Grains and Perishables 
Marketing Systems Project and take action in consonance with the
 
GC decision and the requirements of Section 1311 of the Supple­
mental Appropriations Act, 1955 (31USC 200).
 


