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To assfst the 'Government of Hon
duras in its effort to install a rural 
electri,fication system in the Aguan 
Va 11 ey. AID provi ded $10 mi Hi on in 
loan funds. The system was desi gned 
to furni sh some 25.000, consumers wi th 
pO\~er. , 

While none of the consumers had 
received, power. much had been ,accom
pli.shed. Transmi ssi on 1 i nes were' com
p] eted in Apri 1 1981. Secondary and 
di,stribution, ]ines remained,to be con
structed. 'Substati ons were schedul ed 
to be compl et!,)d by' Aprfl: 1982., Most 
of the materi a'l s required' had 'been 
'recei,ved,.' We, noted several, areas 
where improvements' were needed. Some' 
towers, on' transmi,ssi on ' 1 i nes ,were not 
properly 'painted. the .fund designed to 
faci,li-ta,te use and acceptance oJ el ec
tricity had ,not been initiated. and 
accciunt,ing ,a'nd ,inventory records ,were, 
not properly maintai'ned'., USAIDj 
'Honduras, ;,concurred, with, our findings" 
,and, 'has' ini,tiated acti'on to\ implement 
the recommendations made. : 
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. '.··AGUAN VALLEY RURAL ELECTRIFICATION PROJECT 

".' v , 

'. Proj ect No. 522-0138 
Loan: No. 522 -T -033 

... "':., .USAID/HONDURAS 
. _: tc; " .' . .-
.' 

Introduction 

r ' .~ - .:::: ~ EXECUTIVE SUMMARY 

. - .~. ..-

.~ ,'
'. 

~ '.,:' ,. 

-' - .'. :: .. ~ 
On Apri'l 4,. 1978, 'a $10 million Loan Agreement (No'- 522-T-033) was 

signed between tha Agency for International Development (AID) and the 
Government of Honduras. (GOH) to help finance a rural electrification system 
in the Aguan Valley of Honduras •. The project was designed to improve the 
qua 1 i ty of 1 ife for the resi dents of the Vall ey. The GOH wi 11 contri bute 
$10.1 mi 11 i on for: thi s. purpose. '. 

=,..) • .:. 

The project provides for' the installation of. about 1,250 kilometers of 
transmi ssi on, di stri buti on and secondary- 1 i nes. The proj ect was desi gned to 
serve 25,000 consumers in 240 small villages and farm cooperative clusters 
in the Valley area. To facilitate acceptance of electricity and to assist 
those who were unable to finance initial' installation costs, an Internal 
Wiring Fund was to be established to provide small loans. In addition, a 
training program and billing and collection. system were to be designed for 
the region. ....... ,." 

. . - . 
The Empresa Nac i ona 1 de Energi a El ectri ca (ENEE), an autonomous agency 

of the Republic of Honduras, was given responsibility for implementing the 
project. The project was to be completed in four' years' from the time· the 
agreement was signed. As of September 30, .. 1981,. AID had disbursed $4.3 mil
lion under the loan. 

Purpose and Scope 

Thi s i"s the first audit of. thi s project. The peri od covered by· the 
revi ew. was April 4, 1978, to September 30, 1981. The purpose of the revi e~1 
was to evaluate the effectiveness and. efficiency in carrying out the pro
ject's objectives, assure that AID funds vlere used for project purposes and 
determine compliance with AID regulations. 

Concl usi ons 

Consi derabl e del ~ys were incurred during the fi rst year of impl ementa
ti on due to bi ddi ng and contracting probl ems. Subsequently, no further 
delays,have occurred and the project should be satisfactorily implemented in 
accordance with the current construction pl an. However, because of the 
initial delays it will be necessary to extend the original termination dates 
in order to achieve the project goals and objectives. Although satisfactory 
progress has been made tovlards achieving project goals and objectives, we 
found several areas where changes should be made to improve the efficiency 
and effectiveness of project implementation. A synopsis of the problem 
areas fall aws: 
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Constructi on of approximately 180 ki 1 ometers of transmi ssi on 1 i nes 
was completed in April 1981 •. However, a problem developed wherein 
the coating of the towers' did, not meet contract specifications'. 
Although the contractor hil9_ a!=~~ptesLr,esponsibility for the problem, 
at the time of our audit, no settlement had been negotiated nor had 
an agreement been reached for the contractor to return to Honduras 
to do the required \~or:K", _Jo_!!1eet'J~rQject, completion schedules and 
prevent further corrosion of the towers, it is essential that the 
damaged towers be painted as soon as possible. (Page 4) 

~f :0 "_~'. • 

No effort had been made by ENEE to establish the special-Internal
Wiri'ng, Fund' to provide loan's for' interior home wiring to promote 
system acceptance. Moreover~, in view, of the current cost estimates 
for internal wi ri ng, the, si ze- of' the Fund shoul d be substanti ally 
increa~~d;, (Page 6) .. ~ ,;' , 

''''.1 . ::- . 

ENEE accounting records did not accurately refect', the' amount of AID 
funds disbursed. This resulted because the Mission had not notified 

, ,', ENEE of· all disbursements. made~ , Without' ,an adequate accounting sys
, 'tern for control of di sbursements, ENEE cannot effec.tively'manage the 

"project.- (Page' 8) ;, --:" :;: 
. -.::..':.'~ Ie .. ',_ .... ~." :.:'~: .. ,_ 

E!lEE was not rnai ntainirig -adequate inventory records and control s 
: ··over project materi'als~ As a result, we found it impossible to 

reconcile the inventory of project, ma'terials being stored at the San 
Pedro Sul a warehouse. Furthermore, we were informed that. many pro
ject items had been damaged or' used elsewhere in the national elec-
tric system., (Page 9): _ 

-. 
The financial plan' under which the project was being' implemented was. 

