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This $10.9 million project, approved September 1977, is gererally neetirg its
objectives. However, there are other matters that require USAID/Irdoresia
attenticn,
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"The Indonesian Agricultural Oevelopment
Plarning and Administration Project hequires
AlID's Maracement nttention®

SUMMARY

This $10.9 millicr project, approved September 1977, is vererally meeting its .
cbjectives. A computer center has been established and it is beirg heavily
used. Many persons have been, and are receivinu trairing at U.S., Indonesia
and thirc ccuntry uriversities. While there have been project
accomplishments, there are a runber of otber matters that require the
attention of AIU kMission mapagement .,

-- The project shoulo ve weoblivated by about $765,000, 1lhese tunds are
not presently progranmeo (eavmarked) for project activities. The
pruject can probably reach its cbjectives within existiru earmarkeu
funas.,

-- The supplier of cuniputer equipnent cic rot neet the source ano origin
requiremerts of U.S. law ara Alb reculaticns., Conseguertly, abcout
$244,000 in paymerts vere mece by AlD tor irelicible equipment,
shippirg, uru irsurance costs. The mission shoulo take recovery action
or wotair a vaiver that woulo retroactively allow procuremert of the
cumputer equipment.

-- The contrector selectec for maintairirg the conmputetr system was not
eligible to teceive the awarc. The mainterarce cortractor also
performea pcorly. lore importartly, AlD lost its leverage to cortrol
the contractor her the Mission ovanceo the contractor furds to cover
three years of mainterance cost. The Missior should take all steps
necessaly to ensure the corputer system is aoequately mairtairea in the
tuture.

INTRUDUCT 10N

The Agricultural Levelcpment Flarring aru homiristratior (AUPR) project
(497-0265) was approves September 23, 1977, Tre purpose is to upgrace the
plarning ang programning capability of the lnouresia Ministry of Agriculture
(bOA). This is to be dore by helpirg to instituticralize within the MUA the
ability to carry out effective agricultursl policy aralysis wnu the capucity
tu desicn aru evaluate appropriate cevelopmental program arg project
alternatives,



by its projected April 12, 1984 completion date the project is expectea to
substantially improve the capability of the MUA key planning and policy
guidance units to (a) relate auricultural programs to the needs and problems
of tne rural poor, (b) prepare long and short renge egricultural strategies
and plans, (c) erficiently process agricultural oata, (d) perform necessary
micro and macro analysis of that data, and (e) communicate and interact more
effectively with BAPFENAS -- The National Uevelopment Planning Bureau.

RID furding for the ADPA project totals $6.6 million. Grant Agreement 77-15,
signed on September 26, 1977, provides $1.3 million for technical assistance.
The lowa State University, under a contract with the GOI, is to provide the
technical assistance. Grant Amendment number seven, dated January 13, 1963,
provices an acoitional $500,000 to finance a one-year extension of the
technical assistance. An AlU loan (497-T-051) amounting to $5 million, signed
on April 12, 1978, finances the commodity and training segments of the
project. The Government of Indonesia (G01) is required to provice $4.1
million in counterpart funds to finance local currercy requirements.

FURPUSE AND SCUPE

In performing the audit, we reviewed applicable documentation ano firancial
recoras which are maintained by USAIL/lndonesia. Ve also interviewec
appropriate personnel of USAID/Indoresia, the MOA ang the lowa State technical
assistance team. The auoit covered the project from its imception through
June 1985,

FRUJECT LOAN FUNDS SHOULD BE DEOBLIGATEL

In our view, the USAIL/Indonesia shoulo cecbligate about $785,000 in project
loan funds. Presently, neither the Mission nor the GOI have specific plans to
use these funos. The project probably can be successfully carried out with
funos that have already been programmeo (earmarkec) for specific project
totivities.,

AID Hanobouk 19 provides cuidarce an the review of unliquidated balances of
obligations. At the middle of each fiscal year ano again at the fiscal year
end, intensive reviews of obligations are required by AID Missions. The
latter review provides the basis for the Mission's certification of the
valioity of ovligations at fiscal year end required by Section 1311 of the
Supplenmental Appropriation Act, 1955. Agency guidance also states,

"Amourts oblicatea which are rot reeded to pay for gooss ano services
gelivered by the PACD },as amendeo are consicered invalid ang are
subject to ceobligaticr.”

