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September 6, 1984

M. James Corley
Contractirg Officer
USAID

USA Embassy
Tegucigalpa, Honduras

Subject: Semi-Annual Report
Contract No. AID/522-0174-C-00-3016-00

Dear Mr. Corley:

Encloscd please find the Semi-Annual Report on the Honduras Develop-
ment Administration Project in accordence with clause 17 (a)(i) and (a)
(2) of the CGoieral Provisions of the above mentioned contract.

The report consists of two (2) parts: a Status Feport indicating the
¢ Mective of cach AIP, progress made, plans for next pericd and recommenda
tions, when ncoded; and an Administrative Reporc covering expenditures and
personnel anployed under the contract.

The contract scope of work is made up of 512 principal activities on
AIP'S with a total of sixteen (10) tasks. Of these sixtecen tasks to date,
we have finished four (4); we are working in seven (7) and five (5) are

scheduled to be strarted during caning pericd

As a macter of fact, during the period covered by this report sune pro
blems arose, as in any other administrative project, but as of this date
they were practically overcance  Accordingly, the implementation schedule
has been revised, copy of which 1s enclosed.

e can conclude  that the Project would be developed within the time

scheduled if the MOF accelerate its decision maling process and gives full
cooperat ion towards its achievement and final success.

Cordially yours,

Edibaldo Silva Lopez
Pres.ident

Enclosures

ESL/mrm,

Washington, D. C.: 5530 Wisconsin Ave, Suite 1600, Chevy Chase, Maryland  zog15 (301) g51-4477
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STATUS REPORT

I. REVENUE COLLECTION ADMINISTRATION

The primary objective of this activity is to improve the GOH
revenue administration by transferring collection of most revenues, if
possible, to the Central Bank. Development of the activity requires an
analysis of the functions of the 32 Government Collection Offices in or
der to advise the Ministry of Finance (MOF) which activities should be
transferred to the Central Bank, which activities will have to remain in
the MOF, vhich offices can be phased out and those that will remain to de
termine to where in the MOF they will respond, reorganize the offices and
improve the procedures of those activities that will remain in the MOF.
Another important matter to considere would be to determine what will be
done with the employees assigned to those activities that will be trans-

ferred to the CB.

This activity has not been started yet as scheduled, due to the
fact that it is directly related with the General Custams Directorate, to
wham the 32 Collections Agencies report and they have serious control pro
blems. We preferred, and so the AID and MOF Coordinators, to devote our
efforts to other activities while these problems were solved and or the MOF

could assure the success of this activity.

Recently, a new Customs Director was appointed and the matter
was discussed with him. As a result of the meeting we were informed by

MOF and AID to go on with this activity.

This activity is expected to start in the month of September,
1984, if our candidate for the position, Mr. Luis Rodriguez Cortés is
approved by MOF and AID. Originally this activity contemplated 12 person
months effort. Due to budgetary constraint AID reduced it to 8 person months
with the understanding that we will do our very best to complete it in the
reduced time, but that we will keep informed AID of the progress of the

work and if necded will ask for some adjustment.



II. TREASURY ADMINISTRATION
A. Bank Accounts Reconciliation

The objective of this task is to improve the capacity of
the General Treasury to assist the MOF in the formulation of financial
policy, allowing the Treasurer to mantain a strict control. over his bank
account cash flows. The AIP proposed an autcmated system for the issuance
of checks, bank account reconciliations and the preparation of daily cash

reports.

This new system was designed and imp_amented on January
1, 1984. Soare operational problems arose in its implementation but they
were solved and presently the system is working normally. All governments
checks are now being prepared by the computer. The Treasurer is able to
ask the camputer the number of checks that he can payv cach day based on
his cash availab.ility and for the first rime in many years he will be able
to have bank account reconciliations. For this purpose the CB is providing
him a tape of the checks paid day by day. The implementation of this
new system required the installation in the Treasury Office of a Data Pro-
cessing Unit with two CRTS connected to CENI'S main frames. The advisor
responsible for the design and installation of this task and the training
of the staff was Mrs. Hilda Nazario.

B. Disbursing Officers System agdinst a Special Bank Account.
The objective of this task is to consolidate in one account,
approximately 300 bank accounts mantained in the Central Bank by the differ
ent special disbursing officers and administrators in the different GOH
Ministries and government institutions. The system was designed including
a new set of rules and regulation and the procedures to be followed by the

special disbursing officers and administrators.

