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SUBJEC T Memorandum Audit Report No. 1-525-81-11, USAID/Panama 
Grain and Perishable Marketing System ProjE:ct, Loan Project No. 525-0178 

TO Mr. Aldelmo Ruiz 
Mission Director 
USAID/Panama 

We have made a survey of Loan Project No. 525-0178 1n Pailama to 
determine the progr~ss made in achieving proje~t objectives and if th~re 
were problems hindering implementation. 

The project has not achieved its objectives becaUSE there has been 
little or no progress in constructing the physical infrastructure that is 
needed to carry out the price stabilization a~d market regulation of Tood 
and agriculture production. lechnical assistance has not been effectively 
used to meet the Agl'i cultura 1 Marketi ng Ills titute I s (IMA) tf:chni cal and 
management requirements. IMA personnel need training and trained personnel 
were reported)y not being effectively used. 

USAID/ Panama has not been able to commit $ 'L 1 mi 11 i on of 1 aan funds 
because construction designs and bid documents had not been subn,itted for 
review and approval. USAID/Panama arlvised us that all plans, specifications 
and bid document~ have been completed by lMA's designer and submitted to 
USAID/Panama for review and approval. This is the third time since 
September 1975 that IMA has attempted to award a contract for constructing 
grain storage fac;l it ies. 

USAID/Panama ha~ prepared a revised project implementation schedule 
(EXHIaIT A) which shows that a construction contract should be signed by 
August 25, 1981 or 6 days prior to the current term'inal .;ommitment date for 
the loan agreement. We believe the implementaticn scheJule is optimistic 
based on past experier:e. If there is any slippage in the dates for 
significant items, it will be unlikely that the construction contract can 
be signed prior to the terminal commitment dates of August 31,1981. Because 
of the significant delays already incurred on this project, we believe that 
USAID/Panama should not make any major extensions in the terminal dates ~or 
this project. 

BACKGROUND AND SCOPE 

On September 10, 1975 Loan Agreement No. 525-T-042 was signed between 
the Governments of Panama (GOP) and the United States for $6,200,000. The 
funds were to assist the GOP to increase agric~laural production in general 
and to provide low-income farmer-s with greater c')portunities for participa­
tion in the market economy. The GOP implementing agency, the Agriculturill 
Marketing Institute (IMA), was created with the objective of price 
stabilization and market reg~lation of food and agricultural production. 
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The loan ag~~n~ provided that no commitments of funds were to be made 
after June 30,1978 and no disbursements would be autnorized after Oecem~er 11, 
1978. On July 21, 1978 the terminal dates for commitments and disbursements 
under the loan agreement were extended to March 31, 1979 and September 30, 1980 
respectively . On July 30. 1979, AID a9aln approved new terminal dates: 

1. Terminal commitment date for the terminal grain silos procurement and 
long term advisory services to December 31,1979. 

2. Terminal commitment date for equipment procurement to March 31,1980. 

3. 

4. 
1981. 

Termi nal 

Terminal 

commitment date for all oth~Tocurement to December 31, 1980. 

disbursement date for all loan financed contracts to MarCh 31, 

In the July 30, 1979 letter extendlng the terminal dates, USAID/Pa nama 
advised IMA that AID would be unable to consider any additi onal extension of 
the terminal disbursement date beyond March 31,1981. The Mission advised IMA 
that the revised implementation period was adequate for achieving the objectives 
of the loan but tloat it would require a determined effort from both AID and IMA 
to ensure that loan funds were committed and disbursed during the remaini ng time. 

On April ' 1, 1980 USAIO/Panoma in response to an IMA inquiry for considero­
tion of odditionol commitments of loan funds, stated that additional commitments 
would be considered as long as the new commitments coul d be disbursed by the 
terminal disbursement date of March 31, 1981. 

The bids for construction of the terminal grain storage plants received by 
IMA and opened on October 26, 1979 were vacated because of a conflict of interest. 
After extensive dis~ussions and ne~otiotions, USAID/Panama and IMA executed 
o Memorondum of Understanding (MOUl on August 7, 1980. The MOU provided, among 
other things, for the adminlstration of a new construction bid preparation and 
owardlng process. Pursuant to the MOU, USAID/Panama extended the terminal 
commltment and disbursement dates of the loan to August 31, 1981 and December 31, 
1982 respectlvely. 

