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EXECUTIVE SUMMARY

Introduction

The Agency for International Development (AID) began to phase out
economic assistance to Uruguay in FY 1978. No new programs have been initiated
since then. All existing projects are scheduled to be conmpleted by December 5,
1981, but USAID/Uruguay phaseout plans called for the turnover of residual
AID activities to the U.S. Embassy by December 31, 1979. In order to ensure
that all matters relative to close-out were taken into consideration, a final
audit was done prior to close-out. This will allow the Agency to take correc-
tive action on reported deficiencies before USAID/Uruguay personnel are
terminated.

Scope

This fin 1 review was made to determine the effectiveness of the steps
taken by USAID/Uruguay to phase out Mission operations and turn over residual
AID activities to the U.S. Embassy. We reviewed financial obligations and
activities, disposal of expendable supplies and non-expendable property, and
transition plans for hoth projects and personnel.

Three lcan projects totaling $11.5 million and five grant projects
totaling $3.6 million were reviewed. Our purpose was to measure the progress
made in achieving objectives and to identify problem areas requiring marage-
ment attention.

Conclusions

USAID/Uruguay had made satisfactory progress and arrangements to phase
out the program and turn over residual AID activities to the U.S. Embassy.
At the conclusion of our field work in Uruguay, the major remaining phaseout
item was to prepare a definitive and final transition plan. (See page &5 .)

Of the five grant projects shown in Exhibit B, four have been completed.
The fifth project, Credit Union Development, has a terminal date of Auqust 29,
1980. For all five projects, we found that the progress wmade in achieving
objectives was satistactory, and no significant deficiencies were noted.

Implementation of the Agricultural Research and Technical Assistance
Loan 528-T-024 was unsatisfactory due to administretive, logistic, and counter-
part problems. '

As currently structured, the project cannot be carried out in the time
remaining. Project redesion discussions were started in June 1978 but ro
agreement had Leen reached on how to procced. Dasic problems that defested
the original project remain unsolved. In the event an acceptable projoct
design is forthcoming, success is contingent upon Host Government support.
(See page 6 .)



The project objectives of the Uruguay Agricultural Cooperative Loan
628-T-025 have not been achieved although all $2 million of loan funds have
been disbursed. Mission efforts to strengthen the implementing entity's
institutional capability were unsuccessful. Long standing management and
financial problems still persist. Purchase of a fruit packing line was pend-
ing. (See page 13.)

Recommendations

In regard to the Agricultural Research and Technical Assistance Loan
528-T-024, we made two recommendations. The first is that USAID/Uruguay should
submit the new project design to AID/Washington for review and approval. The
second recommencation is that USAID/Uruguay, prior to release of the remaining
loan funds, should obtain irrefutable evidence that the Government of Uruguay
will properly support the project, including but not limited to, providing
sufficient qualified staff and funding support to ensure effective administra-
tion and implementation of the AlD loan. .

In our apinion, these recommendations should either provide the impetus
to bring the project to a successful conclusion, or stop the further expend-
iture of loan funds on a project which would be certain to fail if allowed to
continue under present circumstances.

For the Uiruguay Agricultural Cooperative Loan 528-T-075, we recommend
that USAID/Uruguay should request that CALFORU provide evidence of purchasing
the fruit packing line. If CALFORU should decide not to purchase the line, a
refund claim equal to the estimated cost of the 1ine (approximately £600,000)
should be made against CALFORU. We believe that without forccful action on
the part of the Agency, CALFORU will not fulfill tne agreed upon purchase of
the fruit packing line.



BACKGROUND

Since inception of economic assistance to Uruguay after World War II,
the United States has provided about $160 mi1lion in loans and grants. The
Agency's assistance was focused on development of nontraditional agricultural
products and sectorial planning, tax administration, export promotion, devel-
opment planning, and labor development. Major emphasis has been placed on
agriculture, where AID's work in applied research has helped develop new methods
for fruit, vegetable, and citrus production.

The focus of the AID program in Uruguay over the past few years has been
directed towards the improvement and strengthening of agriculture production
and marketing. Late in calendar year 1975, the United States, acting through
the Agency for International Development (AID), signed three loan agreements
for a total of $11.85 million to implement the AID program in Uruguay.