The system was approved by the MOF and a series of training
sessions were offered in Tegucigalpa and San Pedro Sula to the special
disbursing offices and administrators. During the month of June and July

1984 the new system was implemented in the MOF. We plan to resume the
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training during the month of September, so that the rest of the agencies
implement the system and by January 1985 everyone is under the new sys

tem, -

The advisor responsible for the design and installation of this
task and the training of the staff has been Mr. Andrés Medina Pefla (Esq.).

C. Revision of the contractual relations between the Central
Bank (CB) and the Ministry of Finance (MOF).

This task involves an analysis of all services rendered by the
Central Bank to the MOF. It contemplates the preparation of an all inclu-
sive contract to be negotiated between the two government institutions with

the primary objective of rationalizing and regulating the different services.

Since this project was started, three new matters have come
up requiring agreements between the CB and the MOF. These have been the
preparation by the CB of a weekly tape with the information about the trea
sury checks paid during the week, the consolidation of the 300 disbursing
offices banks account into one and the consideration by the CB of all central
qgovernment bank accounts balances including the Trust Fund account before
determining an overdraft on the Treasurer bank account for the purpose of
charging interest. Also the matter of the rate of interest charged is being
questioned and we suggested a reduction from the present 4% per annum that

CB is charging now to MOF.

For the first two matters the contracts were drafted and signed
by both the CB and the MOF. On the third one a draft of the contract was
prepared and submitted to the MOF and sent to the CB for their considera-
tion. The CB has indicated their resistance to include the Trust Fund
account as part of the central government accounts to consider before declar

ing the existance of an overdraft.

Notwithstanding, the fact that the MOF designated the Vice-Mi
nister of Finance and the Director of the Budget as negotiators with the CB,

the negotiation on this third contract has been limited to the technical



level. The technical level reached a point of impasse in the negotia-
+ions that would have required the action of the negotiators.

The MOF later decided not to press the case and to wait
until our expert in bank services conduct an overall analysis of all mat
ters between the CB and the MOF that require review and requested us to
bring the expert in July 1984. Our expert, Mr. Juan Labadie Eurite, is
programmed to came to Honduras in July 1984,

With the delay in the negotiation of this third matter men
tioned above, the MOF will continue paying 4% interest to the CB far the
overdraft. With the fiscal situation that the GOH is now, that means that
the MOF will be paying the CB about L. 4,000,000 in interest by end of this

year if the matter is not resolved.

D. Bank Accounts Consolidation

This task contemplates the consolidation of all Central Go-
vernment Bank Accounts under the control of the General Treasurer, in or-
der to facilitate the administration of public funds, the determination of
idle cash balances, the automation of payment procedures and this bank

accounts reconciliations.

Our specialist has bkeen working in this task and and have
held many meetings with the MOF and CB staff. A draft of the proposed new
system has becn prepared and when finished next month it will be submitted
for final consideration by the MOF and CB. The system should go into effect
as soon as the MOF and the CB goes final approval to it and to the contract
between CB and MOF that was prepared and submitted to MOF for its approval

(see previous activity).

E. Idle Cash Investment

The objective of this task is to develop and apply a cash

flow methodology to forecast the cash position of the Central Treasury and to



determine the type of financial instruments in which idle balances could

safely be invested.

The initiation of this task is dependent on the develop
ment of the tasks related to the consolidation of bank accounts and the
revision of the contractual relations between the CB and the MOF. If evesry
thing Jevelops as expected we should be able to start this task on next
period and have the system installed by January, 1985,

III. INTEGRATED ACCOUNTING SYSTEM

Under this activity a computer based integrated accounting and
reporting system will be developed, including the national property phase
to fill information needs throughout the MOF, particularly, those of the
Budget Directorate, the Office of the Treasurer, General Accounting Offi
ce and Public Credit Directorate. The system will provide consistent re
porting, serving as a basis for most accounting entries and will eliminate
manually performed accounting functions and the existing problem that
the figures produced by Budget, Treasury, CGencral Accounting, Public Cre

dit and the CB never balance.

Basically this activity is subdivided in threec tasks:

1) Procedure for the Integration of the Accounting
2) Procedure for the Control and Accounting of Public Debt
3) The Procedure for the Control and Accounting of MNational

Property.