The HUPA project had $5 million obligated uncer Loan Agreement 497-1-051. As
of Jure 16, 19t3 only $4.2 million of the loan funds have been identified for

1/ Project Activity Completion Date.



specific project activities. below shows the earmarks and planned earmarks
against the loan obliqation.

Loan 051 Obligation $5,000,000
Earmarked through March 31, 1583 $3,154,178

Project Implementation Letter
(PIL) 19, April 18, 19&2 6€0,135

Flars per mission Project Officer,
Jure 16, 1983 400,000 4,214,313

Amount that coulo be deobligated P NYA

USAID/Indcnesia did not agree that the loan funds shoulo be cecbligpated at
this time. On July 7, 1983, the USAIU/Inuonesia responded to the audit
finging statina that "The mission has the responsibility to determine that the
objectives of the project have been net in order to draw the project to a
close. A PACD extension is under consideration in order to ensure the
cbjectives are met. As soon as it becomes clear the extent tu which funds are
available for deobligation, the Mission will take the necessary action."

In our opirion, the major elements of the ADPA project have alreacy been
financed with existing proorammed loan furds. Uuring the audit, we were
informeu by the Mission that the PACD might be extendea, but only to allow
completion of lcng-term trainirg in the Uniteo States. Funds for this
training are already earmarkea by a contract between the GUI ano lowa State
University. Another siunificant project activity which is loan fundea is
in-country trairing. PIL-19 finances this project activity tnrough the era of
the project period. doreover, the funos requireo for adaitional in-country
training are irclugea in the $400,000 the Mission Project Ufficer estimateo is
neecged to carry out remaining project activities. The Project Ufficer also
plannec a computer upgrave which woulo use the balance of the $400,00C.

Conclusion

In summary, all of the najor elements of the project have been financed
throuuh earmarks or plarned earmarks. Therefore, USKID/Indonesia should make
a firal review 0/ project activities which may require some acoitioral
financing; make an estimate of the funos nrecessary to adequately complete
project activities; ard ceoblicate unneeceu funds.

KRecommerdaticn o, 1

USAID/Inuonesia review the obligation for Loan 497-051, estimate the
amount which will not be needed for the project, negotiate the necessary
anenament to the Loan Agreement, ano deoblivate urneedeo loan funas.



Mission Comments

The Mission has agreed to carry out the irtent of this recommendation.

SOURCE AND ORIGIN REWIREMENTS OF U.S., CODE NOT MET

The GUI usea $344,484 of AID loan funds for purchases, shipping and insurance
of commooities -- a computer system. The contract required that all equipment
supplied would be of U.S. Code 941 source ang origin. While most of the
computer equipment was manufactured in the United States, it was shipped to
France for assemtly and testing. OUnce the equipment entered the Frerch
economy, it took on the source of that country, and therefore becons:
ireligible for AID fimancing under U.S. Code S41. Under the code, I'rance is
not an eligible source country.

Description of Source and Urlain Requirenents

Source anc origin requirements are oescribec in AID Hanobook 15 as follows:

"(1) 'Source' mears the country from which a commodity is shipped to the
cooperating country, or the cooperatinu country itself if the commodity is
locatea there when it is purchaseo. Tou be eligiole for AID firarcinu a
commooity must. be of a source desigrated as eligible in the loan or grant
agreenent anag implementing documents, anrd it must also have been mined,
grown, or through manufacturing, processing, or assembly been produced in
ar eligible source country...."

Coue 941 countries were idertifieo in Section 201.11 of AID Regulation 1 as
follows: ’

"Code 941 - 'Selected Free wWorla': The United States and ary
independent country in the Free wWorlo, except the cooperating country
itself and the following...France...."

Description of Contract Terms

One of the principal goals of the ADPA project was the establishment of a
computer center in the Ministry of Agriculture. The ADPA loan agreemert
provides for procurement of computer equipment, related training, and
mainterance.

Un July 12, 1960, a GUI selectiun conmittee recommerced that the bid to supply
a Horeywell Level 6 Model 53 counputer system be accepted. On October 3, 1980,
the WUl awarded a contract amounting to $466,369 for the Honeywell computer
system. The supplier that received the award was the agent of Cii Honeywell
bull -- a firm located in France. The Loan Agreement stipiiates in Section
7.1:



"Foreian Exchange Costs. Oisbursements pursuant to Section 8.1 will be
useo exclusively tn Tinance the costs of goods and services required
for the Project having their source ano origin in countries included in
Coue 941 of the A,1.0. Geographic Coce Book as in effect at the time
orders are placed or contracts are entered into for such goods and
services ("Foreign Exchange Custs"), except as A.l1.U. may otherwise
auree in writing, and except as provideo in the Project l.oan Standarg
Provisions hnnex, Section C.1 (b) with respect to marine insurarce."

