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SUt44ARY
 

This $10.9 milliun project, approved September 1977, is generally meeting its 
objectives. A computer center has been establishea and it is being heavily 
used. 1,Many persons have beer, and are receiving training at U.S., Indonesia 
and thiro country universities. W'hile there have been project 
accomplishments, there are a nun.ber of other matters that require the 
attenticoi of AiW kissicn maracement. 

--	 The project shoulo ou ueobligated by auout $75,000. lhese fuiOs are 
not presently progran,,eo (eartiarkeao) for project activities. The 
project can probably react) its cLjectives within existing earmarkeu 
tunas. 

--	 The supplier of cwrputer eQuiprier't cic not meet the source ano origin 
requirements of U.S. lay, ano Alu regulations. Consequently, about 
$344,CUO in paymernts were mace by Al tor ineliible ecuipment, 
shippino, uU irsurance costs. le fissicn shoulo take recovery action 
or Lotain a vaiver that viculo retroactively allow procurement of the 
comrputer equipnt. 

--	 The contractor selecteo tor waintaining the computer system was not 
elinible to receive the awura. The traintenzrce contractor also 
perforeo poorly. lIdore irrportantly, IdD lost its leverage to control 
the contractor Iher the 1,ission aovanceo the contractor funds to cover 
triree years of raintenance cost. The f.ission shoulo take all steps 
necessary to ensure the computer system is acequately mairtaineo In the 
future. 

INfkUUUCT l(k 

The Aaricultural bevelopmerit Planning oro AomlnistratLion (AUPA) project 
(497-0265) was apprLveo September 23, 1977. The purpose is to upgrace the 
planning ano prograrming capability of tie roor'esia ministry of Agriculture 
(.OA). This is to be done by helping to institutionalize within the MUA tne 
ability to carry out effective agricultural policy analysis unu the capacity 
to desicn anu evaluate appropriate oeveuopriental prograni ano project 
alternatives.
 



by its projected April 12, 1984 completion date the project is expected to
 
substantially improve the capability of the MUA key planning and policy
 
guidance units to (a) relate agricultural programs to the needs and problems
 
of the rural poor, (b) prepare long and short range agricultural strategies
 
and plans, (c) efficiently process agricultural oats, (a)perform necessary 
micro and macro analysis of that data, and (e) conunicate and interact more 
effectively with bAPPENAS -- The National Oevelopment Planning 8ureau. 

AID funding for the ADPA project totals $6.8 million. Grant Agreement 77-15, 
signed on September 26, 1977, provides $1.3 million for technical assistance. 
The Iowa State University, under a contract with the GOI, is to provide the 
technical assistance. Grant Amendment number seven, dated January 13, 1983,
 
provioes an aoitional $500,000 to finance a one-year extension of the
 
technical assistance. An AIU 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 (GUI) is required to provide $4.1
 
million in counterpart funds to finance local currency requirements.
 

PURPOSE AND SCOPE 

In performing the audit, we reviewed applicable documentation ano financial
 
recoras which are maintained by USAIL/lndonesia. We also intervieweo
 
appropriatL personnel o" USAlD/lndonesia, the MOA and the Iowa State technical 
assistance team. The aucit covered the project from its inception through
 
June 198. 

F!O.JECT LO-N FUNDS ShOULD BE DEOBLIGATL 

In our view, the USAlI/Inonesia shoulo oeobligate about $765,000 in project 
loan funds. Presently, neither the mission nor the GUI have specific plans to 
use these funos. The project probably can be successfully carried out with 
funos that have already been programmeo (earmarkeo) for specific project
c-,tivities.
 

AIb t-anobook 19 provides guidance on the review of unliquiateo balances of
 
obligations. At the middle of each fiscal year ana 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 obligations at fiscal year end required by Section 1311 of the
 
Supplemnental Appropriation Act, 1955. Agency guidance also state5,
 

"Amounts obliatea which are rot needed to pay for goocs ano services 
delivered by the PACD I/as amendeO are consioered invalid and are 
subject to oeobligaticr." 

The AUPA project had $5 million obligated uncer Loan Agreement 497-4-051. As 
of June 16, 19L3 only $4.2 million of the loan funds have been identified for
 

I/ Project Activity Completion Date. 
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specific project activities, below shows the earmarks and planned earmarks
 

against the loan obligation. 