,outdated and' di d .not accurately re 1 fect' the anti ci pated fundi ng 
requirements. In view of current commitment and revi sed ,project 
cost estimates, it will be necessary to reprogram funds from one 
component to another. (Page 11) 

USAID/Honduras had not received periodic progress reports from 
ENEE. As a result, the.Mission was not utilizing a valuable tool in 
stay;-ng 'abreast of the project. (Page 13) 

Recommendati ons 

The six recommendations in this report were discussed with USAID~ 
Honduras officials and a draft of this report was submitted to the Mission 
for revi ew and comment. Mi s5i on comments were consi dered in' pre pari ng the 
final ver'sion of this report. 

'. ":. 

: 
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-BACKGROUND AND SCOPE 

Background ,-- . 
, 0 

.. - .~. ,. . ~-' . 

On April 4, 1978, a $10 million Loan, Agreement (No. 522-T-033) was 
signed between the Agency for International Development (AID) and the 
Government of Honduras· (GOH) to- finance, a rural electrification system in 
the' Aguan Vall ey of. Honduras' •. ·; The GOH was, to provi de an addi ti ona 1 $4.7 
mi'llion. The GOH contribution' was subsequently increased to $10.1 million 
because of cost. overruns; thus the total cost of the project was estimated 
to be $20.T million. The Empresa Nacional de Energia Electrica (ENEE), an 
automomous agency of the Republic of Honduras· was given responsibility for 
implementing the project. ,;": ' 

The proj ect had si x maj or outputs: .. 
I' • ..,', -.-':_ ~ \: :J)2:-"," 

To install approximately 1,250 kilometers of transmission, distribu
-:c~~'ttQ.IJ.-i!lJL~eco.rl<!.a.r.Llj!J~.$.!.. In addition, one switching station and 

.• '.:_. _',_f ~ four _~I,IQ?j;~j;1.ons w~_r:~ .. t.o._ JJe constructed_ Ti ed to .the_.nati.ona'l .net
work at La Ceiba, approximately 80 kilometers of 138 KV transmission 
lines were to run to a switching substation 'in the Aguan Valley. 
From the swi tchi ng stati on, a total of 120 kil ometers of 138· KV 

• _. " o' lines .were' to carry electricity to four substations. From' the· sub
stati ons, approximately 500 kilometers of di stri buti on 1 i nes were to 
carry pO~ler to about 240 villages. Within these villages about 550 
kilometers of secondary lines were to furnish approximately 2.5,000 
consumers with power for i rri gati on, agro-i ndustry, househol d use, 
street lighting, and lights f~r schools and health centers; 

To consj;r\l<;:j; two cenJr.aJ ly located storage, mai ntenance, offi ce and 
training facilities, each with about 12,500 square feet, in the val
ley, for storing equipment, tools and materials, and providing 
.classroom and office space for training; 

To achieve approximately 25,000 hookups to the new network. To 
assist in achieving"this goal,- an Internal Wiring Fund was to be 
established in order to promote acceptance and assist consumers who 

-were unable to finance the initial installation costs for interior 
wiring and fixtures •. The Fund was to provide 12 to 24-month loans 
at 7 percent interes:t; Loan payment charges were to be added to the 
monthly electric bills. No-hook-up fee was to be charged; 

- . 
To tra'i n approximately 40· persons as admi ni strators, el ectrici ans, 
1 ihesmen and meter readers, and 50 persons as potenti al contract 
personnel for part-time work on specific instaHations, emergency 
repairs_ and maintenance. In addition, approximately 60 persons were 

·to be enrolled in the .training centers for instruction in the repair 
and maintenance of electrical appliances and irrigation pumps, home 
wiring, installation of electrical fixtures, and small' business 
management; 

To design and impl~ment a billing and 'co'll~ction system tailored to 
the needs of consumers in. the Aguan Valley area; and 
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To develop an evaluation framework to measure the effects of the 
Project on the quality'orlife''''orthe'residents of the area includ
ing, but not limited to, the creation of additional employment op
portunities, increased food consumption, increased real inc-cime--i1nd 
improved. nutri ti ona 1 status. '. . , 

,.... ~ . 
In summary, the purpo~e of the project was to establish'a 'rural electri

fjcation system in the Aguan Valley, which for the residents. of .the valley 
would result in' improved quality of life including - increased. employment 
opportuniti es, increased income and improved nutriti onal status. The pro
ject'was to directly affect a large majority of the population liv.ing: in the 
valley by supp lyi ng i nexpensi ve .. power to households and benefi t the regi on 
by providing power for community services, agro-industry" and irrigated 
agriculture. 

- I'" 

The detail ed status of AID loan funds as 'of Septerriber 30, 1981 was': 
.,. -

.' : . - {. : 

. :- ~- -. 

Jransmission, Distribution .: 
& Secondary Lines and 
Re 1 ated Substati.on . . . 

'. 

Internal Wiring Fund 
•• •• T _ • 

Training Program, ConSUltants 
& Training Equipment. 

Eval uation 
, . 

Scope of Audit 

~ .. . . 
. -:' 

.... -Budgeteq 

$9,635 
, . 

. 215 

100 

50 

" 

Amount' in $000 
Disbursed Balance 

$4,353 

·-0-

-0-

$5,282 

215 

100 

. 50 
$5,647 
====== 

The audi t covered the peri od from i ncepti on of the proj ect on April 4, 
1978, to September 30, 1981. The purpose of the revi ew was to evaluate 
USAID/Honduras and the GOH's effectiveness and efficiency in carrying out 
the project.' s objectives, assure that AID funds were used for project pur
poses and determine whether AID regulations were bei·ng complied with. Our 
efforts were directed towards identifying problem areas in the planning, 
implementatlon and monitoring of this project and to determine what USAID/ 
Honduras had been doing to solve the problems noted. 