Computer Equipment and Relateu Cost Not Eligible for AlD Finarcing

while proper AID reguirements and clauses were irciucdeu in the various
aucuments relatec to this procurement, the supplier dio not, and in fact,
coula not comply with these requirements. Although mostly manufacturec in the
United States, the honeywell computer equipment costing $318,991 was shippeo
from the United States tu France to be "oburmeo in" -- @ process by which the
comporents are assenbled anc tested, before being shipped to the buyer.

Under the definitions of source requirements, these goods became & French
source when the equipment entered France for assembly and testing. In as much
as France is not an eligible U.S. Coce 941 country, the equipment became
ireligible for AIU firancing.

1f commodities are inelicible tor AID financing, then all related costs also
become ineliaible for AID finarcinuy. Therefore, the relatea shipping costs of
$10,724 tor the computer equipment are ineligible for AID finarcing,

Moreaover, the contract specified & price of F(B U.S.A. However, the supplier
billec, ana was pald, for shipment from France. The shipment was routed
through th U.S. to Jskarta, lnoonesia. USKIU/Inoonesia explained that the
cummodities were routed from France to Jakarta via the U.S. to utilize an
American carrier.

Tre shipment of this computer equipmert was insureu from France to Singapore
(transhipnent point) ara Singapore to Jukaria. The total cost of the
insurance was $9,76Y. While the AID Harobook on AlU-financed comnouities does
not specifically aauress imsurance on air shipnerts, it does provice gulcarce
on ullowable narire insurance. The Hanobook reqguires that for insurunce to be
financed, the commodity to b2 insuted must be eligible for AID tinancing. #As
we have discusseu above, these commooities are ireligible for AID financing
ana so, therefore, is the insurance.

Cunclusion

The computer equipment, shippinu wnd insurarce costs are not eligible for AID
financing. Granteo, most of the equipment was menufactured in the United
States. However, the supplier is technically in viclation of the sowurce and
origirn rules followeo by AID, Therefore, we have no alternative but to
recommend recovery action by the Mission. Shoulo the Mission obtair a waiver
or AIU/w Cenreral Counsel legul opinion that refutes our judgment in this
matter, we will, of course, withdraw our recomnendation for recovery action.
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Recommerdation No. 2

USAIL/Inaoresia take action to recover $344,484 from the GOI loan funds
expended for commodities which were of ineligible source (3318,991),
shipping of irelicible commooities ($19,724), and insurance placed on
ineligible commooities ($5,769).

Mission Comments

USAID/Irooresia tequested that we withoraw our recommencaticn based on an
opinion cbtaired from its legal adviser. The USAID/Indonesia legal adviser
nuted:

"First, the auoit recommencation has ackrowledged the U.S. marufacture of
the 98 per cent of the total value of the system. but questions the
soutce, since the gooos were shipped from France. The shippirg anc
insurance costs are questicred basea on the ineligible source claim. The

supplier informea us that the goods were shipped frum the United States to

Frarce to be "burrea in", & process by which the components are assembled
and tested, before being shipped to the Luyer. Such services are
ircidertal to the procuremert of commodities arg AID's paticnality rules
do not apply to such services. The projecc was not charueu for the costs
of the shipmert from the Uriteo States to Frarce.

"After the "burring in", tne equipmert was then shippeo to Jakarta via the

Urited States., The supplier ascertains that be shipped via the Uriteu
States because the orly U.S. carrier whicn would take the larce cargo,

Flying Tiger kirlires, flew the western route. Passenger airlines at that

time dio not ship larue computer units. Agency regulatiors require
shipment by U.S. carriers if available regardless of a difference in
price. Therefore, we believe that the supplier achered to the terms of
the contract by using an American carrier, even thouuh the carrier tock a
longer réote than woulo be necessary if he hao used a foreion carrier.

