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Introduction 

REVI EW OF THE 
RURAL AND MUNICIPAL OEVELOPMENT LOAN 

PROJECT NO. 525-0176 
USAID/PANAMA 

EXlCUTIVE SUMMARY 

The United States made available to the R.public of Panama. lo.n of not mort 
than $4 million 1i1 November 1975. The luan funds provided were to .1.1lt in 
financing training, techn1cal assistance and subloans for food, rur.l d.v.lopm.nt 
and nutr1tion projects. Various agencies and mun1c1pal1t1es in P.nama wer' to 
contribute $4.5 1T111lion to impl8!1ent project activities. 

The funds made av~ilable for training .nd technical .ssistance w.r. to 
strengthen the institutional capacity of the Panamanian imp1ement1ng .g.ncy '1 well 
as the administrat1v. capacity of the various mun1c1pal1t1el being .II1lt.d. Th. 
funds subloaned to the municipalities wert to be for projects specific.lly d.lign.d 
to 1ncrease the product1v1ty and income of the rural poor. 

As of March 31. 1980, AID loan disbursements totaled $1.3 million with an 
add1t1onal $948:000 approved for disbursement in April 1980. Pan.man1.n organiza
tions have contributed their share of the funds for the 1mplem.nt.tion of .ct1v1ti ••• 

SCOPI 

Thll purpose of our 1 nter1m audit WII to r.vi.w progre .. mad. 'In Ichi.ving 
objectives, identify problems, determine compliance with the lOin Igr.ement Ind 
AID r.gulat10ns lind oblJerv. the u .. of AID-fin.nc.d good •• nd Ilrv.ic... Our ludit 
cov.r.d activ1ties fr'om 1nception of thl loan agrl"".nt on Novlftlblr 28. 1175 
through March 31, 1980. This proj.ct had not prlv1ou,ly blln .udit.d by AID'. 
Auditor General. 

Conclus1ons and Recommendation. - ,-,-- . 
Forty-.eve~ projects at tot.l COlt. of $5.2 million hid bt.n Ipprov.d I. of 

March 31. 19aO. Of the $5.2 million, $3.1 mi'lion will com. from AID lOin funG. 
and 'the remainder from Panamani.n lourc... Many of thl" proj.cU hay. been 
completed and wore for various typ •• Of 'ct1v1ti •• including whO' •• I'. Ind r.tl11 
mark.te. sl.ught.rhou ••••• gro·bu.in •••••• trln.port.t1on fIC1'iti •• , ftldlr road •• 
brid, ••• water suppli •• and working CIPitl'. An Idditionl' 14 proJ.ct. for 
11m1 Ir type ~ct1v1t1e. with In •• timlt.d co.t of $828.000 wer. bt~ng con.id.red. 
W. beli.v. th1a portion of the proj.ct hi. progr •••• d 'Iti.flctori'y Ind wi" 
contribut. to the .ccompl1Ihm,nt of the ~roj.ct'. gOll. Ind o~lCtiv •• (pigi I ). 

On'y I limit,d amount of t.chnicll I •• i.tlnc. Ind trlinin, h'i btln provided 
und.r the project. the P.n.mlniln imp'tmlnting Ig.ncy offici111 hlv. bttn reluctant 
to ICC.pt ext.rnl' t.chnicil I •• i.tl"c. Ind n •• dld ••• iltlnc. in cr1t1cI1 ,,... 
hi. not been provided to municipll1t111. A., rtlu't. thl 1nlt1tutiln,' CIPlCt" 
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of the Panamanian implemEr.ting agency and the operating and managing capabilities 
of the municipalities hav~ not been improved. Thus, progress in technical assist
ance and tr3ining has not been satisfactory and unless action is taken now 
AID should withdraw from further participation in the project (pages 3 to 6). 

Tre 1979 annual evaluation of activities was not done because USAID/Panama 
d~d not believe that enough projects had been completed long enough to adequately 
measure the impact o~ the projects. We believe that an evaluation should be done 
annually to highlight shortcomings so that corrective action can be taken at 
the earliest possible time (pages 7 to 9). 

USAID/Panama I s management and monitoring should be improved. Some prlJject 
sites we visited \~ere not properly marked to show AlDis participation in the 
activities. Also, some commodities financed with loan funds did not have AID 
emblems attached (page 9). There were significant delays in reimbursing the 
Panamanian imple~enting agen~y for project expenditures because of a lack of 
written procedures and coordinated follow-up (page 10 ). Our reconrnendations to 
USAID/Panama are: to notify the implementing agency that it should fully comply 
with mal"king requirements (page 11 ). to issue an implementation letter listing 
the supporting documentation to be submitted with reimbursement requests (plge 
14 ), to establish a schedule of field visits, and to require written reports of 

these visits (page 15 ). 
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BACKGROll4D 

The United States, acting through the Agency for Internat10nal Development, 
agreed to loan the Republic of Panama. acting through the National Bank of Panlml 
(Bank), an amount not to exceed $4 million. The loan agreement (no. 525-T-044) WIS 
signed on November 28. 1975 to finance activities under the Rural and Mun1c1pal 
Development project no. 525-0176. 

The loan funds provided were to be used to assist the Bank in financ1ng 
training, techni~Jl assistance and subloans to rural municipalities or Q;sociations 
of municipalities for food. rural development and nutrition projects. The Bank 
was to establish a Municipal Development Division to permit the timely and effec
tive implementation of the project. The activities assisted by loan funds were 
to enable government units to playa more Significant role in providing munic1pal 
public serViCE! and developing productive enterprises in response to local needs. 

Training and technical assistance were to strengthen the institutional 
capacity of the ~lunicipal Development Division of the Bank as well as the adminis
t,rative capacity of various municipalities involved in the project. The med1um 
and long tenn cl'edit provided by the slobloans were specifically designed to 
incl'I.~ase the productivity and income of the rural poor through such means as sti
r:lIllatioll of small enterprises in rural towns. 