The review was made in acco.rdance with generally accepted auditing 
standards appl icabl e to forei gn assi stance programs. We i ncl uded such tests 
of the accounting records and such other auditing procedures as we deemed 
necessary in the circumstances. We reviewed files and records maintained by 
USAID/Honduras and the GOH. We discussed project progress and problems with 
appropriate officials, we visited selected construction sites to see how 
construction compared 'with reported progress, and we talked with appropriate. 
contractor offical s. The results of our audit were di scussed with USAID/ 
Honduras and its comments were' considered. in the preparation of this report. 
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AUDIT FINDINGS, CONCLUSIONS AND RECOMMENDATIONS~.~ __ ' '_. ___ ....:. 

An Overall Assessment of Program Goals and Accomp1ish~ent~ 
, " 

'The Aguan Valley Rural Electrification: Project' is in i'ts, fourth year of 
implementation. Although considerable delays Itere incurred during' the first 
year of implementation' due to bidding and contracting problems, no further 
delays have, occurred and it is expected that implementation of "the project 
vlill continue to be satisfactory and in accordance' with the' current con
struction plan. However', it will be necessary'to extend the' original termi
nation dates in order to achieve the project goals and objectives. A sum
mary of the implementation status of the major components as of September 
30, 1981 was: 

A- contract' valued at $5.6 million to' construct approximately 180 
kilometers of transmission 'line,s', was awarded to Richards- & 
Associates, Inc.' Construction was completed in April' 1981., How
ever, a problem' has arisen wherein the coatfng of the towers does 

, not meet contract specifications;, , _. ,:,' 
- " . 

'A contract valued at $2.3 million to construct, five SUbstations' was 
awarded to Centroamericana de Electrificacion de, Nicaragua- S.A. 
(CELNICSA) in January 1981. Construction of the' substations was 
initiated in February 1981. Their construction was expected to be 
completed'by April 1982; 

A contract ,valued at $2.2 million was altarded to Koontz Wagner 
Electric Co., Inc. in'May 1981 for the construction of the'distribu
tion and secondary lines. With,the exception of meters and service 
drop cables, all equipment and materials has been ordered; 

: '- Plans to construct two' centrally located buiTdings to provide for 
storage, maintenance offices" and training facilities have been 
eliminated. In lieu thereof;' ENEE 'rented a warehouse in Tocoa and 
made arrangements to rent a' second house in 01anchito; 

No efforts' has' been' made by ",ENEE to ,estatil i sh an, Internal Wi ri ng 
'Fund as required by the loan agreement;' 

'Traini ng' mai;eri al s' 'have been ordered. Courses were schedul ed to 
b~gin in Febru,ary ,1982; and 

- . No definite plans 'have been made 'to develop an evaluation framel10rk 
to measure the effects of the project and the 'quality of life of the 

, residents of the area affected by the 'project. Plans will be defi
,'nitized when ,the project; is nearer to completion. 

, ' 

Although satisfactory' progress has been made towards' achieving project 
goal s and objectives, we found ,several ,ar.eas where changes should be made to 
improve the efficiency and effectiveness ,of project implementation. These 
areas are discussed ;'n the r:emaining sections of this report. 
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Transmission Line ,,' _ 
- - ----- .~ -- ----~ ----_.- - --- ----------- - - .. -----

A coating problem, which could contribute to corrosion, on some trans
mi ssi on 'towers that- are-withi n-- six'" kil ometers--of- -the -sea- coast' 'was '''found 
over one year ago. An estimated $1.7 million was withheld from the contrac
tor- to ensure correction. Although the contractor has now accepted respon
sibility for the problem, no settlement had been negotiated nor had an 
agreement been reached for the, contractor to return to Honduras to do the 
requi~ed work~ To meet: proje~t completion schedules and prevent further 
corrosion of the towers, it is, essential that the damaged towers be painted 
as 'soon as possible. ' , ,= .. 

The first component of the' proje'ct called for the installation of about 
200 kilometers of 138 KV. transmission line in the project area. On April 
24, 1979, ENEE entered into a fixed price contract for the amount of 
$5,573,778 with Richard and Associates to construct the transmission line. 
Althoug,h construction was completed in April 1981" final payment had not 
been made to the contractor at the time of our review because of a problem 
wherein the coating of some of the towers did not meet contract specifica
tions. Accordingly, ENEE withheld approximately $1.7 million owed to 
Richards and Associates which constituted the 'fourth and final payment~ Of 
the $1.7 million, $1.4 million are loan funds. The remaining amount 
($300"OOO) represent counterpart.. funds according to Richards and Associates. 

The problem ~ith 'the co~t{ng' of the towers was discovered in August 
1980. The first lab results were received in September 1980, and proved 
inconclusive. It was decided that further samples and lab tests would be 
necessary. The first prel iminary report on the a9ditiol,lal tests was dated 
March 11, 1981. Subsequent prel imi nary reports were dated May 20, 1981 and 
June 6,1981' The,final report was dated June 22, 1981. 

The test results showed that the 'weight of the zinc coating for angles, 
plates, bolts and nuts did not meet speCification requirements for lines 
within six kilometers of the sea coast.' The report estimated that the life 
of the galvanization will be approximately 20 percent shorter than the 
expected life of a line with the specified galvanizing. Since the life of 
the line is approximatey 50 years without correction it would reduce the 
line's life to about 40 years. 