The loan project contains two mojor components that were de~i9ned to 
overcome marketlng constroints through the provision of the basic physicol 
lnfrostructure required by IMA to properly execute publ1c morketin9 progr~ms 
ln basic grolns and perishables and to expand i ts outreach activities to remote 
areas . 

The physlca' lnfrastructure include: 

1. Construct or renovate and equip 14 country buyln9 points for gralns, 
fruits and vegetables. Each buylng polnt would have receiving and samplin9 
equlpment. 

2. Construct three collectlon centers for fruits and vegetables • 

. 
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3. Construct and equip three collection stations for buying and storing 
grains and semi-perishables in Darien province. 

4. Construct and equip four terminal plants for receiving, drying and 
storing grains in the provinces of Bocas del Toro, Los Santos, Veraguas and 
Panama. 

5. Cold storage centers were to be improved, including humidity/temperature 
control systems, sliding doors, sub-divided cold room, forklifts and pallet 
rack systems. 

6. Cold storage and sub-zero facilities were to be constructed and 
equipped for handling and storing perishable commodities at Colon, La Chorrera, 
Santiago, and Penonome. 

7. Dock facilities were to be constructed in Darien province. 

8. Transportation equipment was to be provided for the grains and 
perishables marketing operation. 

9. A plant was to be established for manufacturing wire-brand crates and 
boxes for peri~hables products. 

The othe~ component was the strengthening of IMA's technical and administra­
tive capacity for developing and executing sound marketing policies and programs 
aimed at t:!:;,ouraging the production of quality products at minimum cost to the 
consumer. Specifically the project was to provide both training and technical 
assistance to IMA for developing and implementing (a) cost accounting and 
financial control systems within IMA; and (b) an official grades and standards 
system for the major grains and· perishables produced in Panama. Additionally, 
the project was to provide technical advisors and training to IMA personnel for 
improving the handling, conditioning and storing techniques for both grains and 
perishableS as these commodities move through the marketing channels from 
producers to consumers. Assistance was to be given to IMA for analyzing production 
cests at the farm level and for upgrading top management in marketing and 
distribution disciplines. 

Because of the long delays in implement.ing the project, USAID/Panama 
estimated that only 3 of the planned 4 terminal grain storage plants, 13 instead 
of 14 buying points and related training, technical assistance, engineering 
services and procurement of some equipment would be completed. As of December 31, 
1980 there was $1.343 million earmarked for specific project activities of which 
$.881 million had been disbursed. USAID/Panama was in the process of revising 
the project's financial plan to show the activities that may be realistically 
carried out by lMA. 

Scope 

Our survey covered project activities from January 1,1979 to January 31, 
1981. Because of the lack of progress since our prior review, our examination was 
limited to reviewing USAID/Panama correspondence and accounting files and 
interviewing Mission personnel. 
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The cOlTlT1€nts of Mi ss i on personnel were considered in prepc ri 119 '111 s 
report. 

Prior Audit Repor~ 

The Inspector General of AID has issued two prior audit reports on the Grain 
and Perishable Marketing System project. The recorrrnendations made in these 
two report~ had been closed at the time we initia~ed our survey. 

Audit Report No. 1-525-77-48 issued July 18, 1977 t'eporL~;J adm;nistrath'c' 
and operational weaknesses including untrained personnel, an inadequate 
management information system, an acceptable inventory control sysLem was need'~d, 
imprest funds lack~d sufficient cash to make payments to farmeY's, high delinq~ency 
rate in accounts system, and insufficient funds to maintain eqllipment dnd storage 
facilities. The report recommended that IMA develop cost, estimates and 
projections on budget needs to operate its maintenance program, assure there was 
adequate budgetary support to pay maintenance costs including the personnel 
necessary to operate the maintenance system. 

Audit Report No. 79-25 issued December 29, 1978 pointed out serious 
deficienci(:s by USAID/Panama officials in advising and guiding IMA in contracting 
for precorstruction design planning ~nd bid preparations. There were significant 
management deficiencies by USAID/Panama's personnel in monitoring and controlling 
implementation of the project. The report recorrrnelided that USAID/Panama tighten 
its administrative and executive procedures and oversight to insure that AID 
regulations and loan terms were complied with. 

FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

Projec~ Implementation 

Implementation of project activities has been long delayed and is several 
years behind schedule. Numerous problems have been encountered, sucp as need 
to redesign facilities; procedural, technical and legal problems related to a 
bid for the construction contracts; and delays ;n receipt of plans, specifications 
and bid documents. The results being that the benefits expected from this project 
will be reduced in scope and are long overdue. 

USAID/Panama advised us during this review that changes in the top management 
of IMA were recently made and a revised implementation plan has been adopted. The 
revised plan will allow for construction contract signing prior to the terminal 
commitment date of August 31, 1981. We believe the revised implementation plan 
is optimistic and ~ill be difficult to execute. 

USAID/Panama reported in its quarterly report for the period ending March 31, 
1979 that it appeared project implementation would accelerate substantially over 
the coming months as the major obstacle (contracting for A&E services and problems 
involving bidding procedures) had been resolved. It was expected at that time 
that the construction contract for the grain storage plants would be signed in 
July or August 1979. 
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As the months of calendar year 1979 passed, more p~oblems arose. In 
October ~Ignificant problems arose that brought project implementation to a 
virtuat standstill. These proble .. s involved procedural. technieal and legal 
matters relat . to a bid for the construction cQ,ntracts on the grain storage 
faci11ties . These problems resulted in the eventual vacating of the pr posal . 
received in October 1979. 

During calendar year 1980. USAIO/Panama and the GOP met on several occas10~s 
and on August 7. 1980 signeo a Memorandum of Understanding to c~ntinue the proJect. 
The Memorandum of Understanding provided that a number of activities would be 
undertaken and established a chronoloRV for bid preparation and for awarding 
the construction contracts f ":l, the grain storage facilities. 

In accordance with the Memorondum of Understanding IMA informed each bidder 
that submitted a proposal for the bid opening of October 26. 1979 that the bids 
had been vacated. The chronology established by the Memorandum of Understanding 
(EXHIBIT B) showed the starting point for the count down of subsequent activities 
as the date a survey was completed which determined there was a need for grain 
storage ucilities. 

Survey of Needs 

Kansas State University made the sur'y'cy and concluded that there was a need 
for the construction of grain storage facili t ~~s so IMA coul d carry out its 
respons ibility for price stabilization activit,es. USAIO/Panama provided copies 
of the survey to IMA on September 18. 1980 (English version) and on October 22. 
1980 (Spanish translation). 

The t el1ns of reference for the survey of IMA's operations were: 

1. Estimate the overall storage capacity needed to enable IMA to stabilize 
gra 1 n pri ces and ensut'e an adequa te supply of r1 ce I corn and other basi c 9ra1 ns 
to meet market requirements on a year round basis through 19B5 . 

. 2. Survey existing and planned public and private grain storage facilities 
to determine the degree to which these requirements are being and will be met . 

3. Recommend the size and approximate location for any additional facilities 
needed . 

4. Carry out a cost benefit study which analyzes the net benefits to the 
Government of Panama from construction/maintenance of additional facilities 
versus the rental of private facilities. 

J 

5. Recommend improvements in the institutional capability of IMA needed to 
ensure adequate functioning of the grains marketing system in Panama. 

6. Summarize methodology and conclusion of the above tasks in a bilingual 
Spanish/English report. 
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The report indicat~ that IMA was d9ficient in long-term storage faci lities 
and would need 1,142 ,00 quintals of long-term storage capacity by 1985- 06 to 
shofliz", groi n pri ces and to- ensure an a-de4oate sapp ly- of g~a-i ns to n-.!et ma,.ket 
demands', The contractor recorrmended that loan funds be used to construct 
storage space for 400,000 quintals in the Provinces of Chiriqui and in the Region 
encompassing the provinces of Cocle. Los Santos and Herrera. The report stated 
that the long delays in constructing storage facilities had resulted in 
reducing the purchasing power of the loan. 