Th~ l02n agreement required the establishment of an Advisory Council and 
Technical Coordinati~g Committee to assist in the implementation of loan activi
ties. The Advisory Council was to make recommendations about policies and projects 
for funding and about technical assistance and training program. In addition, the 
Advisory Council was to review the implementing agency's operations and ident1fy 
those arcas needing technical assistance and where such ~echnical assistance 
could be obtained. ih~ Technical Coordination Committee was to help 1mplement the 
provi~ion 0f tec~nical assistance. 

hctivities financed with loan funds were to be completed by March 31, 1979. 
HC,'l'I'ever, d~lay~ \'Jere encountered and the current completion date is now March 31, 
19B1. Az of March 31. 1980, disbursements totaled $1.254 million and an add1t10nal 
$948,000 was approved for disbursement in April 1980. 

As of March 31, 1980, subloans for 47 projects involving about $3.1 mill10n 
of AID funds had been approved by the Bank. The remaining $640,000 of funds 
allocated fot' subloans were set aside for 14 projects expected to be approved in 
1980. Types of activities being financed include wholesale and reta11 markets, 
slaughterhouses, agro-businesses, transportation facilities, feeder roads, br1dges 
and provision of water supplies. The remaining $260.000 in loan funds were re
served for techn'ical assistance and training of which $113,000 had been expended 
as of March 3J., 1980. ' 

In addition to the $4 million in AID loan funds, the Republic of Panama and 
the Bank were to provide $3.5 million. Two and a half million dollars were to be 
used for subloans to municipalities and the remaining mil110n was to Ply tra1n1ng 
and operating costs of the Municipal Development Division of the Bank. The muni
cipalities were to contr1bute a total of one m1l1ion dollars as the1r part1c1pation 
in the projects withjn their respective areas. 
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The Bank is responsible for the project's execution. A Mun1c1pll DevelopMent 
Division was established within the Blnk to implement the project. Th. Division 
was to b. responsible for directing and coordinating subloln Ict1vit1e.. The 
Division's r~sponsib111ties included accounting for the financill Ict1'vit1e. of 
the fund. providing technical assistance and training to the municipal governments, 
evaluating the financial, economic and technical feasibility of subloln proposll., 
preparing the subloan documentation, and monitoring subloan execution. An evalua
tion and research section was to design and implement a continuing evalultion 
system. 

Responsibil'ity for monitoring the implementation of the Rural and Mun1cipll 
Development project is assigned to the Agriculture and Business Development Divi
sion of USAID/Panama. 

Scope 

The purpose of our interim audit of the Rural and Municipal Development 
project was to review progress made in achieving objectives, to identify problems 
requiring managenent's attention, to determine if the provisions of the loan agree
ment and AID regulations were being complied with, and to observe the use of AID
financed goods and services. The period covered by our audit was from inception of 
the loan agreeme~t on November 28, 1975 thrcugh March 31, 1980. 

Files maintained by USAID/Panama. the National Bank of Panama, and selected 
project sites for the Rural and Municipal Development project were reviewed and 
iiscussions were held with individuals of these organizations. During our audit. 
~e visited the sites of 18 projects in various parts of Panama. 
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AUDIT FINDINGS. CONCLUSIONS AND RECOMMENDATIONS 

Implementation 

Implementation of the sublotn portion of the project his been progressing 
sltisfactorily. However, technical assistance and tra1n1ng hive not moved IS rlpid
ly a~ expected. 

Originally 1t was estimated that it would take 5 years to implement the Rural 
and Mun1cipal Development project, the first year beiny used to basically build 
the inst1tutional capability necessary for the projp.ct. While USAID/Panama believed 
that 5 years would be required to implement the project, AID/Washington policy 
required th~t all projects be designed so they could be completed within 3 years. 
Act1vit1es are now scheduled for completion by March 31, 1981, just over 5 years 
from the si;n1ng of the loan agreement. USAID/Panama officials believe that 811 
act1vities 1,,111 be completed by that date. 

A Municipal Development Division has been established within the National Bank 
of Panama and it has provided some technical a~5ist3nce and many subloans to 
mun1cipalities. Some of the early subloans were not effective because the projects 
were not finanC'ially viable. However, this was a learning process and improvements 
have been made by moving more to service orientated and financially viable activities 

A total of 47 projects had been approved as of March 31, 1980 for a total 
cost of $5.2 min ion. Many of these projects have been completed and were fOI~ 
various types of activitIes, construction, purchase of commodities, and working 
capital. Of the $5.2 million, $3.1 million will come from AID loan funds, 
$712,000 from t:12 Republic of Panama and the National Bank of Panama, and $1.3 
mill ion from mlfn'fcipal ities. In addition, the Bank has contributed additional 
funds to pay ner:essary operating costs. 

As of March 31, 1980, there were sub10ans for an additional 14 projects for 
estimated costs of $828,000 being considered. About $642,000 of the fU;lds for these 
projects will come from AID funds, the remainder will come from Panamanian sources. 

Only a limited ~mount of technical assistance and training has been provided. 
Panamanian implementing agency officials have been opposed to external technical 
assistance b~callse of the cost and because they believed the Bank had the expertise. 
Recently, Panamanian officials have decided that some techn1ca1 assistance is 
needed and should start by July 1, 1980. 

While accomplishments have been made, we did note several areas where 
improvements should be made. These areas are discussed in the rema1ning sections 
of this report. 

Technical Assistance and Training 

Technical assistance and training prov1ded under the rurll IIIInicipll development 
project have been very limited because the National Bank of Plnama his been r.luc~ 
~ant to accept external techn1cIl assistlnce. As I result. operlting Ind w.nlging 
:apabilities of the municipalities have not been improved. Needed IssistlnCt has 
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not been provided in the crftical areas of administration and m~na9ement. finlnce 
and tax administration, and public services management, organization and methods. 

The loan agreement allocated $264,000 for technical assistance. These funds 
were to be used to fit'lance short and long term consultants who would provide 
training and tl'!chnical advice to personnel of the Panamanian implementing agency 
and through this agency to the various muniCipalities being assisted. The pur
pose being to strengthen the institutional capacity of the Bank and particfpa
ting municip~lities. 

The loan agreement required as conditions precedent to initial disbursement 
for item~ other than technical assistance the establishment of an Advisory 
Council and a Technical Coordinating Committee and evidence that arrangements 
for technical assistance and training to be provided under the project had 
been mude. The Advisory Council was to make recommendations about programs. 
In addition, the Advisory Council was to review the implementing agency's opera
tions and identify those areas needing technical assfstance and where such tech
nical assistance could be obtained. The Technical Coordinating Committee was to 
help implement the provision of technical assistance and to coordinate assistance 
activities and prevent duplication. 