The report recommended: (a.l that the contractor be required to paint all 
towers of the section of the line within 6 kilometers from the, coast; (b) 
the type and specifications of paint to be used; and (c) that the-contractor 
complete the painting before energization of the line at 138 KV (the 
painting could be done with the line energized at,34.5 KV provided adequate 
safety precautions were taken). ' , 

At the time of our review, over a year had passed since the problem first 
surfaced. Still, the problem had not been resolved. Our revie~1 of the cor
respondence files indicated that there had been considerable disagreement be
tween Richards and Associ ates, Inc. and Harzda Engi neeri ng Co. (.the engineer
ing firm responsible for the overall supervision of the project) relating to 
the nature and extent of the problem. To what extent this has had an effect 
in not reaching a timely settlement is di-fficult to determine, however, in 
our opinion this must have had some impact upon the situation. 
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In addition, we noted during our review of USAID/Honduras·project files 
and discussions with Mission officials that they were aware of the problem 
but had taken a somewhat passive approach in helping to resolve it. We 
found no indication that the Mission had intervened or had exerted any pres
sure to resolve the matter. During the exit conference, Mission officials 
indicated that they really didn't see what more could be done than was 
already being done in terms of ENEE withholding the contractor's final pay-
ment until the matter' is resolved. -... - ---- - ---- .-. 

Subsequent to our audit in Honduras, we contacted both Richards and 
Associates and Harzda Engineering Co. to obtain an updated status of the 
situation •. We were told by Richards and Associates that initially when the 
problem was brought to its attention, it did not think it was at fault and 
therefore was not concerned about ENEE withholding its final payment since 
it could seek damages for withholding the payment if it was proven that the 
towers met contract specifications. When it was later proven through addi
tional .lab tests that the towers within six kilometers of the coast did not 
meet contract specifications, Richards and Associates submitted a cost pro
posal for painting the towers. Harzda Engineering Co. rejected the cost 
proposal and insisted that further checks and lab tests be done on the rest 
of the transmission line beyond the sea coast. We were told that ENEE was 
um~illing to negotiate a settlement with Richards and Associates until it 
received a final report from~Harzda Engineering Co. on the extent of damages 
and the cost of painting the towers. Richards and Associates in the mean 
time, was seeking litigation against the Mexican supplier of the tower 
frames although'it was not optimistic about a settlement. 

In contacti ng Harzda Engi neeri ng Co., we were told that ENEE had just 
approved the fi nal payment to, Richards and Associ ates except for $180,000 
which was withheld until the towers are painted or a cash settlement is made 
with Richards and Associates. We were further informed by Harzda that it 
will cost an estimated $130,000 to paint the towers. Harzda also. reported 
that Richards 'and Associates would probably want to negotiate a cash settle
ment·with ENEE since Richards had already left the country and had no office 
space, equipment, or materials in,·the country. 

To further compl'icate 'matters, we .were told by Harzda Engineering Co. 
that because of the r.ainy season, ft will probably be February 1982 before 
the towers can be painted. Harzda estimated that it would take approxi
mately 3 m~>nths to compl ete the task and confi rmed that the transmi ssi on 
line cannot be fully energized lintil ,after the towers are painted. 

The transmission line is scheduled to be fully energized upon completion 
of the SUb-stations' in' Apri·l or May 1982'. As a result, further delays in 
resolving the 'painting of towers could delay the energizing of the trans
mission line • 

. In response to a draft of thi s . report; USAID/Honduras advi sed us that 
ENEE ·was in the process of approving an amendment to the contract which 
'specifies that an work (including the treatment of the towers) will be com
p1 eted by June 30,' 1982. A' representati've' of Richards and Associ ates verb
ally 'agreed ,to the conditions and time frame of the amendment in January 
1982. The M;'ssion will- provide the Inspector General's office a copy of the 
amendment"after it is executed. 
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Recommendation No.1 

USAID/Honduras should obtain 'from ENEE an executed amend
ment to the contract with Richards and Associates, Inc. 
that provides for appropriate painting of towers within a 
reasonable time frame. 

Internal Wiring Fund 

The eventual goal of this program is to supply electricity to about 
25,000 recipients. It wa's for this purpose that a special revolving Inter
nal Wiring Fund in the amount of $350,000 was to be established. The value 
of the fund was later increased to $540,000. Plans called for ENEE to pro
vide loans for interior house wiring, to promote system acceptance and to 
enable those who were unable to afford the initial costs an opportunity to 
obtain electricity. Our review disclosed that ENEE was reluctant, and 
therefore had made, no effort to establish this fund. Moreover, in view of 
current cost estimates for internal wiring, sufficient funds would not be 
available to reach the desired number of consumer~. 

In accordance wi th the Proj ect Paper; ENEE was to loan money to con
sumers for 12 to 24 months at 7 percent interest and the loan payments would 
be added to the monthly electric bill. The average cost for interior wiring 
was estimated to be $20. It was planned that approximately one-third of the 
consumers would be connected one year before the remaining two-thirds. 
Thus, at that time it was assumed that $350,000 would provide adequate 
funding assuming a flow of repayments into the Fund and the likelihood that 
not all consumers would require financing. No connection fee was to be 
charged. . 

At the time of our review, discussions with various ENEE officials dis
closed that nothing had been done in terms of planning, and establishing the 
fund. ENEE \~as not really enthusiastic- about having the fund. It felt that 
everyone woul d want a loan whether they coul d afford to pay or not. Fur
thermore, ENEE felt that many people would be delinquent in repaying the 
loans, thus creating additional administrative problems in managing the 
fund. In addition, no documentation could be provided by ENEE indicating 
that it was actively pursuing the establishment of the fund. It indicated 
that at this point, it was still at the informal talk stage ,of planning the 
fund. 