Loan agreement 528-T-024 was to expand and improve agricultural research
and extension. Loan agreement 528-T-025 was to strengthen small farmer rural
cooperatives through assistance in production and export marketing. Loan
agreement 572-T-026 was to foster the establishment and expansion of ari-
industries (food processing) with an export orientation. In addition 0 these
loan agreements, AID provided technical assistance under five arant projects
to assist low-income rural and urban workers through support for a rational
credit union federation and cooperative development, (Exhibit B.)

By calendar year 1978 implementation of activities financed by the Toan
agreements was progressing slewly. In April 1978, USAID/Uruguay prepared
option papers for two of the loans (024 and 025) to evaluate what could be done
to resolve implementation problems. A new AID Affairs Officer srrived n
October 1978 and USAID/Uruguay and Govermment of Uruguay officials began re-
designing the projects to accelerate implementation. Some redesigning e-forts
were still in process at the time we performed the field work on this audit.

Primary responsibility for administering the loan projects was assigned
to various Uruguayan entities. USAID/Uruguay's role has becn principaliy one
of monitoring loan performance, and participating in reviews and evaluations.

AID/Mashington determined in 1978 that an AID program for Uruquay was no
lTorger needed because of rising per cepita income levels (1974 - §1,100),
increased potential savings, and Uruguay's access to substantial wultilateral
and other bilateral assistance. The phascout of AID assistance began 1in
fiscal year 1978 and all U.S. direct-hire personnel were scheduled to depart,
from Uruguay by December 31, 1979, After the transition date of Deconber 31,
1979, one small grant and two loans will be active. Responsibility for resi-
dual AID activitices and projects will be transferred to the U.S. [mbassy.

Most likely the Economic Officer will be responsible for handling AID's residual
activities after the transition date. No new money has been planned for



¥gggugy, and the program should be completely phased out by December 5,

This is a final audit of USAID/Uruquay. We limited the review to three
Toan projects and five grant projects for which AID had obligated $15.1 million
and disbursed $7.9 million as of September 30, 1979 (Exhibit B). We did not
review administrative and support activities, regional programs or planning
of possible future programs. The period covered was from June 30, 1975, the
cut-off date of our last audit, through September 30, 1979.

The purpose of our examination was to see if the program was conducted
according to applicab’e AID regulations, the progress made in achieving objec-
tives, and to identify problems reauiring management attention. We also
reviewed the adequacy and effectivencss of USAID/Uruguay close-out plans.

Our review included an examination of USAID/Uruguay project records and
correspondence, and discussirns with cognizant USAID/Uruquay, contractor,
and cooperative officials. Visits were made to the Michigan State - Consor-
tium offices in Montevideo to discuss contract inplementation, and to the
offices and facilities of Coonerativa Agropecuaria Limitada de Sociedades de
Fomento Rural located in Montevideo. Le visited the Cooperative's fertilizer
storage Vacility and the packing/cold storage facility located near the city
to observe the physical facilities and verity compliance with loan terms and
commodities.



AUDIT FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

Phaseout of Mission Activities

Our review showed that plans to phase out the USAID/Uruguay Mission and
turn over residual AID activities to the U.S. Embassy were proceeding as
scheduled.

By the transition date of December 31, 1979, only one small grant and
two Toans will be active. The Project Assistance Completion Date (PACD) for
the grant is August 29, 1980, and the PACD's for the loans are March 3, 1980,
and December 5, 1981, respectively. At the completion of our field work on
this audit, the parties involved in the transition of AID's residual activi-
ties needed to prepare a final transition plan in order to ensure a smooth
turnover. e were subsequently advised that the transition was effectively
being accomplished.

The USAID/Uruguay Mission was in the process of being phased out. The
Controller departed post on September 27, 1979, and the AID Affairs Officer
(AAO) was scheduled to depart not later than December 31, 1979. After that
date, a U.S. Embassy Officer (most 1ikely the Economic Officer) will be
responsible for handling AID's residual activities.