The Advisory Council and Technical Coordinating Conmittee were established 
in 1976. However, USAID/Panama acrepted letters between various Panamanian 
ministries where agreement in prir,~iple was reached to support the technical 
assistance and training needs of the project as being satisfactory evidence that 
firm arrangpments had been made. A USAID/Panama memorandum of March 3, 1976 stated! 
in part. "These 1 etters 1 ay the ground work for more concrete future arrangements 
relating to the provision of specific technical assistance***. ***Insisting on 
more definite or specific arrangements*** would be inadvisable at this time and 
might be counterproductive." "The costs, exact timing, and exact types or numbers 
of instructors have not been identified. For this reason nefther, funding nor 
training personnel requirements can be identified at this time." "The exchange of 
letters refered to in paragraph above, we believe, satisfies the CP (conditions 
precedent) even though agreement on the details under which agencies will make 
trainees available have not been delineated." 

Implementation letter no. three dated March 12. 1976, advised the Panamanian 
agency that the conditions precedent to initial disbursement had been met. The 
implementation letter also advised that USAID/Panama expected the municipalities 
scheduled to receive the first subloans would have the highest priority in receiving 
appropriate technical assistance and training to maximize the prospects for a 
successful project. 

The Advisory Council never met because its members were from a high level in 
the government, their time was at a premium, and were not able to devote the time 
necessary to implement activities. The Council was also not given the necessary 
logfstic and staff support. The Technical Coordinating Committee has met spora
dically at the technical level and put together a program. The Committee suffered 
from impotence and severe lack of logistical and moral support and it WIS not 
expected that the program developed 'would be carried out. In essence, the situa
tion regarding technical assistance and training, that the Advisory Council and 
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Techn1cll Coordinating CoIInfttH were to resolve, r .. fns lbout the s_ IS it Wli 
before the AID lOin WlS signed, t~t is, elch ~1nfstry ~s its own program Ind 
Ictivities with the MUn1cipllft1es Ind no coord1nlted effort his been f~pllllnttd. 

As 01 Mlrch 31, 1980, lOin funds of $112,878 hid been expended to f1nlnce the 
servic~s of I municipil develoPllnt consultlnt f~ Colombfl Ind s1~ mid-level 
advisors from Plnlml. Techn1cll Issistlnce provided consisted of d1lgnos1s, 
programming. organizing Ind 1~pllmlnt1ng services necessary to establish the 
organizational structure required to implement loan Ictiv1ties. The consul tint 
from Colombia. developed operlting Ind credit mlnuals as well as manulls for 
technical Iss1stlnce. training, Ind &na1ys11 of information and evalultion. 
The six Panamanian mid~level Idvisors ~rked as counterparts to the consul tint 
and helped the Bank in carrying out its municipal development program. 

Bank officials advised us thlt these advisors' assistance was very effective i~ 
setting up the organizationll structure Ind instituting implementation. However, 
technical assistance at the Muntcipll1ty level hiS been minimal. although the need 
for such assistance was evident in the projects WI visited. For instance. the 
majority of the projects inspected were not maintaining sound accounting records 
and if maintained they were ~t up to dlte. 

USAID/Panama commented in its reply to a draft of this report that the 
contributions of the Panamanian mid level technicians (advisors' to the tasks of 
organization anc preparation of manuals were minimal and these technicians never 
worked as advisors but were utilized as part of the Bank's technical staff. When 
the situation came to the attention of USAID/Panama, t~e eank was advised that the 
payments to the technicians constituted budget support. was in vi01ation of the 
loan agreement. and unless the roles of the technicians were changed AID could not 
support an extension of their contracts. AID financing of the contracts WI~ not 
continued. 

U5AID/Panama has tried to get the National Bank of Panama to initiat~ a 
program of technical assistance and training during the implementation of this 
project but in most cases has been met with a negative attitude by Bank off1cills. 
The reasons for this negative attitude toward accepting external technical assist
ance were twofold: First. Blnk officials feel that external technical ass1stlnce 
is too expensive and they appear to resent an outside advisor or consultant making 
more money than the Bank's Genera) Manager. Second. there is an apparent'engrlfned 
resistance to the acceptance of technical assistance no matter the source of such 
assistance. It appears the Bank considers itself a prestigious organization with 
highly qualified professionals and feels that it is competent to implement a 
credit program for municipalities. 

After 4 years of operations, the Bank now realizes it lacks the expertise 
to assist the municipalities in their development process. It appears this change 
in attitude toward technical assistance has been the result of USAID/Panema's 
continuing pressures to have the eank use technical assistance. The provision of 
technical assistance services to municipalities was a condition for extending the 
loan's terminal commitment and disbursement dates to September 30, 1980 Ind 
March 31, 1981 respectively. 

The Bank is now in the process of procuring a consulting firm contrlct to 
train its staff so that needed technical services can be provided to IUnfcfpalftfli. 
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Loan funds of $96.828 will be used for this purpose. The remaining technical. 
assistance funds of $54,294 will be used for training of 8ank personnel ($37,000) 
and for observation trips ($17,294). 

The services of four contract advisors were being procured by the Bank for a 
6 month period at an estimated cost of $96,828. The period of service of these 
advi sors may be e;\te;lded and, if so, will be financed with Panamanian funds. The Irl.' 
of assistance includp. administration and management~ finance and tax administration, 
and publ ic serv'i(~~s Inanagement, orgMization and method. During th~ period of thl 
contracts, techn'lcal assistance wi" be provided to six selected municipalfties IS 
a pilot project. The Bank planned to finalize the contract negotiat,~ .. in Mayor 
June so the udvLI)rs could start working by July 1, 1980. 

Th, trainirllj r.rogr0m cO~ltemplates short courses in municipal administrat10n 
and management, lilunicipal finances, project design and development, and project 
evaluation~ fOl' 10 partic1pants. The obsel1 vation trips are for key staff per
sonnel of tk~ ~:o,j):~ to municipal developnent institutions in other Latin American 
countries lnd the U.S. to leClTn ahout problem solving techniques, sources of fund
ing, ~ocioec0n:~1c impact and target groups. 

