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The Agricultural Sector II Program 
totals
about $98.9 million; AID is to finance $25.0

million and tie GOH $73.9 million. The broad

goal is to build the agricultural capacity and

organizational 
structure to adequately analyze, plan and implement agricultural projects

affecting the rural poor. There are threeproject elements and 11 subprojects being

implemented by 17 different GOH organizations.


The program design was very ambitious,
complex, and fraught with flaws and erroneous

assumptions. The permeating flaw of the en
tire program was the assumption that the GOH
would be able to contribute the counterpart
funds needed for the program. But, time after
time, the activities show that the GOH was
unable to meet its financial commitments for two reasons: the deteriorating economic condition of the country and/or GOH disinterest
in the activity. There otherwere serious
problems. 
 As a result, most activities show
little progress and the program had many

serious implementation, operational, and
administrative problems. The original goalscannot be chieved, and the program reeds to
be redesigned. This report includes 20
 
recommendations.
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EXECUTIVE SLMMARY
 

Introduction
 

On June 30, 1979, AID signed a loan and grant agreement with the Govern
ment of Honduras (NOH)to assist in financing a program which would estab
lish efficient and cost-effective institutional structures and delivery 
systems to ser-ie the needs of small farmers. The goal was to increase the 
incomes of the rural poor in Honduras by increasing the GOH's capability to 
implement an effective agricultural and rural development programs. This
 
would be accomplished by enlarging the pool of trained personnel needed to
 
manage new development initiatives, and by strengthening the capability of
 
key agriculture sector institutions to plan and implement these new initia
tives. At the same time, the project was to provide resources for ongoing
 
GOH efforts designed to increase the well-being of the Honduran poor.
 

The project consisted in the implementation of eleven subprojects or
 
activities by '7 different organizations. The subprojects were designed to
 
strengthen three major systems within the agriculture sector: (1) Human
 
Resources Development ($11.2 million) which includes participant training,
 
in-service traening, and development of the Agricultural University Center
 
(CURLA) activ;.ies; (2) Institutional Development ($5.1 million) which 
includes deve'.pment of agricultural planning, information, and marketing 
analysis acti, ties; and (3)Delivery of Services and Related outputs ($8.0 
million) which Includes extension services improvement, sub'tegional coopera
tive servicc centers, credit administration, zonal infrastructure packages, 
and small farmer consumption activities. 

The ba ic rationale for the program has been that the Honduran agricul
tural progritms dre reaching only a small percentage of the rural population.
The principal teneficiaries in recent years have been the agrarian reform 
farmers whch are only about 10 percent of the rural poor, and even for them 
the princi,-al renefit has been the acquisition of land. Provisions for 
government tr-nical services and credit have lagged. The fundamental defi
ciencies have jeen weaknesses in the institutional system to deliver essen
tial services when and where needed. Since the rural poor was the prime 
target of the GOH in its agriculture sector programs, it was necessary that 
priority be :',en to increasing the capacity of the Government to expand its 
agricultura'.1 ;evi:es to increased numbers of rural people. 

The fiiancial plan contemplated a $98.9 million Agricultural Sector II 
Program. AID was to finance $25.0 million ($21.0 million for a loan and 
$4.0 mill-on tor a grant). The GOH was to finance the remaining balance 
(the equivalent of US$73.9 million). As of December 31, 1981, AID had obli
gated $18.1 million ($16.0 million for the loan portion and $2.0 million for 
the grant portion) ar had expended $4.7 million. The GOH was having diffi
culties meclr;, Its counterpart fund commitments. 
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Purpose and Scope
 

This is the first audit of this project. It was requested by USAID/ 
Honduras who had realized that the program was having serious problems. The 
Mission wanted the audit to identify problems, their nature, and possible 
solution for the future. The review covers the period of ;une 30, 1979 to 
December 31, 1981, and was made to (a) evaluate the effectiveness, effi
ciency, and economy in carrying out the project's objectives; (b) assure 
that AID funds were used for project purposes; and (c) determine compliance 
with AID Regulations. Our efforts were directed toward identifying problem 
areas in the planning, implementation, and monitoring of the project. 