Four direct-hire Uruguayan employees will remain vorking on AID's
activities after December 31, 1979. The Program Officer and a Secretary each
have termination dates of September 30, 1980, and the Loan Officer and the
Chief Accountant each have termination dates of September 30, 1981. The
Program Officer works half-time for AID and half-time for the Eimbassy Economic
Section. Present plans call for this arrangement to continue to the termina-
tion date.

Until December 31, 1679, the AAO signed all financial and accounting
reports and correspondence. Subscquent to December 31, 1979, the U.S. Embassy
Foreign Affairs Administrative Support Officer (who is an authorized Certify-
ing Officer) will sign all pay documents. He will cortinue to do so until
AID's residual activities are completed. The USAID Regional Controller in
Paraguay will be available on an as-needed basis ana will pericdically report
on the status of residual AID activities and make recommendations accordingly.

Other residual activities which have been taken care of or have been
planned for are as fnllows:

1. A1l operating expense obligations made prior to fiscal ycar 1970
have been liquidated or deobligated. During fiscal year 1979, $133,100 was
obligated for orerating ecxpense and, tased on the Controller's review, un-
liquidated obligations of $24,753.92 were carried over to fiscal year 1980,
For FY 1960, an allotment of $100,000 was requested of AID Weshington.



2. Non-expendable property totaled $68,073.95, as of September 30,
1979. This represented office and household furniture and equipment and one
vehicle. The plan was for this property to be disposed of by transfer, sale,
or grant-in-aid by December 31, 1979.

3. Expendable supplies and other non-accountable materials needed to
be disposed of. The plan was to make a room-by-room "house cleaning" prior
to December 31, 1979, to dispose of unneeded supplies, materials, files, and
reference books.

4. Plans were underway for the Uruguayan employees of USAID/Uruguay to
be allocated space within the U.S. Embassy's Economic/Commercial Section.
This should provide effective coordination and proper supervision of daily
activities after December 31, 1979.

At the completion of our field work, concerned parties had not formally
met to prepare an inventory of residual AID activities in order to ensure an
orderly transition and to make clear to a)l parties what remained to be done,
and who had to do it. In our draft audit report, we recommended that the
USAID/Uruguay AID Affairs Officer prepare a definitive and final transition
plan. In response, the AAQ stated that substance of the recommendation was
being met by a series of meetings between concerned parties, including the
Ambassador. Therefore, we make no reconmendation nere,

Implementation of Loan Activities

Loan activities had been delayed or were not satisfactorily
implemented.

Delays and unsatisfactory implementation result primarily from the lack
of support by the host country and inaction by implementing asencies. In
order to conclude AID activities in Uruguay, action nceds to be taken in
several areas. We have included in this refort recommendations c¢f actions we
believe are nccessary to be implemented. The status of rach lean project and
our recommendations of necessary action are discussed below.

Agricultural Research andwlpchnjggj”ﬁ§§j§jgggg_;_nggbggﬁ:f—024

Implementation of the loan was unsatisfactory due to administrative,
logistic, and counterpart problems.

As currently structured, the project cannot be carried out in the time

remaining. FProject redesign discussions woroe started in June 1978 but no
agreenient had bcen reached on how to procced,  Basic problems that defeated
the original project remain unsolved. In the event an aceeptable project re-
design is forthcoming, succens is contingent upon host qoverrment, sunport,

Remaining loan funds of 2 million <hould not be released until the host
government provides irrefutable evidence of support.,

The loun purpose is to assist the Government of Uruquay in carrying out
a five-year program to achieve a substantial increase in agricultural pro-
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Recommendation No. 3

USAID/Uruguay should prepare and
implement plans for a follow-up program
for returned long-term-training partici-
pants.

Uruguay Agricultural Cooperative - Loan 528-T-025

A11 $2 million of loan funds have been disbursed, but project objectives
have not been achieved. Mission efforts to strengthen the impiementing
entity's institutional capability were unsuccessful. Long standing management
and financial problems still persist.