While USAID/Panama has made a number of attempts during the implementation 
of activities under the Rural and Municipal Development project to get the Bank 
to inlplelTI2:lt rJ ~i'ogri',m of technical assistance C'.nd training, we believe that once 
USAID/Pan~nJ ilJr~8d to release funds for subloans in March 1976 w1thout a techn1cal 
assisti.lnc(~ 2.l1d V,]ining rrogl1 am in place it lost the only effective lever it had. 
A second 0PPO'j'LlI'nity was made available when a recommendation was inserted in the 
evaluation of p\"'\Jj:~ct actoivities for 1976 that disbursement of funds be suspended 
unl ess the AdvL'Jty Council fOl1nally convenes and deddes on the strategy and an 
action plan to a~complish project activities. USAID/Panama failed to effectively 
follow-up on ttdr; recommendation since the Advisory Council has never met. The 
1978 evalu:ttiu'l I";loe a recoillmendation that another attempt be made to get an amend
ed version of t:1,~ Advisory Council and Technical Coordinating C0I11'I11ttee operating. 
This latest r2c0i;iiTIendation has also not been implemented. 

Ol,e of the fl1ajor benefits to be derived from this project was to build the 
institution~'l ur;:lbil1ties of the Bank and various municipal1ties so they could 
provide better s'::l'vices. Without technical a~5istance and training this can not 
be done. The ~~~k now appears ready to implement a reduced version of a technical 
assistance and tr'aining program which build some institutional capabilities. Should 
the Bank fail to 'implement the revised technical assistance and training program, 
we bel i eve USAID/Panama shaul d wi thdraw from participation in any mor 'e subloan 
projects and deobligate any unutilized funds. 

Recommendation No.1 

USAID/Panama should not participate 
in any subloan projects after August 1, 
1980 if the National Bank of Panama has not 
implemented a t~chnical assistance and 
training program by that date. Any un
utilized funds should be deobligated. 
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Project Evaluation 

The annual project evaluation for 1979 was not made as required by Section 4.03 
of the loan agreement. The evaluation review was to be held in September 1979 to 
evaluate the project's progress and continuing appropriateness of targets, sublendin 
criteria and procedures and the impact of achieving project purposes. The reason fo 
not conducting this evaluation was that not enough projects had been completed long 
enough to warrant an evaluation of basic aspects such as: employment generation, 
cost effectiveness in providing services. expanded coverage of services. and 
administrative and managerial improvements. Although this reason has some merit. 
we believe had Ul2 project been evaluated a:i scheduled USAID/Panama and the Bank 
should have benefitted from implementation experiences adversely affecting the 
progress of the project. i.e .• the lack of technical assistance and training progrQm. 

The last project evaluation was made in 1978 by a contractor. The contractor 
submitted a draft report dated November 15. 1978. The draft report in English 
was submitted to the Bank on December 1.1978 so that the report's contents could 
be evaluated. We \';·ere advised by USAID/Panama that the evaluation report was 
translated into Spanish and distributed to high level functionaries of the Bank 
and to representatives of the Technical Coordinating Committee. USAID/Panama's 
Director suggested that a meeting be hp.ld between USAID/Panama and Bank officials 
to begin action on the report's recommendations to improve the program. We 
found that the draft report was accepted by USA1D/Panama as the final report 
and a meeting. as su?ges~ed by the USAID/Panama Director. was not held to take 
action on the report s recommendations. We found no evidence during our review 
that the Spanish version of the evaluation report was formally transmitted to 
Bank officials. 

The draft evaluation report of November 15. 1978 compared actual accomplishments 
against the project's logical framework goals and objectives. The evaluator con
cluded the program. as designed. had been successful 1n establishing a municipal 
development fund. but that there were deficiencies in meeting objectives in techni
cal assistance and training. institutional deve10pment of the Bank credit programs 
and coordination between GOP agencies. The contractor made four recommendations 
to improve the ptogram. These recommendations. among other thtngs. were: 

-- To develop a department of local develolJTlent plans as well as 
department of municipal revenue improvement. with underlying 
one-year technical assistance from a full-time resident advisor. 

-- Create a new organization to provide technical assistance to 
municipal ities. 

-- To establish a Board of Directors (Junta Directiva) to 
coordinate and guide GOP efforts in municipal development 
to replace the original advisory council and technical 
coordinating committee. 

-- To improve personnel stability and internal structure 

!Ink officials complained that the contractor did not discuss the draft report', 
recommendations with thlm and thus they were not given In opportunity to giv., 
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their opinion. USArD/Pan~m8 commented in its reply th8t it is highly unlikely that 
the contractor dfd not discuss his proposed recommendations with Bank officials. 
We found no record of any discussion of the report's recommendations with Bank 
officials during our review. We found that Bank officials had taken steps to imple
ment one of the four recommendations hut considered the other three recommendat1ons 
as impractical and politically impossible to implement. 

The first ~nd second recommendation called for creating and expanding a new 
bureaucr8tic in5titution instead of strengthening an existing one. The third 
recommendation called for another trv fn establishing a new coordinating comm1ttee. 
Concerning the cnntractor's recommendation to create another institution, the USAID's 
Acting Chief of C~velopment Resources said the evaluator became discouraged by the 
Bank's closed minded attitude on the matter of providing technical assistance to 
clients. The cOiltractor was trying to find a way through which the Government of 
Panama could coordinate its services better. 

USAIO/Panama officials were apparently not in complete agreement with the 
contractor's recommendations and on December 1,1978 indicated to the BNP's General 
Manager that the draft report's views were the contractor's and not necessarily 
AID's. However, USAIO/Panama later reported that the ~ission agreed in general 
with the evaluation report's recommendations. 

The goal of the project is to strengthen the constitutional process by 
institutionalizing the participation of local government units to assure a larger 
role for identifying and meeting many of the socio-economic needs of their in
habitants in concert with national and regional development programs. The purpose 
of the project is to improve the quality and quantity of rural municipal adminis
tration, and productive activities Ca) by concentrating on technical assistance 
and training in municipal administration, development planning and project 
preparation and implementation, and CbT by providing financial resources for food, 
rural development and nutrition projects. . 

The Bank has provided limited training and ~minars to staff personnel of 
the municipalities and extended sub10ans to finance municipality projects in 
the service and production areas in efforts to accomplish the purpose and goals of 
the project. A minimum amount of technical assistance had been provided to the 
municipalities. Needed external technical assistance was not sought and the mech
anism for advising and coordinating technical assistance was established hut not 
implemented, mainly because of political reasons. 