Conclusions 

At the early stages of program implementation, USAID/Honduras realized 
there were serious problems with the program. In March 1980, the Program 
Administration and Coordination Unit issued an excellent Evaluation Report 
which helped focus attention on several problems faced by the program. Our 
review corroborated the concerns of the Mission. The findings in our review 
present very persuasive evidence that the original design was very ambitious, 
unusually complex, and contained flaws and erroneous assumptions. The pro
gram has had limited success in achieving the objectives. It is having many 
implementation and administration problems and it is our assessment that, as 
presently conceived, neither the broad goals, nor the specific objectives of 
many subprojects can be achieved. We believe that the entire project should
 
be redesigned, and funds reprogrammed. Any excess funds resulting from the
 
redesign should be deobligated.
 

Although some results were being achieved, we found that actual accom
plishments had not kept pace with established schedules due to the design 
deficiencies, implementation complicatio:is, and administration problems. A 
brief assessment of project accomplishments and problems follow: 

- The GOH has net been able to meet counterpart requirements under the 
Loan Agreement. As a result, project implementation has been signi
ficantly delayed and project planning has been hampered. This has 
iesulted primarily because of the economic decline of the country 
over the past two years. In addition, there were other reasorns: (a) 
confusion within AID and the GOH concerning what constituted counter
part contributions; (b) no system was established for controlling 
and accounting for the use of counterpart funds; and (c) disinterest 
by the GOH in some of the activities (page 7).
 

- There was a need to answer scne fundamental questions regarding the 
Program Administration and Coordination U -ithln the Ministry of 
Natural Resources. It had a ser 4 es of complex problems. It 
was not adequately carrying out its responsibilities of coordinating 
and administering the various phases of the program. It was not a 
legal entity. It lacked permanency. It had no authority. It did 
not have the needed personnel. It was hampered by a low position 
within the Ministry of Natural Resources organization. It was not 
performing its reporting responsibilities. It was not providing 
budget information in a timely manner. And, its administrative 
aspects were in disarray (page 10). 
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Efforts to strengthen the Agricultural Planning Sub-System by pro
viding technical assistance and budgetary support to k-ey GOH plann
ing bodies have been for the most part unsuccessful. Although the 
loan agreement called for the GOH to assume the cost of 48 additional
 
positions over the life-of-the-project, at the time of our review, 
they had yet to assume the salary support of any of these person
nel. Twenty-eight employees had been contracted with AID loan funds 
but there is little likelihood of the GOH assuming the cost of any 
of the new positions. Also, leadership and coordination of the 
activity has been a constant problem in that project documents did 
not specify the roles of the different planning institutions in this 
activity. Progress had been limited primarily to producing annual 
plans for seven of the planning units in the Public Agricultural
Sector as well as a comprehensive sector annual plan. In addition, 
regional planning had been strengthened by the creation of Regional 
Planning Units in 4 of the 7 institutions (page 15). 

Limited results have been achieved in strengthening the development 
of a national documentary infornation system and a national numer
ical information system. There has been little coordination among 
the various GOH units involved in gathering, compiling and dissem
inating agricultural statistical information. The project design 
did not specify a particular GOH unit as coordinator of this compon
ent, nor did it cortain a specific implementation plan. Also, there 
had been a lack of sufficient counterpart contribution to develop
the information system. In spite of these problems, certain outputs 
have been achieved. Two new units have been created within the 
Directorate Genera" of Statistics and Census. Within the Ministry 
of Natural Resources, the Agricultural Documentation and Information 
Center has established four rogional information centers. There had 
also been progress on the area sample frame (page 18). 

Although considerable delay has been incurred within the Marketing 
Research and Analysis System component of the project, a contract 
was recently signed between Kansas State University and the Honduran 
Agricultural Marketing Institute (lIA) to provide technical assist
ance to lF'IMA in the area of grain marketing and research. This will 
assist in creating the analytical capability with IMA to establish 
effective marketi, policies beneficial to the small farmer (page 
19).
 

Little progress had been made to date in implementing the Extension
 
Service component f the project. Efforts had been directed pri
marily at the purchase of vehicles, financing personal service con
tract employees and payment of hardship and merit pay incentives. 
Other than initial planning efforts, little had been done to estab
lish model traIning agencies as required by the loan agr-,ement in 
each of the 7 agricultural regions of the country. The community 
based voluntary leaders program had made slow progress. Only 35 
leaders had been recruited compared to the 900 leaders to be 
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selected, recruited and trained. Additional positiors with the Cen
tral Unit of the Extension Service had not been cruated and filled 
to ensure coverage of planning, coordination, supervision and tech
nical support (page 19).
 