The MiSsion was aware of the situation but had been unable to get ENEE 
to take action on this matter. Duri'ng the course of our audit, the Mission 
raised this issue in meetings with ENEE. No constructive response was pro
vided by ENEE in terms of a proposed plan of action. To complicate this 
matter, it was estimated at the time of our -review that' it would cost an 
average of $90 per consumer for interior wiring; this represents an increase 
of over 350 percent from an average of $20 that was originally estimated. 

Without the Internal Wiring Fund or some other mechanism to facilitate 
the wiring of beneficiary" households, we do not believe that the 25,000 
hook-ups anticipated in the· loan agreement will be achieved. Furthermore, 
in view, of the Mission's current estimate of $90 per house for internal 
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w~r'ng, the. current estimate of $540,000 for' this' component would not be 
adequate. As a result, it will be necessary to reprogram funds or obtain 
other financing in order to achieve the objectives of this component of the 
project. . . - .', '.; :. , ',' .. " ." .~ .. " 

.'_ I. . . 
In its. comments .. USAID/Honduras advi'sed us that after 6' months' of con

tinuous effort, ENEE, in a letter of December 24, 1981, proposed an outline 
of the general procedures to establish and operate the Internal Wiring 
Fund. ENEE also' pr.omised to provide .the· Mission a complete and operative 
p1 an- for the. fund by mi d,.February 1982~ The Mi ssi on reported that it 
believed the activity would b~ successfully completed. 

Recommendation No.2 
,- -.;: 

USAID/Honduras shou1 if obtain from ENEE a firm pTan to 
estab 1 ish, appropri ate 1y fi nance, and operate the· Inter-' : 
na1 Wiring Fund to facilitate the wiring of beneficiary 

. .' households and to promote acceptance of the electrical 
, -... system. . ": ,'" ' '. 

Project Activity Completion Date 
. . 

The project cannot be completed within the original scheduled time frame. 
Due to major procurement problems at the beginning of the project, it was 
del ayed approximately one year. Al though no si gnificant del ays have subse
quently been incurred and the project was progressing satisfactory, i·t l'/i11 
be necessary to extend the Proj ~c"":L~_tiy'jj;y_ !;P!l1pJ ~j:j on . .Da:t.e .. (PACD 1.. ___ .. __ 

According to a. Projec.t Evaluation .Summary (PES) report dated May 5, 1'981, 
the initial delay was caused primarily by rejection of bid documents for 
procurement of equipment (Bi d E-200) and for constructi on of transmi s'si on 
1 i nes (Bi d E-300 ).., , ;. "" 

.. 

_,"" The PES· report stated, in part: , , 

"The Bi d open; ng (E-200)' was ori gi na 11y schedul ed for May 15, 1978 
: and subsequently postponed to June 16, 1978. ENEE completed the bid 
, "" analysis in August 1978. Because of the unresponsiveness and unrea

: sonable high. prices, ENEE del cared this bid 'void on November 27, 
. 1978. The revi si on of the bi d docinnents and rebi ddi ng process took 
an additional six months to May 15, 1979, when the bids were opened 
for the second time. The total process, from the original bid 
opening date to the second bid opening, took about a year. In addi
tion' it should be added that four months were spent in the analysis 

: by ENEE and approval of the bids by A.1.D •. 'Finally, the contracts 
',Itith General Electr.ic and Westinghouse were signed in $eptember and 

November 1979, after a delay of eighteen months .in a bid process 
that normally should have only taken from six to eight months." 

"In .regard to Bid E-300 (Construc·tion' of Transmission Line) some 
delays were associated with. the preparation of the bid documents, a 
complaint that one of'the firms bidding was·not in compliance with a 
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requirement for registration with: the College, of Engineers, causing 
excessive delay. in the issuance of a letter of,commitment." 

"The excessive amount of time spent' on this first' portion of the pro
j ect (Bi d E-200 and E-300) \1aS due in part to alack of fami 1 i arity 
on the part of the GOH executing agency, of the A.I.D. procurement 

, regulations and contracting requirements." "., " 

, 'According to the' latest PERT chart, as updated in, October 1981, the PACD 
is: June: 11, 1983 instead of April 4, 1982 as contemplated in the loan agree
ment. Furthennore, our ,review of the current' status: of the project as dis
cussed in the Overall Assessment section of this report indicates, that sub
sequent to the procurement problems encountered du.r,i ng i;~E1,..fj rs,!; -year of the 
project, no further del ays have occurred. It appears that impl ementati on of 
the project will continue to be satisfactory and, in accordance with the 
revised implementation plan~" ."," ", . 

~ -'" 

Accordingly, an extension' of the PACD 'will be required. During the exit 
conference, the Mission Director requested that we not make a, fonnal recom
mendation to extend the PACD at this time. It was his view that the Mission 
shoul d be gi ven maximum 1 atitude to consi der and, gr?-nt incf_elllentaJ ex.ten,s50ns 
of approximately six months each to expedite'tiie possible completion of the 
pr:oject prior' to June, 11 " 1983. We agree with this rationale and, thus, are 
not, making a, fonnal recommendation. However, the project should be closely 
monitored and appropriate extensions made. 

-' 
ENEE Accounting Controls Over AID Disbursed Funds 

, . ENEE accounti ng records di d not accurately refl ect, the amount of AID 
funds disbursed as of. July 31, 1981, ENEE's balance sheet showed, loan funds 
disbursed in the amount of $1,478,839. AID/Washington Statement of Disburse
ment App 1 i ed Under Loan Agreement. as of July 31, 1981 showed total di sburse
ments of $4,352,683. The di fference resul ted because the Mi ssion had not 
notifi ed ENEE of all di sbursements made under the Bank Letters of Commitme'nt. 