We are wworking simultaneously in the three tasks. All data was
collected on all three tasks. At the end of this period we were in the
process of analysing the data of the Integrated Accounting System and

had started drafting the procedure. This will be coanpleted of August 1984,

Our final rccomendations and new system with respect tc control

aid accounting of the national property werc presented to the MOF. Basi-



cally the new concept involved the centralization in the MOF of the pro-
perty accounting based on reports submitted by the different Ministries,
which will maintain a decentralized control with the neccessary detailed
records for each public property. In this way, the MOF can maintain a

perpetual inventory by agency, that can be audited, controlled and analyzed
properly.

Once the Public Property systemsis approved by the MOF, the new sets
of rules and regulations prepared for the system will have to be submitted
to the President of the Republic for his promulgation. If all goes as
expected the new system will be installed and operating by January 1985.

The third task, the one related to Public Debt is 90% campleted.
A final report was prepared and sumbitted for review and discussion with
the Public Credit Directorate staff. It comprise 'nternal and external
debt, records mechanization and the Trust Fund control for the payment of
Public Debt. We have programmed to finish the system during the next period,
hoping that it can be implemented for the coming fiscal year, January 1985.

IV. PUBLIC EMPLOYEE BONDING

The purpose of this activity is to establish a blanket position
bond system for all CGOH employees; with the alternative of a trust fund as
a self government insurance plan. This system among other things, will di
minish government losses due to malfeasance by increasing real coverage, and
will encourage greater delegation of responsibilities and authority, speec

ing up decision making and government programs execution.

As it is now, only very few government officials have a bond and
in all cases they have to place it on their own account by buying a bond
from an insurer or pledging some property as valuable. The Office of the
Controller Ceneral is the office in the GOH that requires and keep record

of the bonded oificials.



When we conducted the diagnostic survey (1982) of thes basic
functions of the MOF we recammended the establishment without delay of a
public employee bonding system. At an earlier date this same consultant
had examined, at the request of the MOF, the convenience of establishing
such a system in the GOH. The recommendation at that time was the seame
as in 1982. In both ocassions we also recammended that the system be es

tablished in the MOF because of its operational nature.

Our recommendation was approved by the MOF and the system was
designed to operate from the MOF.

When the Controller was informed of the plans for the new system,
he agreed with the system but did not accept the idea of establishing it
in the MOF. He insisted that the law assigns that function to the Control

ler.

Since the MOF interest is that the system be established, they
accepted the positicn of the Controller and we were instructed to make the
necessary adjustments to the system and to design the final rules and re-
gulations, review the organizative structure and budgetary neceds of the
office. Accordingly, our expert Mr. Gregorio del Valle will come in July
1984 to design the regulation and the corresponding procedurcs, expecting

to start with the blanket position bond system in the fiscal yecar 1985.

V. TRANSPORTATION SERVICES

In a letter dated February 1, 1984, the MOF requested to delete
this activity from the project and to use its funding for other more urgent

activities,

VI. PROCUREMENT
The main purpose of this activity is to improve and accelerate
the purchasing function throughout the Central Government of Honduras with
the establishment of centralized controls and coupled with decentralized
authority and responsibility. It contemplates the analysis of the Procure
ment law in force, the reorganization of the Procurement Office and the re

vision of regulations and procedures.
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The proposed amendments to the Procurement law has not been
considered yet by the MOF,

The analysis of the current organization of the Procurement Of
fice with our recommendations was finished (except the General Supplies
Fund) and submitted for approval to Mrs. Cristiana N. Figueroa and Mr.
Julio César Castillo, MOF Project Coordinator and Procurement Director,

respectively.

The draft of the requlation regarding the Agencies Purchasing
Delegates was submitted to Mr. Castillo. From the beginning, he did not
accept to delegate the purchases as stated in the Contract signed vith
the GOH. Afterward he accepted the delegations with some amendm.:its to
the process of delegation, which are going to be considered as soon as

possible.

We have not received any obsecrvation with respect to theBiddaing

and the Emergency Purchases Regulations.

The Regulation for the Receiving Agents is being developed by
the consultant in charge.

The MOF has been very slow taking action in this activity. IE
we receive MOF full cooperation and support, it is expected that by next
period the reorganization is approved and budgeted, and all the requlations
can take effect in order to start the implamentation of the new Purchasing

System during 1985.