Loan 051 Obligation $5,000,000 

Earmarked through March 31, 1983 $3,154,178 

Project Implementation Letter. 
(PIL) 19, April 18, 1983 660,135 

Plans per Mission Project Officer, 
June 16, 1983 400,00U 4,214,313 

Amount that couio be deobligated 

USAID/I0uanesia did not agree that the loan funds shoulo be aeobligateo at
 
this time. On July 7, 193. the USAIU/Inuonesia responded to the audit
 
findino stating 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
 
objectives are met. As soon as it becomes clear the extent to which funds are
 
available for deobligation, the Mission will take the necessary action."
 

In our opinion, the major elements of the ADPA project have alreaay been
 
financed with existing programmed loan funds. During the audit, we were
 
informeu by the Mission that the PACD might be extendeo, but only to allow
 
completion of leng-term training in the Uniteo States. Funds for this
 
training are already earmarkeo by a contract between the GUI ano Iowa State
 
University. Another significant project activity which is loan funded is
 
in-country training. PIL-19 finances this project activity through the eno of
 
the project period. Moreover, the funas required for additional in-country
 
training are included in the $400,000 the Mission Project Officer estimateo is
 
needeo to carry out remaining project activities. The Project Officer also
 
planneo a computer upgraoe which woulo use the balance of the $400,000.
 

Conclusion 

In sumrary, all of' the najor elements of the project have been financed 
throuoh earmarks or planned earmarks. Therefore, USAID/Indonesia should make 
a final revitw oi' project activities whibh may require some additional 
financing; make an estimate of the funas necessary to adequately complete 
project activities; and ueoblicate unneeoeu funds. 

RecommendatiINu. 1
 

USA1/lnuonesia review the obligation for Loan 497-051, estimate the
 
amount which will not be needed for the project, negotiate the necessary
 
amenoment to the Loan Agreement, ano deobligate unneedeo loan funas. 
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Mission Comments 

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

SOURCE AND OHIGIN REaJIREIENTS OF U.S. CODE NOT PET 

The GUI usea $34,484 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 ana origin. While most of the
 
computer equipment was manufactured in the United States, itwas shipped to
 
France for assembly and testing. Once the equipment entered the French
 
economy, it took on the source of that country, and therefore beconw.
 
ineligible for AID financing under U.S. 
not an eligible source country. 

Code 941. Under the code, France is 

Description of Source and Uricin kequirements 

Source an oriuin requirements are oescribea inAID Handbook 15 as follows: 

"(.) 'Source' means the country fromi which a commodity is shipped to the 
cooperating country, or the cooperating country itself if the commodity is
 
locateo there when it is purchased. To be eligiole for AID financing a
 
commodity must.be of a source designated as eligible in the loan or grant
 
agreement ano implementing documents, and itmust also have been mined, 
grown, or through manufacturing, processing, or assembly been produced in 
ap eligible source country.... " 

Cooe 941 countries were identifieo in Section 201.11 of' AID Regulation I as
 
follows:
 

"Cude 941 - 'Selected Free Wurlo': The United States and any
 
independent country inthe Free World, except the cooperating country
 
itself and the following...France...."
 

Description of Contract Terms
 

One of the principal goals of the AUPA project was the establishment of a
 
computer center in the Ministry of Agriculture. The PLPA loan agreement
 
provides for procurement of computer equipment, related training, and
 
maintenance.
 

On July 12, 19bU, a OWI selection committee recon-inenoea that the bid to supply
 
a Honeywell Level 6 Mooel 53 coinputer system be accepted. On October 3, 1960, 
the LOl 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 stiPLlates in Section 
7.1:
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"Foreign Exchange Costs. Disbursements pursuant to Section 8.1 will be
 
usea exclusively to finance the costs of goods ana services required
 
for the Project having their source ano origin in countries included in
 
Coue 941 of the A.I.D. Geographic Coce book as in effect at the time
 
oroers are placed or contracts are entered into for such goods and
 
services ("Foreign Exchange Costs"), except as A... may otherwise 
agree in writing, and except as provided in the Project Loan Standaro
 
Provisions Annex, Section C.A (b)with respect to ,arine insurance."
 

