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We reviewed the PL 480 Title I Program in Somalia. The primary
purpose of this review was to assess the extent that the Food For
Peace program was contributing to AID's overall development program
in Somalia. Other purposes were to review the program planning
process, the Government of the Somali Democratic Republic's (GSDR)
reporting and accountability, and the effectiveness and efficiency
of program monitoring.

To afford USAID/Somalia the opportunity to take early corrective
measures in areas where we believed management attention was
required, we advised the USAID at the exit conference of our
findings and proposed recommendations for corrective action. Our
findings pertained to:

- The need tor a formalized policy regarding the programming
and monitoring of local currency generations.

- The need for the GSDR to deposit in the special account
about Somalia shillings 95.4 million (US$ 15 million)
generatrd when Title I commodities were sold.

- The need tor additional follow-up measures with the GSDR's
reporting.
- The need for improved project monitoring

- The GSDk's overburdened absorptive capacity.
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Lack of Implementation of Kkevised AID Policy on Country-owned Local
Currency Generated by PL 480 Title I Sales

In June 1976, AID issued AID1O Circular 2-333, subject "Revision of
AID's Policy Regaraing Participation in the Programmipg of Local
Currency Proceeas ol PL 480 Title I Financed Commodities". This
nircular stated that the Agency's new policy position regarding
local currency generations would be an increased involvement.

In accoruance with the change in policy emphasis, each mission which
expecteu to generate Pl 480 Title I local currency was requested to
analyze 1ts situation to uctermine whether a more active role in
counterpart programming would be useful. ‘1lhe mission analysis was
to be submitted to AIl/Washington by September 1, 1976, and be
incorporateu in the next bevelopment Assistance Plan revision. Upon
receipt ol the niission analysis, the regional bureau was to issue a
revision to bevelopment Assistance Planning qguidelines, and also to
set regional policy on counterpart programming tor the country
concernCu.

USAIL/bomalia hau not repliea to AlL1U Circular A-333. Senior USAID
otricials tola us tnat until recently they were unaware of this
circular, let alone any ot its requircnents.  They went on to say
that Usilfb/Sorulia's Policy is ana has been one of increased
involveunent. Although the UsAlb haa not pbrovicea the required
analysis to Alb/washington, neither haa the kegional BLurecu followed
up to obtain it or furnish the USAID with policy qguidance.,

Prior to our arrivai, USAlD/Somalia haa completed the required
in-country analysis. Although the policy that the Lureau would have
established may not have been different from the Strateqgy the USAID
has acopted in programming local currency proceeas, we believe that

the policy shoula be bascd on a more formal analysis anu approval by
the Atrica RBurecau.

Conclusion aud hecommendation

We conclude that the USAIL has addresseu the thrust of Circular

A-333. One remaining action is tor the Kegional Bureau to provide
pclicy quidance once ULSAID/Somalia's analysis has been reviewed., We
are recommenuing this be aone.

kecommendation No. 1

The heqgional burecau tor Atrica (AA/AFR)

Lormaliy proviae ULAIL/Somalia with the

requirea policy guidance after reviewing
the in-country analysis,
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The GSLK Neeus 1o Deposit 'The Equivalent of Uver US$ 15 Million
In Local Currency Into the Special Account.

At the time of our review over US$ 15 million in local currency
[apout Somalia Shillings (So.Sh.) 95.4 million] neeaed to be
deposited 1into the special account. These funds were generated from
the sale of PL 480 Title I commouities provided under the 1981 sales
agreement. None ot the proceeds trom that agreement have been
deposited.

USAIDL otticials adviseu us that the GSDR sells the commodities to
twu parastatal organizations who in turn sell to various government
agencies. ‘wne problem is that these various yovernment agencies
tack tne tunus to pay ftor the commocities. 7hus, the parastatal
organizations are not paiu, anua the local currency generations are
not available for ueposit.

It is our view that the local currency is generatea when the
conrmwuities are transferred/solu to the two parastatals. Credit
sales and subsequent collection problems arce internal matters of the
Gbuk and shouia not attect the sales agreement.

The USAID is fully aware of this problem. Its files are replete
with memoranua and recoras of meetings with GSDK officials
attempting to resolve the matter. The latest information is that
ali local currency ygenerations will be made by Cctober 1982,

In responding to our dratt auait report USAlL/Somalia said:

... (The uralt report) suggests that all the Title I commodities
are sola by the parastatal to Government agencies which default
on payment.  This 1s not the complete picture. Title I and
commercial commodities are 50Lia both to Government agencies ana
to the retali scctor.  However, hecause o' the indebtedness of
the Government agencices to the parastatals the arrears have
vuilt up. It snoulu be noteu that the LYK has generated and
depositea at lecast $36 willion in Local currency eguivalent from
1v78, 1979, ana 1Yb60 agyreements.