Fipally, the auditor cuestions the insurance costs. The insurarce was

placeo with ar insurance compary in Singapore, which is affiliateu with an

Erolish irsurarce compary. To the best of our knowledge, the company is
legally incorporated in Sinuapore, and meets the AID requirenments
cncerring naticnality. At the tine the insutrance was placed, Singapore
was an eligible courtry urcer ~ID geouraphic code 941..."

ne are i aureenent with the USAID/Irdonesia legal aoviser's factual
presentation, Hosever, we remain of the opinion that the computer equipmert

ano telateo costs oo rot meet the source requirement of U.S. Cooe 941. 1In our

view, the Mission's conments on "ircioental services" are rot germare in this
cas: . AID kegulation 1, Section 201.01 (U) describes incidental services as

", ..the irstallation or erection of A.l.U.-firanced equipment, or the
trainirg of persorrel in the mainterarce, operation, anu use of such



equipment.." AID kegulation 1, Secticn 201.12 states "Incidental services
nay be firanced under the same impiement document (loan agreement) which
makes funds available for the procurement of equipment if ### (L) Such
services are speciried in the purchase contract relating to the equipment.®

in this instance, the contract callea for shipment of the equipmert FOB
U.S.A. Further, the contract dicu rot providve for any incicental services tu
be perfourmed in Frarce.

The backuround of this mattetv was uiscussed with AlU's Realonal Legal Advisor
who is attachec to USAID/Fhillipires. 1t is the RAL's opinion that the
computer equipment should ve considered of French source anu therefore not
eliagible for AID fimanciro urder the U.S. Code. The KLA atso felt that a
walver of the source requiremert shwulo be requested by USAID/Inuunesia.

COMPUTER EQUIFMENT WNOT MAINTAINZD FROPERLY

The same supplier -- the Agert of Cii Horeywell bull -- also was awardec a
contract to naintain the computer eguipmert.

USAID/1lnaonesia ard the UL cererally auree the supplier has performec poorly
ir maintaining the computer equipment. Trhe Mission made consicerable efforts
ir the tirst half or 1987 to get the WWI tu termirate the mairterarce seainent
of the cuntraect. These cfforts were unsuccessful because, in accordance with
the contract, the full cost of the 3-year mairterance cortract was aovenceo at
the time the contract came into force. Ccnsequently, the Mission anu the COI
had little, if any, leverage to intluerce the performance of the supplier
short of cortract tetniration.

Irclucea in the cortract, dateo Octover 2, 1980, for the purchase of the
horeywell computer system was provision for 3 years of harcdware ang software
maintenance bevirning af'ter the l-year warranty perioc ended. Section 3.2.3
of the hust courtry contract provices the following: "Payment of U.S.
$105,162 for the three (3) years mairtenance indicated in Arnex X, Mairtenance
Agreement, will be paid immediately upur invoice, followirg this contract's
comirg irtu force." Paymert wus mace in accordance with this provision.

Ar earlier 1G memorandum audit report (RIG/A/kast Asia No. 2-497-8l-14, May
z¢, 1981) giscussed the irappropriate rature of this aovance. We recommended
at that time that the advarce be recovered ard paid at a morc appropriate
time. USAL/1lrconesia replieu that the supplier wculd rever auree to the
necessary cortract anerdnent to allow recovery of the advance. In Jaruary
1962, we aureed that Tecovely waS probably rot possible aru, ir fact, rot even
beneficial, if the supplier were performiny the maintenance work acequately.
The recommervation wee zloseo in July 19be, bused on the Mission's description
of proceoures to preclude such agvances in the future.

Several months prior tou clusing the auuit report recommendation, the Mission
ang (U1l knew of the serious problens irvolveo with the nainterance portion of
the contruct. For instance, a tay 13, 198¢ letter frum the USAIL Project



Officer to the Inrdonesian Ministry of Agriculture noted: "And finslly, there
are sufficient grourds for legal action against the company based on
non-performance, misrepresentation ano the impossibility of (their) providing
U.S. manufactureo spare parts ara equipment uncer the maintenance contract.”
We found ro eviderce that the GUI responded to the letter.