Under the ENEE accounting' system, disbursements were recorded upon 
recei pt of the Statement of Di sbursements from AID/Washi ngton vi a USAID/ 
Honduras. The last, statement received and recorded by ENEE was as of January 
31, 1980. ' As of July 31, 1981, 20 disbursements had been made which totaled 
$4,352,683, including bank service charges applied against Bank Letters of 
Commitment. ENEE had'received notification of only 2 disbursements totaling 
$1,478,839. ' 

.' 

ENEE officials stated that ho periodic reconciliation of loan funds dis
bursed had been made with USAID/Honduras records. Furthennore, we were 
infonned that no advice of payment had been received from the bank indicating 
amounts pai d to suppl i ers and contractors, and the amount of bank charges 
collected by the bank. 

, In addition, we noted that ENEE maintains no control of disbursements 
through ,Bank Letters of Commitment. As a result, we noted one instance where 
a Letter of Commitment with the Bank of America expired on August 1, 1981, 
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and had not been extended -even though. the funds had not been' tota llydi s
bursed ,at that date. \~hen we brought this to ENEE's attention. a request was 
made by ENEE to extend the terminal date of the Letter of Commitment., 

Under another Letter of Commitment (No. 522-T-033-02l wi·th the Bank of 
America, we noted a balance of $5,680. We were infonned by USAID/Honduras 
officials that, all payments had been made to, the suppliers involved and no 

. further disbursements were anticipated. 

- Withi)u1: an adequate -accounting system for control of disbursements, ENEE 
cannot manage the project effectively. This was evident by the fact that 
ENEE did not know what had been disbursed nor what was available for possible 
reprogramming. 

The Mission advised us in response to a draft of thi.s report that all 
advi ces of di sbursements recei ved were provi ded to ENEE on October 31. 1981. 
and that future advi ces of di sbursement waul d be provi ded to appropri ate 
officials when received. The Mission also advised us that ENEE was notified 
to contact appropri ate banks in Honduras and fonna lly request copi es of each 
advice of payment under letters of credit. 

The actions taken should provide ENEE with the information necessary to 
update i-ts records on the assumption that all banks with letters of credit 
under this' project have branches in Honduras. However, we believe that some 
procedure needs to, be established to provide for ENEE's records to be 
periodica1Jy reconciled with AID's records to ensure the ENEE is aware of all 
di sbursements. 

Recommendation No.3 

USAID/Honduras should establish procedures and controls, 
to ensure 'that all ,advices of di sbursements are provi ded 
in a timely manner; and ·that ENEE's records are periodically 
reconciled with AID's records. 

USAID/Honduras advi sed us that it cabl ed AID/Has hi ngton in January 1982 
to detennine' the current status of Letter oT Commi-tment No. 522-T.-033-02. 
After -the current status is determi ned and a reques.t has been recei ved from 
ENEE. the Mission will request, that the Letter of COl11l1)itment be r,educed and 
the rem,,; n; ng funds reprogrammed. After we ,receive. notificati on that the 
value of .the Letter" of Commitment has been reduced. we w,ill close our 
recommendation. 

Recommendation No.4 

USAID/Honduras should ensure that ENEE reprogram remalnlng 
funds ,under Letter of Commitment No. 522-T-033-02. 

'Inventory Records and Control s Over Project Materi al s 

. ENEE was not maintaining ,adequate inventory records and controls over 
project materi al s. -'As a resul t, we found i-t impossi bl e ,to reconci.l e the 
inventory of project materials being stored.at the San Pedro Sula warehouse. 
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In order to test the adequacy of inventory records and controls over pro
ject materials stored at the San Pedro Sula warehouse, we took a physical 
inventory of 10 of the 27 line items which ENEE inventory records indicated 
were being stored in the warehouse. We found discrepancies in 6 of the 10 
line items inventoried. Four' items were over and 2 were short. The results 
of our inventory for those items with discrepancies were as follows: 

Item 

Cross Beam Spikes (7" x 5/8") 
Retention Anchors 
Anchor Rods 
Guardacabos 
Bolts (5/8" x 18") 
Bolts ,(5/8" x 22") 

Quantity on 
Inventory Records 

,3,000 
1,299 
1,300 
1,896 

900 
600 

Physical 
Inventory 

1,804 
2,937 
5,000 
1,600 

901 
606 

In addition, we noted that of the 27 line items, the invoices did not 
agree with the warehouse inventory records 'in seven cases. The discre
pancies r~nged from a quantity of 1 to 269. No explanation was given by the 
ENEE employee in charge of the warehouse for any' of the above discrepancies. 

During our physical inspection of tile San Pedro Sula warehouse, we also 
noted other proj ect materi al s, such as; conductors, i nsul ators and trans
formers being stored in the warehouse which were not recorded on warehouse 
inventory records. We were told by the ENEE employee in charge of the ware
house that materials are not recorded in inventory until a, copy of the 
invoice is received. ' 

At the time of our visit, a team of ENEE i nternai'auditors 'were' taking a 
physical inventory of the San Pedro Sula warehouse. l~e were informed by 
ENEE officials that they were aware of the problems at the warehouse and 
that was the reason the physical inventory was being taken by the internal 
auditors. They indicated that they plan to make a decision soon on what can 
be done to improve inventory controls at, the warehouse. 