The activities related to cooperatives to provide integrated agri
cultural services seemed to be headed in the right direction. But, 
since no direct counterpart funds were availahlp for this component, 
its future was dependent on the avallabil~iy , P.L. 480, Title I 
funds which were not being provided (page 21). 

The National Agricultural Development Bank (BANADESA) has a long
 
history of an ever increasing delinquent loan portfolio. The design
 
of this program component was to address this serious problem.
 
However, very little progress is being made in this direction. None 
of the regional offices which were to be created were staffed and 
operational. Some reorganization within the Bank had increased the 
number of credit specialist. However, BANADESA needs to make a firm 
commitment to create the regional offices and fill the positions 
required by the loan agreement. Otherwise, the objectives and goals 
of reducing levels of delinquency will not be achieved (page 22). 

The Zonal Infrastructure Packages component has made no real pro
gress. The GOH is not committed to this component. Immediate ac
tion needs to be taken to select and construct qualified infra
structure projects or to terminate this component of the loan (page
 
25).
 

Reporting requirements were not being carried out by the Ministry of
 
Natural Resources under the Small Farmer Consumption component of
 
the program. Also, we noted that there was no accurate accounting
 
of funds collected from the sale of tree seedlings and seeds under
 
this component (page 26).
 

Under the participant training component, there is a need to carry
 
out supply and demand studles to ensure that the priority needs of
 
the sector are being served. Short-term participant training was
 
not being implemented because agreement had not been reached to
 
finance the transportation costs of participants. As a result, no
 
short-term training had taken place and the program had not bene
fited from this type of training (page 27).
 

The In-Service training activity has been rcprogrammed and appears
 
to be operating smoothly (page 29).
 

Development of the Atlantic Coast Regional University Center had
 
initial problems with counterpart funds and procurement but appears
 
to have turned the corner and is headed in the right direction.
 
However, in order to avoid future problems with regard to funding
 
which may delay project implementation further, it is imperative
 
that a firm commitment on funding be obtained from the university so
 
that funds will be available for construction "eeds (page 30).
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An excessive amount of time is being spent in procuring project 
commodities primarily because too much time has been spent in pre
paring, revising, and approving Invitation-for Bid (page 31). 

The Mission has not maintained adequate controls over the pur
chase, receipt, and distribution of project commodities. As a 
result, it cannot effectively and efficiently carry out its over
sight responsibilities to insure satisfactory project implementation
 
(page 33).
 

Adequate controls had not been established by the GOH on the use of 
vehicles purchased with AID funds. Consequently, there were possi
bilities of misuse of vehicles (puge 33).
 

The GOH had unnecessarily held up the acceptance and receipt of 28
 
jeeps, thereby delaying project implementation (page 34).
 

AID-funded vehicles were not being appropriately marked with "Hand 
Clasp" emblems (page 35). 

Commitment of funds for personal services and technical assistance 
contracts were not being adjusted when funds were no longer required. 
As a result, necessary reprogramr ;ng of funds need to take place in 
order to fully utilize all funds nd to avoid excessive disbursements 
(page 36).
 

Mission monitoring of the progra had not been performed as effec
tively as it should have been. This is due in large part to the 
design and complexity of the pros 'am (page 37).
 

Recommendations
 

During the review, we made 25 recomiendations addressing the different 
problem areas. USAID/Honduras implcmente five recommendations before the 
issuance of this report. The remaining 20 recommendations are included in 
the body of the report and in Appendix A. The findings and recommendations 
in this report were discussed with USAID/Honduras officials and a draft 
report was submitted to the Mission for re lew and comments. These comments,
 
both written and verbal, werr, considere&, in preparing the final version of 
this report.
 

.V.
 



BACKGROUND AND SCOPE
 

Background
 

On June 30, 1979, AID signed a loan and a grant agreement with the 
Government of Honduras to assist in the financing of the Honduras Agri
cultural Sector I1 Program. The goal was tc build the capacity and organi
zational structure of the agricultural sector to adequacely analyze, plan, 
and implement agricultural projects impacting on the rural poor. The con
cern of the GOH, and the basic rationale for the program has been that the 
Honduran agricultural programs are reaching only a small percentage of the 
rural popuation. The principal beneficiaries in recent years have been the 
agrarian reform farmers; they represent only about 10 percent of the rural 
poor, and even for them the principal benefit has been the acquisition of 
land. The fundamental deficiencies have been weaknesses in the institu
tional system to deliver essential services when and where needed. Sinc' 
the rural poor was the prime target of the GOH in its agriculture sector 
programs, it was necessary that priority be given to increase the capacity 
of the Government to deliver services to more rural people. 