VII. ELECTRONIC DATA PROCESSING
A, Equipment Reconfiguration and Comunications

The objective of this task is to provide for the maximun
utilization of the existing equipment and for the planned expansion of the
EDP services to absorb the manual processes to be mechanized as a result
c: this Development Administration Project, eliminating thosc peripherals

with no utility for MOF.



This task was finished in the previous period and the
reconfiguration is taking place on a planned schedule.

This task was conducted by Eng. Sergio Miranda and Eng.

Alfonso Golderos under the direction of Eng. Awilda Blanco.

B. Educational Plan

The objective of this task is to conduct an evaluation of
training needs of the EDP staff of the MOF and to design a training pro-

gram to fill those needs and also to be used in the training of new staff.
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The Educational Plan was designed during the previous semester.
The first course was offered in November and December of 1983 and the program
will continue as scheduled until June 1985. Most of the courses are designed
to be conducted in Honduras, but a few or the most specialized ones will be

offered ir. a third country.

This task was performed by Eng. Awilda Blanco with the assis-

tance Eng. Alfonsc Golderos and Eng. Julio Nigaglioni.

C. Integrated Acccunting System

This task is to define and establish a common data base with
all elements required for the Integrated Accounting System. The programming

is of the responsibility of MOF personnel.

During this period the conceptualization of the Procedure for
the Control and Accounting of Public Debt was finished, as well as the pro-
cedure related with the new centralized bank account For the GOH disbursing

officers.

Tor next semester, our plans are to continue with the con-
ceptualization of the different procedures that make up the Integrated Ac-
counting System a3 a whole. The common data base will be established once

all the systems are implemented.
D. MHarional Property System

The project contemplated that a mechanized inventory control
system will be desiened and implemented at the '"Contaduria General de la
RepGblica" to record, control, account for and supervise the acquisition,
transfers and dispozition of arl Public Property. This system will be based
on the Procedures for the Control and Accounting of Public Property that are
being prepared Ly our Piscal Specialist, ¥s. Carmen Vendrell. This task is
scheduled tc start on September with implementation at the beginning of next

year.
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E. Human Resourcaes System

The objective of this task is to design a computerized in-
formation system in the Budget Directorate whereby all governments positions
and employees classification salary history is accumulated to facilitate
budgetary analysis, facilitate retirement accounting and control, and all

other types of salary deductions like social security, income tax, etc.

An analysis of the development of this task as part of the
first evaluation of the Projsct, demonstrated that it must be restructured
to obtain the expected results. To those effects, a Financial Administra-
tion Specialist is ncw working on it. Once this Specialist complete his
analysis and desiuan the manual procedures w.th the inputs, outputs and in-
ternal controls, this will be handed to one of our Information System

Analysts for the concaptualization of rhe automated system.

It 15 expected that the analysis and the draft of the manual
procedures could be finished for next period in order to start this activity

in the beginning of next ficcal year.
F. Evaluation of PADS

This tack includes the evaluation of the staff, organization,
functions and technical supervision of the different Autromatic Procescing
Data Units (PADS). Ir also includezs the vreparation of standard euidelines

§

for the decumentatvion, the definiticon of orovsram lananac:s to be used and the

preparation and organication of procram and dscumenrarion ibrapies.
This task 1s schedaled for the month of Jeptember.
G. Purchasing System

Thic task contemplatss rhe design and implementaricn of a
mechanized system tor purchaces and inventory conrrol ontralized ar the
General Procuremcnt Oftice and deccenrtralized at rhe Minictriec 1-v:l based
on the new regularions and preceduras recommendad under Acriviry VUL Pronure-

ment of this prejecr.

This rask will be started as coon as Activity VI is finished.

This task is scheduled For next year.
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Summary of Expenditures thru
June 30, 1984

Category

Salaries

. Fringe Benefits

. Overhead

Travel and Transportation
Allowances

. Other Direct Costs

. TotalEstimated Costs

Fixed Fee

Grand Total

TOTAL EXPENDITURE

Budget

Amount

366,262
60,678
192,123
74,170
227,566

5,140

To Date

186,534,

29,856

97,376

40,325,
140,019.

12,310.

by

.83

.07

74

82

62

925,939

74,076

506,323.

4,553

.38

$1,000,015

s5.7,477

.40

This Month
June 193y

.85
.57

.63

.00
.04
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