The survey report pointed out there were continUing institutional manage­
ment problems that were affes ting IMA's overall performance and had resulted in 
unduly high levels of waste and losses in !MA's grain operations . Management 
areas ,,~eding strengthening included long- term planning and implementatton of 
such plans I corrmuni ca ti on and coo'fdi na ti on between IMA IS techni ca 1 personnel and 
managpment, data analysis and management information system regarding grain and 
cost accounting, technical, marketing and economic analysis related to lMA's 
objectives _ ' 

The survey team commented that its conclusions and recommendations had 
been previously stated in other ~ocuments over the past five years with the 
result being mostly one of inaction. For example, the contractor cites the 
fact that IMA 'had no t fully implement~ a grain cost accounting system that was 
i'lStalled by an accounting firm, The accounting system, if fully installed, 
would provide ' lMA with the basi , information for needed internal data regarding 
~.in operations and assoc,iate~ costs, The unit in charge of evaluation and 
analysi~ of grain and cost accounting information had not been implemented . T~e 
lack of the cost accounting system cas made its use to tMA's management and 
staff rather limited for the p~rpose of management needs as well as marketing, 
technical an,J operational analysis . To improve IMA 's technical and~anagement 
areas, the survey report recommended that IMA retain consultancy ad~lse and 
services and that a final effort be made by IMA to complete implementation of 
its total grain and cost accounting system, ' 

On Sept~mber 4, 1980, USAIO/Panama advised AID/Washington that it wou;d'~~~ 
~nsi5t IMA adopt the consultant's recommendations. The Memorandum of Und~rs' ar.d n9 
of August 7, 1980 required IMA to contract for technical assistance in ge~era1 
management and administrative operations, market analysis and commodity procure­
ment, financial management and grain handling and storage .nd/or other a"eas 
~Qat were identified in the survey_ At the close of January 1981 lMA had received 

(proposals for providing the institution technical assistance. Once the bids 
.."dre analyzed by IMA, the analysis was to be sent to llSAID/Panama for review and 
approva1_ ~ 

The survey contractor commented that the unfortunate consequences of the 
5 year delay in constructing the proposed storage facilities and improving 
institutional performance had been reflected in a high opportunity cost. The 
delay had led to incre.sed cost of facilities and inability to decrease high 
levels of loss. The opport~nity costs were estimated to be as high as $19_5 
million, an amount that could have easily built the entire storage capacity, now 
required_ 

- 6 -

, 

http:system,.if


Cons truct 1 on Cos ts of Gra i n Storage Pl ants 

Because of 1nflat10nar¥ increases in construction costs, the number of 
grain storage plants have been reduced from four to three. USAIO/Panama 
personnel h~ve been concerned about the availability of funds to construct the 
grain storage plants. 

In 1978 a total of $6.6 million was earmarked for construction of four grafn 
storage plants·. By June 1979 USAID/ (~nama concluded that the earmarked funds were 
inadequate to construct the four planned grain storage plants. IMA and AID agreed to 
employ a specialist on grain storage construction to update th'C! construction cost 
estima~:)s. The up-dating was regarded as essential so that arty shortfall between 
the current GOP budget level and the estimated construction costs could be 
budgeted by the GOP. IMA ufficials indicated to AID officiQ~s that IMA would 
make a concerted effort to have additional funds budgeted by the GOP to cover any 
shortfall. On September 10, 1979 t he consultant reported tllat it would cost 
about SlO.l million for constructin9 the four grain storage pl.nts and $7.4 
million for completi l three plants . 

On October 26, 1979, at the construction bid opening, IMA estimated it would 
cost $7.6 million for constructing three grain storage plants. By October 19BO 
the estimate to construct the three plants had increased to $8.5 million, thus 
additional funds would be required from the GOP. 

IMA \>/as informed about USAIO/ Panama's concern about funds not being available 
to complete the three grain storage fa cilities. IMA was asked to furnish USAID/ 
Panama the GOP's budgeted amount that was available fo r the proposed grain storage 
lonstruction. On November 12, 1980 and December IS, 1980 the Mission remjnded 
'jMA that no response had been received as to whether the GOP had budgeted 
sufficient funds to finance the completion of the three o[ ain storage plants. 
USAIO/Panama pointed out that the estimated construct;o ry,~~costs for the three 
grain storage plants could exceed $9.3 million, or subst , ntially more than the 
programmed amount . 