Late in 1977, in an effort to ohtain corrective actions, USAID/Uruguay
froze the use of $780,000 earmarked i1or procurement of two fruit packing lines
and a cold storage facility. Then U”. .D/Uruguay management changed in October
1978. The new AID Affairs Officer'- handling of the loan was inconsistent
with that of his predecessor. A previnusly discarded proposal to use the last
$780,000 for the purchase or fertilizer and to use local resources to purchase
the fruit packing lires and cold storage facility was accepted. Earlier
demands for evidence of improved managewent and financial condition were
replaced by a list of conditions precedert to disburscment of a non-substantial
nature. At the time of our review, loan action was still incomplete and the
agreed upon purchase of a fruit packing line was pending.

The overall goal of this loan was to support Government of Uruguay
objectives, to achieve a sustaired increase in agricultural production, to
augment export earnings, reduce food imports, and increace small and medium
farmer income and productivity. The purpose was to assist Cooperativa Acro-
pecuaria Limitada de Sociedades de Fomento Rural {CALFCRU) to strengthen jts
institutional capacity to: (a) expand its marketing system: (b) improve its
farm supply distribution system: and (c) efficiently manage its expanded
activities to better meet the needs of local affiliates and their members.

Project costs were estimated at $3.4 million:

Counterpart Funds

CALFORU $ 390,135
Local Source Credit 631,300
Affiliate Cooperative - Construction 362,656
$1,384,091
Loan Funds B
Fertilizer $ 965,500
Technical Assigtance and Training 100,000
Fruit Packing Tines, cold storage
facilitics, support equipment 934,500
$2,000,000
$3,304,001

- 13 -






-- Management studies started in 1977 were still
underway.

-- Procurement of the fruit packing 1line (marketing)
seemed imminent but no site for installation had
been secured. Original plans had been abandoned.

-- CALFORU's financial condition reflected the
continuance of unsound operational and management
practices and resulted in a precarious financial
position. A loss of new pesos 1,590,000 (approxi-
mately $300,000) was suffered in a potato seed
venture that fajled.

CALFORU was pressing for the release of additional loan funds to be
used for the purchase of fertilizer over and above the amount in the approved
program, promising to use funds generated by the sale of fertilizer to pur-
chase cold storage facilities. The AID Affairs Officer asked the AID Regional
Legal Advisor to determine whether an additional "tranche" of fertilizer could
be purchased under the loan.

In a written opinion dated April 5, 1978, the legal advisor said,
“...1 am of the opinjon that the AID Representative to Uruguay does not have
the authority to approve a substantial shift in the application of loan funds
(without doubt over $350 thousand* out of a total $2 million loan, and a 50%
increase in the dollar value of fertilizer originally contemplated is sub-
stantial) from one project component to another. Further, an amendment to
Annex I would be required."

The Mission decided to hold up on the loan until CALFORU provided evidence
of an improved management and financial situation. Evidence was to consist of
a new management team functioning effectively, substantial collection of
accounts/notes receivable, and a reduction in debt.

A new AID Affairs Officer arrived at post in October 1978, About the
same time, CALFORU's independent auditors presented their report. 1In a niemo
dated October 23, 1978, the Mission Controiler said as a conclusion to a review
of the report, "In ny opinion, CALFORU needs to take certain affirmative steps
to put its house in order. The steadily increasing receivables and bank debt
indicate to this writer that CALFORU does not have firm control of qts opera-
tions. If CALFORU does not demonstrate an ability to collect on its debts,
the entire financial well being of the firm is in doubt." The Mission
Controller's concern was well founded. A quick comparison of key accounts
shows the deteriorating financial condition:

* Increased later to $780,000.
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As of April 30 - Stated in 000's of New Pesos

1976 1977 1978 1979%*

~ash 433 416 764 1,729
Receivables 2,441 8,664 15,044 20,356
Inventory 5,692 6,578 12,243 13,678
Total 8,56§ 15,658 28,051 35,763
Accounts Payable 5,494 13,941 22,681 29,594
Notes Payable 1,749 2,566 6,238 8,855
Total 7,243 16,507 28,919 38,449

Ratio - Liquid Assets to Payables

1.18 .948 .970 .930
*(Note: Not audited. 1979 not reviewed by the Controltler)

During October - December 1978, the AID Affairs Officer held a series of
conversations and negotiations with CALFORU and worked out a plan to complete
disbursement of the loan quickly. The agreement evidenced by Implementation
Letter No. 14, dated January 12, 1979, is essentially the action reported to
the AID/MYashington Latin American/Caribbean Office of Development Resources
in December 1978. USAID/Uruguay agreed to release the remaining $780,000 for
purchase of fertilizer in exchange for:

-- actions taken on a discrepancy 1ist and on audit
recommendations.