In our opinion many of the broad goals of the project have not been accomplished 
particularly an extension system to provide guidance and information to ass1st muni
Cipalities in planning, administration and irnplementatton. We believe that an 
evaluation is needed to det~rmine the extent that program goals and objectives have 
been achieved and what can be done in the time remaining to improve accomplishments. 
When we discussed this situation with USAID/Panama officials they agreed with our 
pOSition but commented that an evaluation at a later date would be considerably 
more useful. They indicated a final evaluation of the project was scheduled for 
May 1980. However, it was doubtful if the project eva1uatton would be mlde 
because there would be other project eva1uations underway at thlt time •. On the 
other hand, it is expected the project wil' be eva'uated during the second hllf 
of 1980. 
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Recommendation No.2 

USAID/Panama, in conjunction with 
the National Bank of Panama, should eval
uate the Rural and Municipal Development 
pruject. 

Contractor Evaluation Performance 

Bank officials have not formally evaluated the performance of seven teChnical 
assistance contl'(.~,:ts costing $113,000 that were financed by the loan. The con
tracts called fo!' the contractors to collaborate and participate with Bank per
sonnel to provide technical assistance and training to municipalities in Panama. 
Bank officials 'l,ri'()Y'IIled us that while the contracotrs' per-fonnance had not been 
formally evaluated they consider the perfonnance of all coy,tractors satisfactory 
and had €fllployed six of the contractors on a full-t"me basis. Two are still 
working for th~ [lank and the remaining four had r~signed for various reasons. 

We believe it may not b~ worthwhile now to evaluate the performance of the 
seven contractors as i.\11 services were provided prior to December 1978 and the 
services have b22n rated satisfactory by Bank officials. However, the Bank is 
planning to conh-act during 1980 for additional technical assistance costing about 
$lOO,O~', USAIU/Panama should assure that the Bank evaluates each contractor's 
perfonnance and that USAID/Panama's contract representative participates in all 
reviews and evaluations. 

No recommendation is made because USAID/Panama' s administrative procedures 
clearly list the contract representative's duties and responsibilities in monitoring 
a host government contract that is AID-financed. 

Lack of COn:!P'/ ian.<:.e w'I,!h Audit Report Reguirement 

The Bank Ldd not submitted to USAID/PanalTla copies of the audit report that 
was prepared by the GOP's Controller General on the activities being financed with 
loan funds. We found no evidence that USAID/Parlma had requested a copy of the 
audit report. USAID/Panama advised us that th'is was due to an oversight. Thus. 
no copy of the audit report had been received and reviewed by USAID/Panama. 

Section 4.08 of the loan agreement, requires that the books and records of 
the Bank's impl~ncnting division be audited at least annually. Copies of the audit 
reports shm'ling the results of the review were to be sulJnitted to USAID/Panama. 
However, this WdS not done and USAID/Panama did not request copies of the audit 
reports. 

We were advised by Bank officials that between November 28, 1975, (date +he 
loan agreement t .. as signed) and Del:ember 31, 1977, the activities of the implerlllh"t)1g 
division were so small that they were audited along with the rest of the Bank's 
activities. A separate audit of only the implementing division's activities was 
prepared by the GOP's Controller General for calendar year 1978. We were advised 
by Bank rfficials that the GOP's Controller General had made a review of calenda~ 
year 197~ activities but they did not know when an audit report would be c..,letecl 
and submitted. 
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The GOP's Controller General audit report for calendar year 1978 focused on 
the financial activities and accounting for loan funds. We were advised that the 
1979 report covered similar areas. The 1978 GOP Controller General audit report d~ 
not meet AID audit requirements. The report does not comment en whether the sub
loans financed from AID loan proceeus were used for the purposes authorized in the 
loan agreement. To satisfy this requir"'fl1ent the (:ontroller General should have 
made some end-use checks of subborrowers. We were told that the GOP Controller 
General review was limited to the Bank's books and records. 

USAID/Panama in commenting on a draft of this report stated. in part, 

"Contrary to the assumptions in the Audit Report, the GOP Controller's 
reports ars not simt1ar to USG audits which focus on the financial 
and accounting aspects of specific projects. The GOP's controller's 
responsib1'lity is of a fiscal nature and focuses on the financial 
activities of GOP agencies and control of public funds. The type of 
audit performed on this project is typical of most audits performed 
by the GOP Controller's Office both on GOP projects and other donor 
activities. To suggest that this process should be modified within 
the context of this $4.0 million project is quite s1mpl.) beyond the 
capabil Hies of AID and its Project Managers." 

We agree that the "GOP Controll er' s reports are not similar to USG audits". 
Because the audits are different, we assume that is the reason the "A.LD. Audit 
Requirements" were made a part of Imp1ementation Letter No. 1 issued on November 2a, 
1975. The "A.LD. Audit Requirements" set forth the type of audit and report required 
and provided for discussions of any questions that might arise or clarifications 
needed. From the results to date. it is c1 ear that USAID/Panama did not take advantage
of a management tool built into the loan agreement and implementing letters. 

Recommendation No.3 

USAIO/Panama should request the 
Bank to submit copies of audit reports 
prepared by the GOP Controller General 
on the review of 10an funded activities. 

Recommendation No.4 

USAID/Panama should meet with Bank 
officials to discuss its needs for audit 
coverage i'n future audits. 

Lack of Sig~_!!!d Markings 

Signs have not always been displayed &t construct:ion sites to indicate 
participation by the United States in the financing of the project. 01 the 
projects we visited which had completed buf1dings, only one of the bul1ding. hid 
a pennanent sign attached. Vehfc1es were properly marked, but other ccrrmod1tte. 
financed with loan funds did not have the required AID emb1ems Bffixed. We 
believe that more vfstts and follow-up actton by ijSAID/Panama wou1d hive reduced 
the number of cases of fnsufficient stgns and markfngs we noted durf,ng our sitt 
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visits. ~e found that people participating in the projects were aware of AID's 
ISs1st.nce~ but the general pub1 ic has no way of know1ng un1 ess appropr1ate 
signs and n~rk1ngs are d1splayed. 

Sect1~~ 6.11 of the loan agreement and attachments to 1mp1ementat10n letter 
number one call for the borrower to 1dent1fy th~ project s1tes and mark goods 
with appropriate AID emblems for tho~e 1tems f1nanced under the loan. 