Computer EQuipment and Relateo Cost Not Eligible for AID Financing 

While proper AID requirements and clauses were inclucleo in the various 
cocunents relate, to this procurement, the supplier did not, and in fact,
 
could not comply with these requirements. Although mostly manufactureo in the 
Uniteo States, trie honeywell computer equipment costing $318,991 was shi.ppea 
from the United States to France to be "burned in" -- a process by which the
 
components are assembled ano tested, Wfore being shipped to the buyer.
 

Under the definitions of source requirements, these goods became a 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
 
ineligible for AIU financing. 

If commodities are ineligible tor AID financing, then all related costs also 
become ineligible for AID financing. Therefore, the related shipping costs of 
$19,724 for the computer equipment are ineligible for AID finarcing. 
Moreover, the contract specified a price of F(B U.S.A. However, the supplier 
billuo, an, was paid, for shipment from France. The shipment was routed 
through th U.S. to Jakarta, lnaonesia. USAIU/Inoonesia explained that the 
conuooities were routed from France to Jakarta via the U.S. to utilize an 
American carrier. 

The shipment of this computer equipiient was insurea from France to Singapore 
(transhipnent point) ano Singapore to Jakarta. The total cost of the 
insurance was $5,769. Vhile the AID Hanouock on AIL-financeO conunoolties does 
not specifically aocress insurance on air shipments, it does provioe guioance 
on alluwable mar.i.ne insurance. The Hanobook requires that for insurance to be 
financed, toe comfmooity to b insuieci must be eligible for AIU financing,, As 
we have discusseu zibove, these couiwooiti~s are ineligible tor AID financing 
ana so, therefore, is the insurance. 

Conclusion 

The computer equipent, shipping and insurance costs are not eligible for AID 
financing. Granteo, most of tle equipment was manufactured in the United 
States. However, the supplier is technically in violation of the source and 
origin rules followeo by AID. Therefore, we have no alternative but to 
recommend recovery action by the Mission. bhoulo the Mission obtain a waiver 
or AIU/W General Counsel legal opinion that refutes our judgment in this 
matter, we will, of course, withdraw our recommendation for recovery action. 
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Reconnenoation No. 2 

USAID/Inoonesia take action to recover $344,484 from the GOI loan funds 
expended for cortirodities which were of ineligible source ($318,991), 
shipping of ineligible comnooities ($19,724), and insurance placed on 
inelioible commodities ($5,769). 

Mission Comments 

USAID/Inoonesia requested that we withoraw our reconvnenoation based on an
 
opinion obtained from its legal adviser. The USAID/Indonesia legal adviser
 
nuted: 

"First, the auoit reconinenoation has acknowledoged the U.S. manufacture of 
the 98 per cent of the total value of the system. but questions the 
source, since the uooos were shipped from France. The shipping and 
insurance costs are questioned basec on the ineligible source claim. The 
supplier informed us that the goods were shipped from the. United States to 
France to be "burneo in", a process by which the components are assembled 
and tested, before being shipped to toe buyer. Such services are 
incidental to the procurement of conweodities ano AID's naticlality rules 
do not apply to such services. The projeet was not chargeo for the costs 
of the shipment from the Unitec States to France. 

"After the "burning in", tne equipment was then shippeo to Jakarta via the 
United States. The supplier ascerLains that he shipped via the Lited 
States because tile only U.S. carrier wnicr, would take the larce cargo, 
Flyino Tiger Airlines, flew the western route. Passenger airlines at that 
time dia not ship large computer units. Agency regulations require 
shipment by U.S. carriers if available regardless of a difference in 
price. lherefore, we believe that the supplier adhered to the terms of 
the contract by using an American carrier, even tough the carrier took a 
longer rCte than woulo be necessary if he had used a foreign cqrrier. 

Finally, the auditor questions the insurance costs. The insurance was 
placeo with an insurance company in Singapore, which is affiliated with an 
Enolish insurance company. To the best of our knowledge, the company is 
legally incorporated in Singapore, anid meets the AID requireents 
cncerninu nationality. At the time the insurance was placed, Singapore 
was an elioible country unoer AID geugraphic code 941..." 