-- purchase of one fruit packing line with CALFORU
resources and leasing of cold storage and warchouse
facilities,

Before procceding with the agreement, the AID Affairs Officer consulted
with the new Regional Legal Advisor and obtained his opinion. This opinion
was that: (1) "AID/W must approve the use of additional funds for fertilizer
purchases; and (2) Annex 1 (the detailed project description) of the loan
agreement would have to be amended via an implementation letter". Noverthe-
less, in a status report to the Latin America Gureau (LAC/DR) dated
December 28, 1978, the AID Affairs Officer reported that changes in the use
of loan funds were "appropriately within the limits of the existing autnor-
ization and loan agreecinent, and fully meet the original project purpose".

In other words, the loan funds earmarked for the purchase of a packing line
and cold storage facilities could be used to purchase fertilizer.

- 16 -



Of interest here are several passages from Handbook 3, Chapter 10,
paragraph 10D: "Therefore, the Project Agreement should clearly set forth
firm commitments or limitations, which must be complied with unless or until
the agreement is amended or terminated". ..."Refinement of the description
during the drafting and negotiation of the Project Agrecment is permitted,
but substantive changes in the description, from that in the authorization,
would need approval of an authorizing official (underlining supplied)™.

... The initial description should be drafted so that a need to amend it would
be unlikely, whereas provision is made to permit minor changes (underlining
supplied) in the more detailed description by means short of formal amendment
of the Agrecment." ‘

We believe that the changes in the use of loan funds were substarntial,
and that approval tc amend the agreement should have been obtained in writing
by the AID Affairs Officer from AID/Washington. In response to our draft
report, the AID Affairs Officer claimed tentative approval by letter from the
Latin America Bureau in January 1979, and approval in detail during AID/
Washington consultation in February 1979. We found no approval in writing
during our review of USAID/Uruguay files.

We reviewed the actions taken by CALFORU to meet the conditions precedent
imposed by USAID/Uruguay in regard to release of the last $780,000 of loan
funds. Conditions were listed in two parts: those to be done prior to relecase

of funds, and those to be done sometime in the future. The conditions to be
satisfied prior to release of funds were not substantive. Among other things

CALFORU was requested to:
-- Name a general manager and financial manager.
-- Submit a plan showing how the $780,000 would be used.
-- Visit affiliates more frequently.

-- Request affiliates to submit lists of accounts receivable,
and establish a system to cbtain this data on a continuing
basis.

-- Request affiliates to list items given as collateral to
CALFORU.

-- Take an inventory of harvest boxes and all other merchandize.
-- Adjust current quarter budgets and prepare 1979/80 budgets.
In a January 9, 1979 Tetter CALFORU said they had Tcased the required

cold storage space and had arranaed the purchase of a fruit packing line,
Citing these actions CALFORU asked for the release of the 3780,000.

-17 -



AID released the funds on January 12, 1979. CALFORU spent the money for
fertilizer and leased cold storage, warehouse, and packing 1ine space. The
fruit packing 1ine was never purchased. In a October 4, 1979, letter, CALFORU
said they were still up in the air on what to do. Several options were under
consideration and a decision is supposed to be forthcoming. One option is not
to buy the fruit packing line.

We could make no overall quantitative assessment of progress made against
goals and objectives. The planned data collection system was never established
and no evaluations have been done since 1977. Quarterly reports did not contain
necessary data.

In conclusion, the last $780,000 of loan funds were disbursed without
knowing with some degree of confidence whether acceptable progress was being
made toward meeting project goals and objectives. The substantial change in
project mix (financing more fertilizer) was approved and implemented by the AID
Affairs Officer without prior approval by AID/Washington. AID/Washington was
knowledgeable of the action taken but only to a lesser degree than the full
picture.

Solving long standing management and financial problems was important
to achieving project goals and objectives. The problems were never adequately
corrected. Loan action is still incomplete. CALFORU has yet to purcnase the
fruit packing line despite prior claims to having arranged to do so.