There were no s1gns at f1ve of the ten project s1tes we v1s1ted. Two 
of the f1ve s1tes w1thout signs were f3rms which had been cleared and improved 
for ra1sing crops. The other three were construction projects. All three 
bulldings had been completed arid one was ready for 1naugurat10n. Bank personnel 
were aware that signs should be maintained at the construct10n s1tes and s1gns 
\<;ere be1ng constructed for installat10n. A Bank official informed us that pennlnent 
bronze plaques showing AID ~art1c1pat10n would be aff1xed to the bu11dings constructed 
under these projects. 

AID emblems have not been aff1xed to commoditi~s because Bank off1cials 
advised us they never 1nstructed supp11ers to comply with this AID requ1rement. 
While we found no evidence that USAID/Panama off1c1als specifically instructed 
the Bank on the exact AID mark1ng requ1rements, the loan agreement and certainly 
the data transmitted as an attachment to implementat10n letter number one clearly 
specified the markings and signs required. Therefore, we bel1eve that the Bank 
was notified of the AID marking requirements and should have not1f1ed supp11ers 
of the requirement. 

USAID/Panama officials made infrequ~nt visits to inspect project s1tes. 
We believe that USAID/Panama should have made more frequent vis1ts to project sites 
and not1fied Bank officials when it found that s1tes and commodit1es were not 
properly marked. 

We discussed the lack of signs and markings with USAID/Panama off1cia1s. We 
were advised that action would be taken to ensure that appropr1ate markings and 
s1gns are installed. 

Recommendation No.5 

USAID/Panama should request the 
National Bank of Panama to fully comply 
with the marking requirements of loan 
agreement 525-T-044. 

Delays in Processing Re1mbursement Requests 

Reimbursement requests for project expenditures have not been processed in a 
timely manner. Delays 1n processing the requests resulted from the lack of written 
reimbursement procedures and coordinated follo''1-up to obtain and review needed 
documentat10n. This situatton prompted the Bank to finance project costs with ttl 
own resources. Had the Bank not done this, it would have delayed implementation 
of loan financed activities. 
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On March 31. 1980, the Bank infonned us that six requests for reimbursement 
totaling $1,220,468 had been submitted to USAID/Panama for which it had not bt.n 
paid. We found the USAID/Panama Project Manager was holding four of these requ.sts 
which totaled $632,796. The requests had been held by the ?roject Manager from 14 
to 108 days because verbally requested documentation had not been received from the 
!ank or had been received but not rev1ewed. One of the remaining two unpaid 
requests was being processed by the USArD/Panama Controller's office and the other 
request, reportedly sent to USArD/Panama, had not been recorded as being received. 

To eliminate a possible obstacle to the successful implementation of loan 
funded activities, USAID/Panama made an advance of funds, $460,000, to the Bank. 
During the early i11cnths of project activity, this advance was sufficient 
because act iv1ty 1'I(1S 1 im; ted and because reimbursement requests were processed and 
paid in a~ average of 27 days from the date of rece1pt. However during the most 
recent period of activity, project expenditures have increased and it has taken 
USAID/Panama longer to process and pay the reimbursement requests. For example, 
reimbursement request no. 6 was submitted on September 28, 1978 and paid on June 27. 
1979,272 days aftet submission. Reimbursement request no. 7 took 184 days and no. 
8 took 274 days. Although other reimbursement requests had been sutxnitted, no. 8 
was the last one paid at the time we initiated our review. 

This delay in paying reimbursement requests had resulted in the Bank having to 
use its own funds to finance project activities. By April 1979, the Bank had expended 
about $130,000 more than USAID/Pana~a had advanced. The Bank :ontinued to expend 
funds and USAID/Pai1ama paid some of the reimbursement requests but at no time 
between April 1979 and March 1980 was the Bank operating on AID advtnced funds. 
As of March 31, 1980~ the Bank claimed it had spent $760,000 more than USAID/Panama 
had advanced ($1 ~220,000 le~~ $460,000). 

Our review of the records and discussions with USAID/Panama and Bank officials 
show that the lack of v.'l'itten reimbursement procedures and coordinated follow-up 
have resulted in the delayed payment of reimbursement requests. While we have 
no specific data to support the point that project activities have been delayed, 
we believe that a lack of AID funds on the part of the Bank may have delayed or 
prevented the approval of some projects . 

. The general procedures for the di sbursement (payment of reimbursement requests) 
of funds are included in the busic loan agreement. Under Section 7.02 -- Disburse
ment for Local Coses -- the Bank may request disbursement (reimbursement) for the 
costs of qoods and services procured for the project by submitting to USAID/Panaml 
the supporting documentation prescribed in implementation letters. We found no 
specific supporting documentation prescribed in any of the impl~nentation letters 
issued on this loan from ~nception through March 31, 1980. 

In discussions with USAID/Panama officials, we were advised that initially 
(1976) it was agreed that the Bank would retain the supporting documentation for 
reimbursement requests, that is, invoices, receiving reports, source and origin 
certificates. construction engineering reports, and payro1h and sutrnit to 
USAID/Panama a summary by sub10an of the amounts paid out by the Bank .. In attach· 
nent to a reimbursement voucher. The under1ying premise being that the Bank WI. 
:apab1e of carrying out AID's documentatton requirements. USAID/PanlmA official. 
cou1d then visit the Bank and make whatever checks were necessary to Ipprove the 

- 12 -



r·eimbursement reql e-s t fo :~ \J "yment. Correspondence between USAID/Panaml and the 
Bank in 1976 conf i\ '11 t h t t above procedures would be f0110wed in processing 
reimbursement re uests. 

In 1978, U_A ~/Pdnama verbally requested that a detailed listi of 
disbursements be ~ U:':iiH ted along with the reimbursement voucher and sll'lllllry stlt 
mef\t. The add" U t. 'I Iii! Jno t ion requested was needed to complete USAID/PaflW 
dhbUFsooent l 'eC!J~ ~ d to IJrovtde infonnation for foi low- up. The new procedures 
were oral a \d n r. ~ .;\' c· tfftmu nl'cuted to the. Bank in implementation letters IS required 
by the loan aglT e'(i ' t. We fOlmd no explanation why the new procedures were not 
transmitted to i: , i~ 'n k by an implement ation letter. Of the six reimbursement 
requests submit ' I, 1 \)y tile Ban:t s'/nce the change in procedures, we found no 1nd ca
tion that the "/;!>l, ~ c~d detai1ed ltsting was attached to the original voucher 
submitted. USAl!.I, t • Eliln advised us that delays 1'n obtafnfng,the detailed list ings 
have contr ibut ed lv the long periods of tfme required to process the reimbursement 
vouchers. 