,,e are in aoreerient with the USAIl/IlnOoesia legal adviser's factual 
presentation. however, we remain of tile opinion that the computer equipment 
and related costs co not meet the source requirement of U.S. Code 941. In our 
view, tre ission's coiments on "incioental services" are rot germane in this 
cas,. AID hegulation ., Section 2W1.01 (0) describes incidental services as 

"...toe installation or erection of A.l..-financed equipment, or the 
training of' personnel in the maintenance, operation, and use of such 
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equipment.." AI Ecegulation 1, Section 201.12 states "Incidental services 
may be financed under the same implement document (loan agreement) which 
makes funds available for the procurement of equipment if -** (L) Such 
services are specified in the purchase contract relating to the equipment."
 

In this instance, the contract calle for shipment of the equipment FOB 
U.S.A. Further, the contract dio not provide for any incidental services tu 
be perfurmed in France. 

The backuround of this matter was discussed with AM's Regional Legal Advisor
 
who is attached to 1USAlD/Phillipines. it is the RAL's opinion that the
 
computer equipment should be considered of French source and therefore not 
eligible for AiD financing under the U.S. Code. The RLA atso felt that a
 
waiver of the source requirement should be rerquested by USAD/Inonesia. 

CCmPUTUJ EJIFNU EN 1 NOT MAi iTAINW1 FROPERLY 

The same supplier -- the Agent of Cii Honeywell bull -- also was awarded a 
contract to tiintair the computer equippmert. 

USAID/inuoresia ard the LW0 cenerally agree the supplier has performed poorly 
in maintainirg the computer ecluipment. The Mission made considerable efforts 
in the tirst half of 1982 to oet the Wi to terminate the mainterarce segment 
of tI contract. These Otforts here unsuccessful because, in accordance with 
the contract, the full cost of the 3-year maintenance contract was advanced at
 
the time the contract came into force. Ccnsequently, the Mission and the LI
 
had little, if any, leverage to influence the performance of the supplier
 
short of contract termination. 

Incluoed in the contract, uated Octoer 3, 190, fur the purchase of the 
honeywell computer system was provisio for 3 years of hardware ana software 
maintenarce begi.nning after the 1-year warranty perioo ended. Section 3.;.) 
of the host country contract provides the following: "Payment of U.S. 
$105,162 for the three (3) years mintenance indicated in Annex X, maintenance 
Aoreement, will be paid immediately upor invoice, following this contract's 
coming into force." Payment was mace in accordance with this provision. 

An earlier 1G memorandum audit report (RIG/A/Last Asia No. 2-497-81-14, May 
28, lbl) discussec the irappropriate rature of this advance. We recommended 
at that time that the advance be recovered ar'o paid at a more appropriate 
time. USAIj/InConesia repiieu that the supplier wculd never agree to the 
necessary contract arerdrient to alloy, recoVry of the advance. In January 
19b2, we agreed that recovery was prcbably rot possible enu, in fact, rot even 
beneficiai, If the supplier were perfor.inu the maintenance work adequately. 
The recomienoation wp, closeo in July 19b2, based on the Mission's description
 
of proceoures to preclude such aovarces in the future.
 

Several months prior to closing the audit report recommendation, the Mission 
and GUI knew or the serious proleis involved with the maintenance portion of 
the contract. For instance, a r.ay 13, 192 letter from the USAIU Project 
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Officer to the Indonesian Ministry of Agriculture noted: "And finally, there
 
are sufficient grourds for legal action against the company based on
 
non-performance, misrepresentation ana the impossibility of (their) providing
 
U.S. manufactureo spare parts aro equipment under the maintenance contract."
 
We found no evidence that the GI responded to the letter.
 