Recommendation No. 4

USAID/Uruguay should request that CALFORU
provide evidence of purchasing the fruit pack-
ing line. If CALFORU should decide not to
purchase the line, a refund claim equal to the
estimated cost of the line (approximately
$600,000) should te made against CALFORU.

Agri-Industry Development - Loan 528-T-026

The most significant conditions we found were:

-- Loan implementation has slipped 18 months since project inception
on September 3, 1975. However, the project should be completed by the March 3,
1980, terminal disbursement date, and it appecars that the goal and purposes
will be reached.

-~ Since June 6, 1978, USAID/Uruquay has not reccived the project status
and progress reports necessary to properly monitor the project.

-~ End-use checks of loan-finanred equipment nced to be scheduled.

-- Annual financial audits have never been made.

-18 -



The goal of the project was to create an agri-industrial infrastructure
capable of exnanding non-traditional exports. This should contribute to a
diversification of agricultural production, increased foreign exchange earn-
ings, and increased production, employment, and income opportunities to small
and medium farmers in Uruguay. In support of the goal were three purposes:
(1) to provide a package of financial and technical services to private entre-
preneurs and cooperatives for the establ ishment, modernization, or expansion
of agri-industries (food processing); (2) to help establish an effective
delivery system for these services; and (3) te. stimulate new production and
marketing alternatives for small and medium farmers through the establishment
of viable agri-industrial enterprises.,

The Toan agreement, signed on September 3, 1975, for $5 million, was
subsequently reduced to $4,644,393. The original terminal disbursement date
of September 3, 1978, has been extended twice to March 3, 1980, to allow sub-
borrovers to complete their AID-financed purchases.

Implementation of the loan agreement had a slow start due primarily to:
(1) a need to complete stcffing of the Evaluation Unit of the Ministry of
Industry and Energy (the Uruguayan implementing agency); (2) a need to expand
and intensify promotional effort among banks and the industrial sector; and
(3) slower than expected completion of feasibility studies for sub-projects.
Considerable effort by the Central Bank of Uruguay was instrumental in over-
coming these start-up problems. By the end of December 1976, tha Evalvation
Unit staffing was nearly complete, consulations with the banking and industrial
sectors were well advanced, and information brochures on AID-sponsored indus-
trial sector loans had been widely distributed. The first sub-project for a
fruit packing and cold storage operation was approved in December 1976.

By July 3!, 1979, the Evaluation Unit had completed their assessment of
proposed projects, the Central Bank of Uruguay had completed approval and
financial actions, and most sub-borrowers had placed equipment and machinery
orders. Thus the preject, after a late start, seems to be moving toward a
fairly successful completion. Investments have been made, sub-projects wvere
in place, and promotion, analysis, and financing institutions have been sct
up and were functioning.

A total of 12 sub-Toans have been approved and all of the sub-borrowers
have initiated procurcient, i.e. opened letters of credit. As of September 30,
1979, cash disbursements by AID for equipment and technical assistance were
$978,426.87.

The terminal shipping and disbursement dates were five months away, as
of our audit cut-off date. January and February are traditional summer vaca-
tion months in Uruguay. The Regional Controller in Paraguay has enphasized
that, in these circumstances, proper financial tracking of each sub-borrower's
status needs immediate attention. USAID/Uruguay should be obtainina freauent
status reports on procurement actions, letters of credit opened, dates of
shipments, and dates of disbursements.
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Project Status and Progress Reports

Since June 6, 1978, USAID/Uruguay has not received the project
status and progress reports required by Implementation Letter No. 5 dated
May 28, 1976. USAID/Uruguay has not followed up in writing to obtain such
reports. The USAID Loan Officer said he has asked repeatedly but the reports
have not been forthcoming. The reason given was that the employee who had
been preparing these reports left the organization and no one has prepared
them since then.

The required reports are:

(1) "A monthly Project Status Report showing the status
of AID loan funds, counterpart, and subloan appli-
cations.

(2) Quarterly progress reports on subloans and technical
assistance:

(a) Progress Report on Agri-Industry Development
Subprojects which shows subproject status,
financing, and other data.