We concur. uales aqgreocments for 1974, 1979, ana 1980 totalca about
Us¥ 35.4 million or the cyuivalent ot about So0.SL. 25K.9 million.
Thcsc‘LOCul currency generations, thougyn slow 1n coming, have been
aepositen.  wne local currency renaining to be depositod are the
generations trom the 1981 sales ayreement whicn anount to about
Ub$ly million ot spproastmately LooSn. Y%.4 nmillion. Ubalb/Somalia
subisequently guviSvu us that bo.bh. 17 million was given to the
Ministry of Finance tor aeposit acainst the 19u) Sales adreement:,

Our aratt report containing a proposca recommendation Chat the 1982
Title 1 sales ayreewent not go ftorwara until all local currency
qgencerations lrom previous sales agrecuents bao peen depocited,
USAID/bomal ia cummented:
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"...1ne U.s.  Government signed PL 480 Title I sales agreement
with the GSDK on June 17, 1982 prior to receipt of the draf:
auult. The mission intends to hold the GSDR to its pledge to
ueposit arrears by Uctouwmer 1982. We concur in the suggestion
that the siyning ot future agreements be conditional on the
wepuslt of previous year's yenerations."

Coneauslon

In vicw ul USAID/Somalia's stroung stance in this matter as evidenced
by thelr written response tc our Jdraft audit report, we have
witudrawn the recommendation.

UbAlu/oonalia Needs To rollow-Up with the GSLK KRegaruing keporting
kegulivaents

Annual Pi, 480 Title I selt-help reports are due in AlD/Washington
not later than close of pusiness becember 15. keceipt of the annual
report not later than bDecembter 15 1s essential to preparc and meet
the ucaucine tor the Fresident's annual Fooa tor Peace report to
conyiuess 1 accordance with sSection 408 of PL 480, 1he report
snwuia relate intormation on the achievement of specific selt-halp
jrrovisions containen in current year agreements.,  ‘this iniormation
1% arso vitul to the mission i1n its evaluation cf the host country's
perLormance 1n cuarrying out scli-nelp provisions ol PL 480
agrecncits,

The ubuk has only submittea one seli-help report in tour yoars -= it
lacked content ana specificity. lhe report stould relateo
intutiwation on tne achiievements of specitic selt-bolp provisions
conlalncu 1n the current year ayreement. ‘This intornation 1s also
vitai to tne USATD in its evaluation ot the host country's
perloruance in carryiny out selt-nelp provisions o! PL 480 Title [
tales ayreements.  Ihe need Lor o meaningtul evaiuation of a
recipicnt cvountry's seli-help pertormance is made explicit in the PL
480 act. bSection L0Y(a) makes clear tnats

"Betore entering Into agreements with developing countries for
sale Ol Uniteu States ayricuitural commoalties on whatever
terns, the Pregluent shall consiaer the extent to which tne
recipient country ic Unacrtaking wnerever practicable selt-liclp
measures Lo 1ncrease per caplta proauction ana improve the means
tor storaye ana aistribution ot agricultural commoditics, "

Al. Titie 1 sales ayreements contain the lollowing provicsion:

"Ihe government. ot the inporting country shatl turnish in
accoraance with 1ts tincal year buuget reporting procedurce, at
Buch. vimes as may be requestea by the Govoernment ol the
exporting couniry but not iens ottoen than annually, o report ot
the receipt ana expenditure of the proceeas, coertified by the
appropriate audit authority ot the government of the 1mporting
country, anu in case ol expenaitures the buaget sector in which
they were uncal”
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After tour years ot a Title I program, the GSDR had just provided a
so called certified financial report. Even so it was only for the
period 1978 through 1Y80, and the report was incomplete. While the
report was signed by the Acting Director General of the GSDR's
Ministry ot Finance, no where on the document was any reference made
to a "“certitied Statement.”

USAID/vomalia personnel must, as a matter ot course, follow-up
personally and repeatealy with GSDK officials to obtain any
response. USAID/bomalia ofticials told us that it is not because
the GSuk Ls unwilling to comply with the agreement, but rather
because tne GSLk lacks the personnel gualified to properly complete
the reports.

Coiiclusion _anu Kecommendation

USAlbL/Loialia’s files are filled with letters to the GSDR requesting
the required reports. There was, however, no indication Lhese
problems woula be resolveu in the near term.

with the view toward improving the contcnt of the self-help ana
financial reports aue in Jate 1982, we are advancing the following
recommcnauatlion:

Recommenaation No. 2

USAlL/Somalia aavise the GSDk that uniess tie GSDR can
demonstrate that the reports requizea by the 1981
Yitle I Salec Agreement can be submitted Linely and
contain all the required intormation ana certification
(by resuvmitting complete ana properly cerlilied
reports for at least the 1960 sSales agrecannt), AID
will not be in a posgition Lo approve acaitional
Title 1 prograls.
The USAIDL said in their response to our cratt reovort:
"... 00 dission will tollow up with tuae sinistry of Finance for
d Coumpletion ot the outstanuing sell~help report wnich will
incorpurete the activities ot 1%bl. She report will Le
foasdtied to balhington prior to the Lecorboer 15, 1935
acacltine.  wilh respect Lo tne Currercy Gercrat iou rteport the
MLESICD dan acceplea tne otliciar stawp ol the idinistry ot
Finance over tie birector Generol's signature as on indication
that tre report contoinn true ane conplete informntion Lo the
best ot tnery rooOWlCOGe Gl 1L equavesont to o e i ication,