In June 1983, we apprised the Mission of our concerns about the continuation 
of the maintenance portion of the computer equipment contract. he suggesteo
that the maintenance segment shoulo be terminated' because Honeywell
Information System -- The U.S. manufacturer of' most of the equipment -- hao an 
authorized representative in Indonesia. This representative has been in
 
Indonesia since Lecenmer 1961. Further, we suggested that the Mission should 
seek a refund fra the G0I in the amount ot the advance paid the supplier to 
protect the interest of the U.S. Government. The USAlD/Indonesia response of 
July 7, 1983 incluaed the following: 

"As the funds have already been disbursed, the futds cannot be 
'withdrawn'.. Termination of the contract and refund from the 
contractor is one option. however, this is not an option available to 
the 1,ission, since thua contract is a Host-Country Cotract.***The 
Uepartment, particularly the New Secretary General, has recently 
inoicateo a renewed irterest in terminatino the contract now that 
Honeywell (,SA has set up operations in Indonesia. Because of the poor
performance of the Honeywell bll Representative, the Department of 
Agriculture has expressed an interest in picking up a contract with
 
honeywell USA either when the contract with Honeywell Bull's
 
representative has been terminated or when it expires. 

"USAID believes ro further action is necessary with regaro to the 
maintenance cctract. Vie believe the UWl is taking all necessary 
steps, within the constraints of Indonesian law and practice, to 
terminate the contract. In passing, we woulO like to point out that
 
the performance of the contractor has improved considerably under GOI 
pressure, although we and the GOi realize the performance is not fully 
satisfactory. 

"Furtrer, we believe there are no crounas on which we can oemana a 
refund from the UI directly. Neither the GUI nor USAID had any
evicence to suspect that the contractor was not an authorizeo 
representative of a U.S. manufacturer. The situation coulo have been 
correcteo if' the auvance had not been iace, when honeywell USA 
establisheo a representative, but the aovance was made on the advice of 
the USAIb representative that it was normal practice in the computer 
industry and that considerable cost saving could be realized.***Since
 
the W(I reither insisted on the aovance payment nor on awarainu the 
contract, and since both actions were taken in good faith based u) 
UtMIlb approval, we co not believe we have any recourse against the GOI, 
umless they can recover the funds from the ccntractor. As we pointed' 
out above, the (1)I is acting responsibly in this reoaro. Therefore we 
believe no further action by USAID. is warranted". ?UnderlineO for 
emphasis) 
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We believe that the Mission's knowledge of the supplier's poor performance 
should have caused it to take recovery action with regard to AID loan funds. 
However, USAID/Indonesia's position is that since AID is not a party to the 
contract, AI cannot recovers the funds from the supplier. Nevertheless, 
recent guidance from AIL/W oescribes hcw the U.S. Government's interest can be 
protecteo under a host country contract. A cable (STATE 1916k2) oatea July 9, 
1983, on the subject of Host Country Contracts describes how AID's interests 
can be protected when the host country is unwilling or unable to act. The 
cable states, in part: 

"Since A.I.D. is not party to the contract, it obtains its legal
 
recourse either through the cooperation of the host Country Contracting 
Ageecy or under the Contractor's or Supplier's Certificate and 
Agreement with A.I.D. This foim (A.I.D. 144U-3 or 1450-4), properly 
executeo by an authorizeo representative of the contactor, is required 
to be submitted by the contractor with each request for payment unaer a 
host Country Contract. It gives A.I.D. the right to obtain a refund 
from the contractor in the event of nonperformance or breach of 
contract." 

Conclusion 

In our draft report, we corcluded tr'at there was a need or the 
USAID/Incnesia to protect the interest of the U.S. Goverment. we noted that
 
by using rights conferrea by the contractor's certification (AID 1440-3), the 
Mission could obtain a refurd of the monies paid for the computer maintenance 
services. Consequently, we recomnenoeo that UAI/Inoonesia take all actions 
(legal ano otherwise) necessary to recover the $105,162 based on
 
non-conformance by the contractor. 

'Themission respordeo that this could not be cone because neither form 144U-3 
or 145-4 had been executed at the tire the contract was finalized. Hather, 
the Miission noted that the LYl has inoicated interest in picking up a contract 
with Honeywell USA when the contract with Honeywell bull's representative 
expires. Theretore, the mission concluded no further action was warranted by
 
AI) officials. 

In our opinion, USID/Inoonesia should stay involved to ensure the computer 
equipment is adequately maintained in the future. Unless the supplier has 
fully demonstrateo the ability to auequately maintain the equipment it shoulo
 
be excluded from competiticn on future aintenance contracts. 

Ikecoirienation No. 3 

USAI/Iroonesia before approvirg a follow-on contract require that the 
contractor selected is fully qualified to adequately maintain the 
AiL-finarcea computer system. 
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