(b) Progress Report on Technical Assistance to
Agro-Industry Development Subprojects.

(c) Technical Assistance to the Unidad Asesora and
Contracts for Professional Services.

(d) Guarantees by the Central Bank Credit Guaranty
Fund designed to help USAID be informed on the
status of credit guarantce activities related
to subproject financing.

(e) Progress Report on Equipment Use Control and
Monitoring Report.

(3) Quarterly Shipping Reports which show deliveries of
loan-financed equipment and supplies.

Responsibility for implementing the loan agreement was designated by
the Government of Uruguay to the Ministry of Industry and Energy (MIE). The
Asesora (Evaluation Unit) of the MIE was authorized to sorve as the technical
review group and principal executing agency for the administration of this
project. One of their duties was to prepare and submit the required reports
to USAID/Uruguay.

- 20 -



Utilization Reports

Quarterly shipping reports and quarterly progress reports on
equipment use and monitoring are required but these reports have not been
prepared by the Evaluation Unit since the period ended March 31, 1978. Thus
USAID/Uruguay has not complied effectively with Recommendation No. 3 in our
prior audit report issued October 28, 1975.

Our recommendation read, "USAID, in coordination with the borrower,
should develop and assure impiementation of commodity arrival and disposition
control requirements for the new loan". USAID/Uruauay's response was, "USAID
plans to issue an implementation letter relating to T-026 requesting the
borrower to install a system for monitoring commodity arrival and disposition
controls along the lines indicated in AID Handbook No. 15, Chapter 10. Mission
will review with borrower plans and procedures for implementing the system.
Thereafter, Mission will undertake periodic spot checks to determine if the
system is functioning properly".

Subsequently USAID/Uruguay reported they issned Implementation Letter
No. 5 on May 28, 1976, which required the borrover to establish a monitoring
and reporting system for the arrival and dispesition o7 commodities financed
under the loan.  On June 14, 1976, the AAG/LA office c.ased the recommendation.

0f $4,380,666 for ~quipment, as of August 31, 1979, $721,161 had Leen
disbursed. Because of the lack of reports, exactly what equipment had heen
received by the loan recipients was not known. Thus USAID/Uruguay is lacking
some basic data which will be aceded later to make proper end-use inspections
of loan-financed equipment.

Recommendation No. 5

USAID/Uruquay should demand in a formal
written request to the Ministry of Industry
and Energy that the reports required by
Implementation Letter lo. 5 be prepared and
submitted by Unidad Asesora on a timely basis.

End-Use Checks

USAID/Uruguay has not made any end-use checks of equipment received
by loan recipicnts. Thus far only 2 of 12 borrowers have received equipment
totaling $721,1€61. Some equipment had been installed and was ohserved 1in
operation by the USAID Loan Officer when he visited the two borrowers on
January 13, 1978, and November 16, 1978, respectively. However, he did not
make any end-use checks.

Exhibit A lists the 12 borrowers and shows the nature of the business
for which each loan was made, and the amount approved, By completion of the
project, each of the borrowers should have been cither visited or scheduled
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for a visit to make an end-use examination. There should be a determination
and/or verification that equipment financed with AID funds has in fact been
received, installed (if necessary), and in use for the purpose intended.

Recommendation No. 6

USAID/Uruguay should schecule end-use
examinations of the equipment received by
the borrowers shown in Exhibit A.

Annual Financial Audit

The annual financial audits during the disbursement period of the
AID loan, as required by Impiementaticn Letter No. 5, have not been made.
There was no evidence of follow up requests by the Mission to obtain such
audits. '

This report is supposed to be prepared at least annually during the
disbursement period of the AID loan. The report should provide a good finan-
cial summary of all loan activities and disbursements as well as a descrip-
tion of accomplishments during the report period. The Controller General
(Tribunal de Cuentas) of the Government of Uruguay may prepare the report.

Recommendation No. 7

USAID/Uruguay should request the Controller
General of the Government of Uruguay to imme-
diately schedule a financial audit of the Agri-
Industry Development loan.

Evaluation Reports

One evaluation of the Agri-Industry Development 1oan has been made
covering the period frem September 1975 to December 1977. The next scheduled
evaluation was deferred until completion of the project. A final evaluation
has yet to be scheduled.