USAID/Panalfl::l stated in 'Its comnents on a draft of this report that the detailed 
listing of dh:bl! r r.>ments \lIas requt!sted in 1978 as a result of AID's new (a that 
time) requiremen t for project officers to admini stratively approve all payments 
ba ed on the vouch~r~ related invoices and supporting documel"tation. The changes 
made in 1978 \lie !' :! u ,~ mi n imum deeined necessary to a 11 ow the proi ect officer to 
adm1ni strat ' Ie ' 5pp(,O'.,'~ r2 'imbursernent requests. 

USlU /Pano,I1 ': · ') follow- up a " review of Y'e'l rrbursement reque~ have not a1w~ys 
been wen coord ?:-·, ", .d. For e;(ample, reimbursement re luest no. a'~ for $497,367 was 
rece ived in JL.!t1e '!979 by USAID/Panama's Control1er's office and i ransmitted to the 
PI'oject Off ice r' f r· adnlinist r-a tive approval. Between June 1979 and February 1980. 
the Project Off i<;. r obtained from the Bank a de t ailed listing of expenditures and 
a corrected Y'e 1m u r' sellj!~ nt request of $496,767; The ori gi na 1 requ~st was in e ror 
due to a _yp gr' )\,, t:01 mis take . The Proj~ct Off icer disa'l1owed expenditures of 
$1,482 becul!se ~(~li j ' ,l...! l't from an unallowabl"e origin was purchased with these funds. 
He then admin i!:; ';~r'_~·. ive'l.Y approved the vou 'h'er . 

Th~ Y'e -in bu ! ~' kn t request was then for\'!arded to the Controller's Office where 
an addit'lo n'\ ', 'rl o.YS pass ed before the reques t was er tHied for payment. During 
this period» the '011 t rorl ere 5 office did not reques add itional documentation from 
the Bank nOi~ vi r- it the Bai,k to review any documentation . but decided to make dis
allowances (If $l! i:G.679 nd pay only $70,088 of the amount requested. While there 
were some di sClIS !i ' ",;'IS betN~el1 the Contro11 et" s Office and the Project Officer 
regarding the " 'n' ~!i'Sement request, the Significance of the disallowances being 
made was not d' s:-',!s '5eti. The Controller's Office did not discuss the disallowances 
with Bank offic ials . 

In replying to a d)'aft (of this report, the USAID/Panama I s Controller advised 
us that disa1'! "!il iiC;:S are not discussed with the claimants prior t processing 
vouchers. Hi(~ c'l a'imants are provided a written statement of the reason forr dis
allowances and the statement is given to the payee, with a copy of the voucher., 
at the ttme the cHeck is de1tvered. 

" 
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origin of vehicles and cq~ipment being financed. The source and origin certifications 
for vehicles and equi~ent purchased had not been required to be submitted to 
USAID/Panama for prior reimbursement requests. In replying to a draft of this report, 
the Controller advised us that the requirement for source and origin certifica-
tions was implemc:ltcd because of an audit recommendation made on another USAID/ 
Panama project. 1-'2 fuund flO evidence that this requirement had been fonnal1y 
communicated to the [~(\nk. 

The delays in gettl'ng requests processed was brought to the attention of 
USAID/PaneJlla rnil!I;'-~iI~c~nt on April 3,1980. On ,I,pril 15,1980 a USAID/Panama 
financial analy- . the Project Officer and a USAID/Panama Finance Officer visited 
the Bank to rcvi.~i: documentation supporting the pending reimbursement requests. 
After the dOCUlnL.idtion review, which was completed in one day, the USAID/Panama 
Control 1 er appn.l ,- ~d for payment $948,334 from reimbursement requests nos. B thru 
12 which totaled $1,210,234. Retmbursement request no. 6, ($10,234) which was 
being reviet1cd by the ~roject Officer, was not included in the review. The 
difference betlJ2e:n the amounts requested and approved of $261,900 were for unexpended 
funds on a letter of credit ($91,981" the value of a construction contract which 
was not readily avai1a~le for review ($60)000), the value of a used tractor ($17.818), 
the cost for a rel~a5ing mortgage on a subproject lot ($9,419', downward revision 
by the Bank of a reiP.'lbursemcnt request ($65,235, and other items including Panamanian 
taxes levied on local procur~ent ($17,447). Thus" most of the expenditures 
requested for reimbursement have now been made. 

In our draft report, we recommended that procedures be established for 
clarifying reimbur's~Tient instructions, coordinating reviews of documentation. and 
fol10\~ing up on requests to assure they are processed within a reasonable period 
of time. USAID/Panan1a advised us in its corrrnents on the draft report that 
procedures have b2en established to ensure timely processing of reimbursement requests. 
The procedures include the recording of reimbursement requests in a "Date-Log" 
by loan agreement and preparing a weekly report showing the aging of vouchers 
on hand. In addition, as a result of meetings between Bank and USAID personnel, 
an implementati'ln letter is in draft which confinns the procedures. Since the 
implementation letter has not been issued, we recommend: 

Monitoring 

Recommendation No.6 

USAiD/Panama issue an implementation 
letter under loan no. 525-T-044 that 
describes the supporting documentation 
to be submitted with reimbursement re~uests. 

Monitoring of project activities needs to be improved. We found that USAIDI 
Panama officials were making infrequent visits to inspect subloan projects and 
were not preparing field trip reports. 

USAIOfPanama has re1 fed on the Bank' s management capabl1ity to monitor 
sub10af"l activities. The majority of the projects being financed with sub10lns that 
we Vlslted were expel"icncing prob1ems requiring management's attention. To 
tllustrate, accounting records at the project level were not pt~perly Maintained or 
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not maintained at all as was the case at the bean production project at the Mun1ctp1c 
d. Renacimiento. Vehicle maintenance problems were being experienced on the glrbagl 
collection project at the Municipio de David. Spare parts were not reldily IVltl
Ible. Trucks ranair,ed idle for 2 or 3 days or were cannibalized. Construction 
design problems (hater pip! connections) were being !Xperienced in thll! slaughterhoulI 
project ~t the Municipio of Gualaca. The~e are a few examples of problems that 
could have been detected with effective monitortng. 