»

Project tonitoring lecos 1o v Tuprove

In the arca of dnprovea project monitoring, wve Leliove Lhe USATD
coula take some accational dteps,  The USATD necar a systematic
nonitoring progran to cnsure that the GShk i Laking the t¢) {-help
measurcs anu other aevelopmental activitics by vsing local currency
proceceds gencrated from Title 1 sales.
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senior USAIL ofticials stutec that when a self-help project is
tieua-in with one of the USAIL's reqular projects, it receives
adequate overview. Moo, project techniciens as a matter of routine,
lnspect GSLKk's imclemented projects in their respective ygeographical
areas. We believe that & nore tormal monitoring proyram should be
initiated. ‘nere are many projects tinancea Lrom local currency
proceeus, anu unless a procedure is establislied to record the
progress maae towaru project goals, anu uses mauc of the local
currency, the requirements ot Section 106 of Public Law 480 cannot
be aadressed.

Section 106(b) (1) reads in part:

"agreenents nereunder for the sale of agricultural commodities
for dollars on creait terms shall incluue provisions to assure
that the proceeds from the sale of the commodities in the
recipient country are used tor such economic purpose as are
agreed upon in the sales agrecenment..

Conclusion anu Recommendation

In our view the best way to assurce compliance would be systematic
on-site inspections with an uppropriate proyress report placed in
the Mission's ofticial tiles. Pending definitive action we are
advancing the following recommenaution.

Recommenaation No. 3

Usalb/bowmalia develop a procedure to provide on-site
inspections ot o representative sample ot self-help
projects tinanced lrom Title ! local currency
proceceas.  buch a procedure shoula requice that
project prouyress reports be placced in the UshID's
otticial tiles.

USAIL/Somalia aqgreea with us in this matter. In their response to
the dratt report they suailac:

"..oWe concur with this recommenaation anad are in the process of
aeveloplng proceaures for on-site monitoring. We intend to
forwaru o copy of our procedurce to kl1G/A Nairobi atfter thorough
consultation with G5LI officials put not later than August 31,
lyg2."

The CuLbR!s Present Absorptive Capacity hay have been keacheu

We question whether the GSDL has (or will have in the near tuture)
the requirea absorptive capacity to inplement o Title 1, or any
other type of tood program that roguiresn spocit e periormance.,

There is little question that o title I program jncreaces the
demands fwade on oany recipient goverament . Somalia is no exception,
One coulu arque whether the GSDE has the capacity to abrcorly the
acditional responsibilitices similar Lo those which are stancard in a
Title 1 sales agrecwment.,
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Somalia has all the characteristics of a country which has an
overburdened absorptive capacity. These characteristics take the
form of much slower than anticipated achievement of development
projects, an inability to meet commitments, and insufficient

budget. To illustrate the point: 7The GSDLR allocated in 1979 and
1980 for self-help projects about So.Sh. 171.3 million but disbursed
only about So.Sh. 137.3 million. Sirce none 5f the 1981 local
currency generations ot about So.Sh. 95.4 million had been
aeposited, it follows that none could have been disbursed,

Every Title I program carries with it certain self-help and other
development requirements. It appears to us that the Title I program
makes it more difticult for an already strained GSLKk to meet the
nyriad requircmnents of donor assistance.

We are of the opinion that as the requirements for a PL 480 7Title I,
or other fovoda program become more stringent, the GSDR will be less
able to manage. "To increase their absorptive capacity is a long
term developmnent proposition.

Conclusion

We are not making a recommendation, but in our araft report
suggesteu that the USAID consider our comments when planning future
food developmental programs.,

In USAlL/bomalia's response to our araft report they stated.
"...USAID/Sumalia aqgrees that Somalia has a limited absorptive

capacity resulting in part from the poverty of the country
itselt anu in part from Somalia's colonial heritage which has

lett behind a very wecak human rescurce base., USAlLL/Somalia has
taken this limlted capacity into account in aesigning its
program. Qur projects are making minimal demands upon the GSDR
budyet. . In addition they arc¢ c¢xpanding institutional

capabilities and rapidly enlarging the human resource base.
Thus Somalia's absorptive capacity 1s being increcased measurably
on a uaily basis by the USAID assistance."

cc: Deputy Aaministrator
AA/AFK (2)
AA/FVA (2)
LEG
GC
16
AFR/LA (3)
FVA/FFP (3)
FM/ASD (2)
PPC/L
S1T/LIU (4)