. On January IS, 1981 IMA finally info'1I1ed USAID/Panama that the GOP had 
included in its budgets for fiscal years 1980., 1981 and 1982 (including loan 
funds) $10,8 million for the construction of 13 buying stations and the 3 grain 
storage plants. If the contracts for constructi on of the grain .'torage plants 
are signed before the terminal commitment date of August 31, 1981, there should 
be sufficient funds for the proposed construction. 

Compliance With Memorandum of Understanding 

lMA had not complied with many of t~e e ,and chronology of the Memorandum 
af Understanding and USAID/Panama did §6rt have cO rent information o~ the status 
of implementation. 

The Memorandum of Understandiryg re ~d ~ t before AID approved any new 
or revised Invitation for Bid for construct' an services IMA was to acquire a 
full time staff to work on the project. While no new or revised Invitation for 
Bid had been approved, USAID/Panama did not know the status of IMA', full time 
staff at tho conclusion of our survey in February 1981 because I~ had not provided 
necessary data about the project's staffing. 
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tpother provis' on of . e Memora dum of Understanding before new conmitments 
could ~e made was that LJ.;I~ wouHf have signed contracts for the provision of 
tefi lll1cal assiS'tance i .... ma nage nt . administration, ma rket analysis . finane, 
gr')n handling and gra n storage. Thl S requirement had be h parti al ly completed. 
On January 15, '1981 IMA received proposa l s for reviewing the i nstitution's 
operati ons arId prav; di og needeCl tee rli ca 1 '~S i,c:. tanee. USAID/ Pa nama I 5 Project 
Officer believed that contracts for technical assi tanee would be Signed no 
later than March 1, ~1. At the close 0 f~ilrch ~' j 3 1 the project off icer infonne" 
us that If1!\ wa. n~~'Qi: ting with the successful bi ~er and a contract would b. 
signed for technicJl ssistance. 

IMA was to complet e the installation of the l ~ buying points before ~-' 
conmitments are made. Si x months after the signing of the Memorandum oJ~ 
Understanding. USAID/Panama had not received a report frq r IMA on the installation 
status of the 13 buying points , On January 28. 1981. USAID/Panama requested a 
status report on the buying points from IMA. On Februdry 6. 1981. IMA submitted 
a report of the status of the buying pOints . The "eport showed that as of 
January 3', ~981 none of the buying pOints were operat ional a!:i all were in 
different stages of completion. No information was provi ded by lMA when the 
buying points would be completed and operational. At the close of March 1981 
th~ project officer advised us that 12 buying pai nts were completed and would 
be inspected for acceptance. 

The chronology estab lished by the Memorandum of Understanding required IMA 
to submit design and bid documents or an al ternate proposal to AID for review by 
the 75th day after the survey was completed. The survey was completed by 
September 18. 1980 and a Spanish translation was provi ded to IMA by October 22. 
1980. Thus. the desi gn and bi d documents or an alterna te proposal were to be 
submitted by December 2. 1980 or by the la test January 5. 1981. 

We ftompleted our survey of this project in February 1981. At that time. 
USAID/Panama had not received the deSign and bid documents from IMA even though 
the submission date established by. t he Memo"andum of Understa nding had passed. 
USAID/Panama advised us early in (iebruary 1981 that IMA had not told the 
Mission whether a contract had been signed with an engineering firm to prepare 
the designs and plans for the grain storage plants. USAID/Panama's Project 
Officer advised us that IM~ personnel iodicated a contract would probably be 
signed in February 1981. about 70 percent of the pork on the design and plans 
had been completed. but he did not know when the remaining 30 percent would be 
completed. 

We brought the findings of our survey to the attention of USAID/Panama's 
Mission Director , He met with IMA's new Director General to express his concern 
over the delays in implementation of the project. As a result. a revised 
implementation plan was established which showed that >he deSigns, specifications 
and bid documents would be submitted by mid March 1981 (EXHIBIT A). On March 30, 
19B1 the project officer informed us IMA had submitted for Mission review the 
plans and bid documents. The Missio review disclosed that the documents 
contained errors and would have to b. revised fa meet AID requirements. The 
additional work would take about 2 to 3 weeks to complete. 
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According to the USAIO/Panama Project Officer there had been a sli . page 
of about 2 weeks in the revised i mp lementation schedule . Even with ttbis 
slippage this offic ia l still bel ieve d tha t a constructi on contract co uld be signed 
prior to the termina l tonrnitlTlent date f August 31. 1981. 