Ir Jure 1983, we apprised the Mission of our corncerns about the continuation
of the nairterarce portion of the cemputer equipment contract. ke suggesteo
that the nainrtenance secment shoulu be terminated because Horeywell
Information System -- The U.S. manufacturer of most of the equipmenrt -- hao an
authorized representative in Indonesia. This representative has been in
Indonesia sirce Lecenber 1961, Further, we suggested that the Mission snoulo
seek & refund from the GOUI in the amount ot the advarce paid the supplier to
protect the interest of the U,S. Goverrmert. The USAID/Indonesia response of
July 7, 1983 ircluced the following:

"As the funds have alreudy been disbursed, the fuids carnot be
'withdrawn'.. Termiration of the cortract ara refund from the
contractor is one option. However, this is not an option available to
the missior, since thez contract is a Houst-Country Countract.*##The
Lepartmert, particulacly the New Secretary General, has recently
inoicatea a rerewed irterest in termirating the contract row that
Honeywell LSA has set up operations in Indonesia. Because of the poor
performarce of the Huneywell Bull Represertative, the Department of
Rariculture has expressea an interest in pickirg up a contract with
horeywell USA either when the contract with Honeywell Bull's
representative has been terminated or wher it expires.

"USKIO believes ro further action is recessary with regaroc to the
mairterance contract. Ve believe the W1 is takirg all recessary
steps, within the constrairts of Indoresiar law and practice, to
termirate the contract. In passirg, we woult like to poirt out that
the performance of the contractor has improved considerably uncer GOI
pressure, although we and the GOl realize the performance is not tully
satisfactory.

"Further, we believe there are ro crounas on which we can gemand a
refurd from the WI directly. Neither the CUI nor USAID had any
evioence to suspect that the contractor was not an authorizec
representative of a U.S. marufacturer. The situation coulo bave been
correcteo it the auvance had not been nace, when honeywell USA
establishea a represertative, but the aovance was inade on the auvice of
the USAIL representative thst it was noruwal practice in the cowputer
industry and that considerable cost saving cculd be realized.***Sirce
the WI reither insisted ur the aovarce paymert ror on awaroing the
contract, and since both actions were takern in gond faith based on
UsAIU approval, we oo not believe we have any recourse against the (01,
umless they can recover the furos from the centractor. As we pointeo’
out above, the WI is actirg resporsibly in this regara. Therefore we
believe no further action by USAID. is warvanted". (UnderlTred for

emphasis)




vie believe that the Mission's knowledge of the supplier's poor performance
should have caused it to take recovery action with regaro to AID loan funds.
However, USAID/1lndonesia's position is that since AID is nrot a party to the
contract, AID canrnut recovers the funds from the supplier. Nevertheless,
recent guidance from AJID/W cescribes hcw the U.S. Government's interest can be
protecteo under a hust country contract. A cable (STATE 1916¢42) vatea July 9,
1963, on the subject of Host Country Contracts describes how AID's interests
can be protected when the hust country is urwilling or unable to act. The
cable states, in part:

"Since A.1.0. is not purty to the contract, it obtains its legal
recourse either through the cooperation of the host Country Contracting
Agercy or under the Contractor's or Supplier's Certificate and
Aareement with A,1.0. This form (A.I1.D. 1440-3 or 1450-4), properly
executea by an suthorizec represertative of the contactor, is required
to be submitted by the contractor with each request for payment under a
host Country Contract. It oives A,I1.D. the rioht to obtain a refund
from the contractor in the event of nonperformance or breach of
centract."

Corclusion

In cur draft report, we corcluced tnat there was & reed ror the
USAID/Inocresia to protect the interest of the U.S. Govermert. we roteg that
by usirg richts conferrea by the cortractor's certification (AID 1440-3), the
vMission coulo obtain a refurd ot the mories palo for the computer mainterance
services. Consequently, we recommenved that USAIU/Indonesia take all actions
(legal arc otherwise) recessary to recover the $105,162 based on
non-conformance by the cantractor.

The mission resporded that this could rot be dore because reither form 1440-3
or 145C-4 had been executed at the time the contract was finalized. kather,
the Mission nouted that the QUL has ircicateo interest in pickinu up & contract
with Honeywell USA when the contract with Honeywell EBull's representative
expires. Theretore, the Mission concluced no further action was warranted by
AID officials.

In our opinion, USAID/lnagonesia should stay irvolved to ensure the computer
equipmert is adequately maintaired in the future. Unless the supplier has
fully demonstrateu the ability to auequately maintain the equipment it shoulo
be excluoed from competiticn on future naintenance contracts.

Recommencation ho. 3

USAIU/Irucnesia berore approvirg a follow-on contract require that the
contractor selecteo ic fully qualified tc adequately maintain the
Alb-firanrcea computer system.
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