An evaluation plan was established by Implementation Letter No. 7,
dated September 10, 1976. The initial evaluation was suggested for June 1977
with subsequent dates to be established by the Ministry of Industry and
Energy with USAID concurrence. Later this schedule was changed to September
977.

After several delays and postponements, the loan evaluation was
concluded on February 15, 1978. It was expected that the report would be
forwarded to AID Washington by the end of March 1978, but this didn't happen
until June 12, 1978. Although about a year-and-a-half behind schedule, the
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evaluation showed the project to be basically sound. The project was continued
without change.

On June 21, 1979, USAID/Uruguay deferred the scheduled FY 1979
evaluation until project completion. The extended terminal disbursement date
(originally September 3, 1978) is March 3, 1980. The project should be
completed within about six months thereafter. At that time, the Embassy
Officer handling AID affairs will request the Evaluation Unit of the Ministry
of Industry and Energy to make a final evaluation.
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EXHIBIT A

USAID/URUGUAY
AGRI-INDUSTRY DEVELOPMENT
AID LOAN 528-T-026
LISTING OF APPROVED SUB-LOANS

Name of Amount
Borrower Type of Business Approved

Lipena, S.A. Corned Beef Processing Plant $ 451,064
Massaro, S.A. Packing of Fruit & Fruit Byproducts 418,278
Terfrusa Cold Storage for Fruit 270,096
Lactaria Nueva Helvecia Dairy Products Plant 136,779
Coleme Dairy Products Plant (Cooperative) 529,612
Cooperative San Jacinto Farmer's Machinery Service 60,148
Sudy and Cia., S.A. Vegetable Dehydration 335,544
Frigorifica Arbiza, S.A. Cold Storage Plant 547,540
Urreta, S.A. Fruit Concentrates 684,159
Queseria Helvetica Dairy Products Plant 122,780
Jean Carsey Touya Chicken Processing Plant 317,266
Coleque Dairy Products Plant (Cooperative) 207,400
$4,380,666

Sttt e e et
et et et
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USAID/URUGUAY

AID-FINANCED PROJECTS
As of September 30, 1979

Project Name and No.

Grants
Agri-Institutional Development - 04)
Economic & Management Training - 096
Fiscal Policy Management - 098
Cooperative Development - 105
Credit Union Development - 106

Loans

Agricultural Research and Technical

Assistance - 024
Agricultural Cooperative - 025
Agri-Industry Development - 026

Total

-25.

EXHIBIT B

Unliquidated

Obligations

Obligated Disbursed
$ 2,734,000 $2,734,000
363,238 363,238
231,907 231,907
100,000 92,861
200,000 164,835
4,850,000 1,453,056
2,000,000 1,939,350
4,644,393 978,427
$15,123,538 7,957,674

3,396,944
60,655
3,665,966

$7,165,8C4







APPENDIX A
Page 2 of 2

Recommendation No. 6

USAID/Uruguay should schedule end-use
examinations of the equipment received by
the borrowers shown in Exhibit A.

Recommendation No. 7

USAID/Uruguay should request the
Controller General of the Government of
Uruguay to immediately schedule a finan-
- cial audit of the Agri-Industry Develop-
ment loan.
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REPORT RECIPIENTS

Deputy Administrator, AID/W

Assistant Administrator - Bureau for Latin America

and the Caribbean (LAC), AID/W

Assistant Administrator, Office of Legislative Affairs (LEG),

AID/W

Controller, Office of Financial Management (OFM), AID/W

General Counsel, GC, AID/W

AID Affairs Officer, USAID/Uruguay
Country Officer, ARA/ECA, AID/W
Director, LAC/DP/PO, AID/W
Director, OPA, AID/W

DS/DIU/CI, Room 313, SA-18, AID/W
Auditor General, AID/W

AAG/AFRICA (West), AID/W
AAG/AFRICA (East), Nairobi, Kenya
AAG/E, Cairo, Egypt

AAG/EA, Manila, Phillipines
AAG/W, AID/M

AG/EMS/C&R, AID/W

AG/PPP, AID/W

Inspector-In-Charge, 11S/Panama
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