Conclusions 

Recentl y there has been a concerted effort by USAIO/ Panama to get the 
constructi on as pects of this project implemented . Progress has been made but 
there is still a long way to go befo re the construction contracts are signed. 
In addit,io there are many other activities for IMA to do i n order fo r this 
project to be succ~ssful'y implemented. such as, staffing, technical assistance . 
and completion of the buy,ing pOints. As agreed in the flemorandum of Understanding 
.11 of these other activities are to be undertaken or completed before AID 
approves any new or revised Invitation for Bid for construction servi ces. 

USA IO/ Panama needs to assess the progress IMA has made in implementing 
all aspects of the ~Iemorandum of Understanding before agreeing to proceed with 
the project. In order to ma ke an as ses sment of UlA progress I USAIO/Panama needs 
to determi ne the status of all ac tivities under the proj ect. 

RecolTmendation No.1 

USAIO/ Panama should obtain the current status 
of all activities to be imp lemented by the Agricultural 
Marketing Institute and assess whether satisfactory 
progress has been ~ade in implementing these 
activities before ~pprov;ng the Invitati on for Bids 
for construction under the G,'ain and Peri shable 
Marketing System Project . If satisfactory progress 
has not been made. then USAIO/Panama should consider 
deobligating unused funds under Loan Agreement 
rio. 525-T -042. 
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No. of 
Days 

o 
(15 ) 

15 
(SO) 

75 
.( 15) 

90 
(15 ) 

105 
(10 ) 

115 
(5) 

120 
(5) 

125 
(60) 

185 
(30) 

215 
(405) 

620 

CHRONOLOGY lSTABLISHED 
BY 

MEMORANDUM OF UNDERSTANOING 
FOR 

AID LOAN 525-T-042 ----------

____ -'?~scri P_~j..Qil_..iJf A~_t_i o~n __ _ 

1. Feasibility survey completed. 

EXHIBIT f3 

2. Review of survey completed and course of action established 
by AID and IMJ\. 

3. IMA submits cEsign and bid documents or alternate proposal 
to AID for review. 

4. AID review completed. COirnents submitted to IMA in writing. 

5. Bid document revised (if necessary) and GOP review of 
document cornpleted. AID provided with revised documents 
and notification in writing that documents acceptable to 
GOP. 

6. AID a~vised in writing that section No.3 conditions have 
been met. 

7. If biG document acceptable to AID, GOP so advised. 

8. Prequa1ified bidders requested by IMA in writing to submit 
proposals. 

9. Bids op~ned. Provisional contracts aw~rded. 

10. Final contracts awarded and signed. 

11. Construction completed. 
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LIST OF RE?ORT peCIPIENTS 

IDCA, AID/W 

lOCAls Legislative and Public Affairs Office, AID/W 

Deputy Administrator, ftID/W 

APPENDIX .A. 

Copies 

Assistant Administrator - Bureau for Latin America and the Caribbean (LAC), 
AID/W 5 

Mission Director, USAID/Panama 5 

Assistant Administrato' - Bureau for Development, 
Office of Agriculture (DS/AGR) 1 

Assistant Administrator, Office of Legislative Affairs 

Office of Financial Management (OFM), AID/W 

General Counsel, AID/~~ 

Country Officer, AID/LAC/CEN, AID/W 

Audit Liaison Officer, LAC/DP, AID/W 

Director, OPA, AID/W 

DS/DIU/DI, AID/h 

PPC/E, AID/W 

Inspector General, AID/W 

RIG/ A/W, AID/W 

RIG/ A/WAFR" !-\ID/W 
RIG/A/Cairo 

RIG/A/Manila 

RIG/ A/Nai robi 

RIG/ A/ Karachi 

IG/PPP, AID/W 

IG/EMS/C&R, AID/W 
AIG/l I, AID/W 
RIG/l 1/ Panama 
RIG/A/La Paz Residency 
RIG/A/NE, New Delhi Residency 
General Accounting Office, Latin America Branch, Panama 
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