During the exit conference, we were told that the materials being stored 
at the San Pedro Sula warehouse were going to be turned over to the con
struction .contractor within a couple of weeks. At that time, it will be the 
contractor's responsibility to ensure that he receives all the material s 
needed for the construction of distribution and secondary lines. We were 
further informed that at that time, no future need wi 11 be requi red of the 
San Pedro Sula warehouse facility for the Aguan Valley Rural Electrification 
Project. 

Subsequent to our audit, we were told by Harzda Engineering Co. that it 
had recently vi si ted the San Pedro Sul a warehouse faci 1 i ty and had found 
much the same si tuati on as we noted duri ng our vi si t. Us i ng the bi d docu
ments as a basi s for what shoul d have been at the warehouse, attempts were 
made to locate some of the maj o'r 'i terns, 'such as, transTorinElr's, but' 'the 
items could not be located •. They were told by the ENEE warehouse personnel 
that many project items had been diverted and used el sewhere in the. nati onal 

: 
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electric system. In addition, we \~ere infonned that spools of electrical 
_ .'. _ .. \'Ij rJ.!!g ... h?!LQ~~n ... d.amaged in .. h(l!19J j!1g. an<J/Q'C ... jl)p'roper storage. l~e were 

advi sed that some wooden spool s ~Iere rotting. As a resul t, Harzda personnel 
_._ di d no.t.~now wh~t~er the wiring. coul~ .. b.~._ unroll,eg, because of the damage to 

the wooden spools. If the wire' cannot be unrolled, we were advised that the 
contractor woul d not be abl e to use it. - , ... 

The .Mission advised us that a full .inventory of all project materials 
was taken by ENEE in January 1982. A report of the materials turned over to 
the contractor was,also included in the .inventory:report. After the report 
is received by the Mission, it will be provided to the Insp'ector General's 
office. The Mission also advised us that ENEE had appointed a general ware
houseman for the proj ect and thi s shoul d improve the records and controls 
over project materials. 

After we recei ve and revi ew the inventory report, we wi 11 consi der 
closing the recommendation.' . 

Recommendation No.5: 

., USAID/Honduras should obtain, review ang spot check data 
in the ENEE inventory report to ensure itself that all 
materi al s' neeged for .. the. P!oj e!=j; .. jl.t:~_ accp\lnj;el-t for and 

-·~urned over to the construction contractor in usable 
.. condition. . 

Financial Plan 

The financiaJ plan under which the project was being implemented \~as 
outdated'and did not accurately reflect the anticipated funding requirements 
necessary to complete the project. Although the projected total cost of the 
project will probably not increase, the financial plan should be updated to 
reprog:ra~-.Jiroject: .f~ndii fr9iTI~.one component or activity to another. 

l-lhen.the loan agreement was. signed in April 1978, the total project cost 
was estimated at $14.7 mi 11 i on: Of' thi s amount, AID t/as to contri bute $10.0 
mtll i on and the GOH. $4.7 mill ion. However', because of. problems and del ays 
related to procurement of project materials and serv.ices, ·the total cost .of 
the proJect' had 'escalated 'to ·$20.1 million. A revised financial plan was 
approved on February 14, 1980, reflecting the increase, ENEE is' committed to 
financing the project cost overruns. Based upon a cash flow analysis per
fonned by USAID/Honduras, additi ona1 . fundi ng requi red to compl ete the pro-
ject will be available. . 

At the time of our audit, the financial plan had not ·been updated, the 
total estimated ·cost of the project remained at $20.1 million; however, sig
nificant deviations within project components existed. A comparison of the 
financi al pl an with estimated costs as of October'1981 by project component 
showed: . 
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February 1980 October 1981 
($000) ($000) 

AID ENEE AID ENEE 
Funds Funds Total Funds Funds Total 

Transmission Lines 4,925 648 5,573 4,932 975 5,907 

Substations 2,590 . 1,050 3,640 1,963 1,319 3,282 
. ' . . , .. -Distribution System 2,120 , 2,950 5,070 2,738 3,061 5,799 

Engrng • & Admin. -0- . 2,160 2,160 -0- 2,544 2,544 
. 

Storage, Maintenance, 
Office & Trng. Facilities -0- 300 300 -0- 92 92 

Internal Wiring Fund 215 325 540. 215 325 540 

Training Program 100 -0- 100 ___ . ___ J 92. ___ . __ 45 147 

Eval uation 50 --0-, . 50 50 -0- 50 

Contingencies ---0-· 2,685 2,685 -0- 1,757 1,757 

Totals $10,000 $10,118 $20,118 $10,000' $10,118 $20,118 
------- ======= ======= ======= ------- ======= ------- -------

The current estimates were provi ded by ENEE. In order to -verlfy . th-e 
validity of these· estimates we analyzed total commitments under the project 
as of September 30, 1981. The results of that analysis were as follows: 

($000) -,. AID ENEE Total 

Transmi ssi on Lines' $4,932 $975 $5,907 
Substations 1,963 1,319 3,282 
Distribution System 2,384 2,325 4,709 
Engineering & Admin~ -0- 2,544 2,544 

Total s $9,279 $7,163 '$16,442 
======. ------ ------------- -------

. . 
We were informed by USAID/Honduras officials that. all commitments have 

been made to compl ete the transmi ssi on 1 ine, substati on and di stri buti on 
system with the exception of one bid request outstanding at this time to com
plete the distribution system. This bid 11as for meters, service drop cables 
and miscellaneous supplies.. We were told that these purchases, yet to be 
ordered, will total approximately $750,000 to $800,000 with approximately 
$350,000 being funded with AID funds. Storage and training facilities which 
were being rented in lieu of construction were now estimated to cost approxi
mately $60,000 over a three-year period. The training program was estimated 
to cost about $24,000 in AID funds with ENEE providing instruction and 
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classrooms. No detennination had been made as to the cost of the Internal 
Wiring-Fund and the Evaluation required under the loan agreement. 