Periodic field visits to selected' projects should be made to identify problem 
areas, deterrnine;-ojects pnlgress and evaluate the impact the project has on the 
rural poor, Th: fieid trip reports are needed to sho\,1 the results of the inspection 
and as a basis fol' follow-up acHon when problem areas are identified. 

In our fie'ld inspections of projects, we \vere 1nfonned that USAID/Panama 
officers seldom VISit pi'oject sites: One Bank field representative advised us that 
Jver a 3 year pr:l'1oJ ol11y one visH to the project had been made by USAID/Panama 
ufficers. lIfe 'io""j tLily one field trip r2port in the files that reported visits to 
a project that \:~'.S rC<:i9 itlal:gurated, tNO ol';-going projects and five proposed 
projects. 

USAID/P~n~mJ's Project Officer said that projects were visited while inspecting 
other loan or gj'ailt activiti;;·s. However, no field trip reports were prepared show
inn the re~.ul is ~;f tli.= irlspections. The Project Officer and USAID/Panama IS 

Ctl';ef of A9Y'iculttlY~ and BI,s1ness Development Division said th~y were more concerned 
whh assur'ing the Dan:, bt:c0iiles a viable institution capable of implementing the 
project, includil10 making lOc,ns to municipalities and disbursing loan funds. They 
ac:vised us that it W,3,S their understanding that the Bank, as an intennediate credit 
l'1stitutioll. ,,:,:..!:'I! impleltent ~nd monitor all field projects. Therefore, it was 
not necessll.l'j f,,'·' USnlD/Panal"la officials to visit project sites to detennine progress. 
prob1 ems and :'c:c~:npl i Silirlel1tS. 

We beli2"oi hat US,L\ID/P",nama officials need to make selective visits to field 
projects to a'j~'_'~'c: t~'2;nse1ves that AID regulations and loan conditions are being 
complied Iv;U, ;'i!!d to r.·.','1lllat~ the impact the project is having. In other sections 
of this Y'epo;'l:; \';:,: c'Jrr:mt':nt Oil the lack of signs at construction sites identifying 
projects as /;Il' li..~,:i:,>:d and commodities purchased with AID funds that do not have 
affixed AID ':::.')1,:-:;(,': a,s \'Iell (,s other probl ems because of the lack of technical 
assistance LJ JiL..Itlil.."i,,;:,lities. 

In its conmlCil'CS on a drc:,ft of this report, USAID/Panama stated, in part,: 

"While 'moi,itoring ' may be an end in it~elf to some observers, we 
feel that J11 the monitoring in the world can serve no useful 
purpose ~~less there e~ists a capacity on the part of the imple
menting <::g211CY to do something about the noted deficiencies. 
We simpiy .:]0 not understp.,d how improved monitoring will in Iny 
way assist in resolvin~ sub project problems un1es~ we first 
establish an effectiv~ capability within the BNP (Bank) to 
address these probl ems. For these very reasons we have been 
focusing most of our attention on BNP/FODEM (Bank) issues so 
that the many problems identified by the auditors can be 
.,..~""" ............ ...I II 
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W. agree that 'mon itoring ' just for the sake of 'monitoring' should not be 
don.. We also agree that the host country implementing age~cy must hlye the capa
city to do something about the noted deficiencies. We believe that tmproved 
IOn1tor1ng cln Ind w1ll materill1y help resolve pro~lems. In our opinion. the 
first steps in solving any pro~lem Ire realizing there 1s I problem and identify
ing the causes. By improved monitoring, the obstacles (causes) preventing the 
accomplishment of goals and objectives can be 1dentif1ed. 

Recommendat10n No.7 

USAID/Panama should esta~lish a 
schedule of field visits to project sites 
and require that trip reports be prepared 
on the results of the field visits. 
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APPENDIX A 

LISTING OF RECOMMENDATIONS 

Recommendation No.1 

USAID/Panama should not participate 
in any subloan projects after August 1, 
1980 if the National Bank of Panama has not 
implemented a technical assistance and 
training program By that date. Any un
utilized funds should be deobligated. 

Recommendation No.2 

USAID/Panama. in conjunction with 
the National Bank of Panama. should eval
uate the Rural and Municipal Development 
project. 

Recommendation No.3 

USAID/Panama should request the 
Bank to submit copies of audit reports 
prepared by the GOP Controller General 
on the review of loan fund~d activities. 

Recommendation No. 4 

USAID/Panama should meet with Bank 
officials to discuss its needs for audit 
coverage in future audits. 

Recommendation No.5 

USAID/Panama should request the 
National Bank of Panama to fully comply 
with the marking requirements of loan 
agreement 525-T-044. 

Recommendation No.6 

USAID/Panama issue an implement~ .on 
letter under loan no. 525-T-044 that 
describes the supporting documentation 
to be submitted with reimbursement requests. 

~ecomrnendation No.7 

USAID/Panama should establish a 
;chedule of field visits to project sites 
lnd require that trip reports be prepared 
)n the results of the field visits. 
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LJST OF REPORT RECIPIENTS 

Deputy Administrator, AID/W 

Aslistlnt Administrator - Bureau for Lat1n America 
Ind the Caribbean (LAC), AID/W 

Als1.tlnt Administrator, Office of Leg1slat1ve Affairs 
(LEG), AID/W 

Controller, Office of Financial Management (OAM). 
AJD/W 

Mission Director, USAID/Panama 

Country Officer 

General Counsel, GC. AID/W 

Director, LAC/DP/PO. AID/W 

Director. OPA, AID/W 

DS/DIU/DI. AID/W 

Aud 1 tor General 

AG/PPP. AID/W 

AG/EMS/C&R. AID/W 

PPC/E. AID/W 

DS/RAD. AID/W 

AAG/Africa (West) AID/W 

AAG/Africi (East) Nairobi. Kenya 

A~G/E, Cairo, Egypt 

AAG/W, AJD/W 

AG/IJS, AID/W 

IJe/lIS/Panama 

AAG/LA Bolivia Residency 

AAG/EA New Dehli Residency 
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