Based upon our analysis of ENEE. projected costs to complete the project 
and USAID I S current estimates--to--complete--those-' components of the project 
which have not been started or were in the early stages of implementation, it 
appeared that USAID/Honduras and ENEE shoul d revi se the fi nanci a 1 ,pl an. In 
vi ew of current commitments and revi sed project· cost 'estimates;--it- will be 
necessary to .r_epTogram funds from one component. to another. ...._ 

USAID/Hondur~-s- advis~d-~s: that 'i-t: has reb~'iv~d a ~;vis~d financial plan 
~/hich it was reviewing~ The Mfssion expect thai; AID would approved a revised 
financial plan for the project no later than February 15, 1982. We will con
sider closing our recommendation when advised that a revised financial plan 
has been approved. -----

Recommendation No.:: 6- .'-: :~. --. - " 
. , -

USAID/Honduras' s'houl d, . in' ~onsu1t~ti~~ ~ith ENEE, re~ise 
the current financial plan to complete the pro~ect. . _ 

Monitori ng 

Overall USAID/Honduras- monitoring of the project had been. good •. Hovlever, " 
USAID/Honduras was. not receiNing peri odic- progress reports from ENEE. .. 

• :' ,;.. ' :11'~· ... 

Implementation'. Letter No. '1 '~equire~ ENl;E to provide USAID/Honduras with 
periodic progress reports on all project activities but leaves the fonnats, 
scopes, and timing of these reports to be addressed in a future Project 
Impl ementati on Letter. USAID/Honduras never i ssued-a-sub'se-qlIent-Impl ementa- . 
tion Letter addressing these items._. . _ .' 

A revi ew' ~f'-'the 'p~~ject' fil es' showed' that USAID/Hondu;as was not receiv
ing progress reports. Furthennore, USAID/Honduras was unable to provide us 
cop; es upon request. Our revi ew at ENEE showed -that-i t---was'-prepari n9 de
tailed monthly progress reports. During the course of our audit, the USAID/ 
Honduras Project Engineer .. infonnally requested from ENEE and received past 
monthly progress- reports._ ... - . - ... _ 

. . . 
Our review of -the project 'files, "trip reports and discussions with USAID/ 

Honduras officials indicated that they were very much on top of the project. 
However, in not receiving progress reports, USAID/Honduras, was not util.izing 
a valuable tool in staying abreast of the project.---·-----·_·-----

USAID/Honduras advised us that 'Implementation -Letter No. 20 -issued on 
October 28, 1981, requested ENEE: to submit monthly progress reports by the 
15th day of the next month. USAID/Honduras al so advi sed us that ENEE was 
submitting the progress reports in a timely manner • 
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APPENDIX A 
Page 1 of 1 

LIST OF RECOMMENDATIONS 

" ' 
• •• • I 

'Recommendation No.1 

USAID/Honduras should obtain from ENEE an executed amend
ment to the contract with Richards and Associates, Inc. 

" that provides for appropriate painting of towers within'a 
reasonable time frame. (Page 6), ' " 

Recommendation No.2' 

, 0 

USAID/Honduras should obtain from ENEE a firm plan to 
establish, appropriately finance, and operate-the,Inter,~-,--c
nal Wiring Fund to facilitate the wiring of beneficiary 
households and to promote acceptance of the electrical 
system. (Page 7') , " , ' , 

Recommendation No.3 

USAID/Honduras shoul d estab 1 ish' procedures and controls .. ' 
to ensure that all advices of disbursements are provided 
in a timely manner; and that ENEE's records are periodically 

, reconciled with AID's records. (P~ge 9) ,,~: " .. 
" ' 

" ,.. Recommendati on No.4 -
:. ,' ... -

USAID/Honduras should ensure that ENEE reprogram remaining 
funds under Letter of Commitment No. 522-T-033-02. (Pag~) 9) 

Recommendation No.5 , ' 

USAID/Honduras should obtain, review and spot check data 
in the ENEE inventory report to ensure itself that all 
materials needed for the project are accounted for' and' 
turned over to the construction contractor in usable 
condition. (Page)l) , 

• -< - , 

Recommendation No.6 

USAID/Honduras should, in consultation with ENEE, revise 
the current financial plan to complete the project. 
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LIST OF REPORT RECIPIENTS 

Deputy Administrator, AID/W 
Assistant Administrator - Bureau for Latin America 

and the Caribbean (LAC/CAR), AID/W 
f4i ssi on Di rector, USAID/Honduras 
Assistant Administrator - Bureau for Development Support 
Assistant Administrator, Office of Legislative Affairs (LEG) 
Office of Financial Management (FM), AID/W 
General Counsel (GC), AID/W 
Audit Liaison Office, LAC/DP, AID/W' 
Director, OPA, AID/W 
DSjDIU/DI, AID/W 
PPC/E, AID/W 
Inspector General, AID/W 
IG/PPP, AID/W 
IG/EMS, AID/W 
AIG/II, AID/W 
RIG/A/W 
RI G/ A/ Abi dj an 
RIG/A/Cairo 
RIG/A/Manila 
RIG/ A/Karachi 
RIG/A/Nairobi 
RIG/A/NE, New Delhi Residency 
RIG/A/LA, Panama Residency 
RIG/A/LA, La Paz Residency 
GAO, Latin A~erica Branch, Panama 
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No. of Copies 

1 

1 
5 
1 
1 
1 
1 
3 
1 
4 
4 
1 
1 

12 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 