The Agricultural Sector II Program focuses on three areas of constraints 

in sector development as it affects the target group:
 

(a) Insti:utional Development System
 

The purpose of this $5.1 million program component was to strengthen
 
the capabilities of the public agricultural sector to plan, budget, coordi
nate, analyze, and evaluate programs and policies to aid the small farmer. 
In order to enhance these capabilities, this component also planned to pro
vide an agricultural information system and a marketing research and analyses 
system. With the exception of the Marketing Research Analyses Unit, offices 
and units already existed with responsibilities in the above areas. The 
underlying strategy was both to strengthen the capabilities of the individual 
units and to develop and implement procedures for integrating their opera
tions and outputs.
 

This program .omponent contains three subcomponents:
 

(1) Strengthening of the Planning Sub-System;
 

(2) Development of an Information System; 

(3) Marketing Research and Analysis System. 

(b) System for Delivery of Services and Related Inputs Component
 

This $8.0 million program compnnent seeks to develop mechanisms 
through which agricultural services, ger, "ic material, improved technology 
and infrastructure can be provided at low cost to the rural poor in both the 
reform and non-reform subsectors. 
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This program component contains the following five subcomponents:
 

(1) Improvement of the Extension Service;
 

(2) Cooperatives to provide Integrated Agricultural Services to 
Agrarian Reform Groups and Small Independent Farmers; 

(3) Regionalization and strengthening of the Field Operations of 
the National Development Bank;
 

(4) Zonal Infrastructure Packages;
 

(5) Small Farmer Consumption Improvement.
 

(c) Human Resources System 

The human resources component(S11.2 million) of the program was 
designed to assist the GOH in its efforts to increase the diversity and 
improve the quality of the technical personnel responsible for formulating
and carrying out programs in the sector as well as conducting the necessary 
research, development, and adoption of ippropriate farm technologies. Speci
fically, this component is concerned with increasing the number and improving
the quality of trained professionals working in the agriculture sector. 

This program component sector contains three subcomponents: 

(1) Participant Training Activity; 

(2) In-Service Training Activity; 

(3) Development of the Atlantic Coast Regional University Center(CURLA.
 

A more detailed description of the activities is provided in Exhibit A 
of this report.
 

AID financing totals $25.0 million and consists of $21 ,000,000 in loan
 
and another $4,000,000 in grant funds. As of December 31, 1981, AID had 
obligated $6,000,000 under the loan and $2,000,000 under the grant with 
subsequent increments subject to the availability of funds and to the mutual 
agreement of the parties. The resources to be provided by the GOH were to 
total $73.9 million, including an amount to be less than the equivalent of 
$24,011,000 over and abovs its 1979 level of effort. The financial plan was 
based on total program costs of $98 million. The GOH has had problems meet
ing its commitments (see page 7). 

Scope of Audit
 

This auJit was requested by USAID/Honduras who realized that there were 
serious problems in the implementation of the program. The Mission wanted 
the audit to identify tnu problems, their nature, and possible solutions. 
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The audit covered the period from inception of the program on June 30, 
1979 to December 31, 1981. The purposes of the review were to determine (a) 
if the program was being carried out in an efficient, effective, and econom
ical manner; (b) that AID funds were used for project purpose, and (c) 
whether AID regulations were being followed. Our efforts were directed 
toward indentifying problem areas in the planning, implementation and moni
toring of the project. 

The review was made in accordance with generally accepted government 
auditing standards. Taking into account the foreign assistance programs
 
involved, we included tests of the accounting records and such other auditing
 
procedures as we deemed necessary. We reviewed files and records maintained 
by USAID/Honduras and the GOH. We discussed project progress and problems 
with USAID/Honduras and GOH officials, and we visited selected subproject 
sites. The results of our audit were discussed with USAID/Honduras and its 
comments were considered in the preparation of this report. At the time o;1 
our audit, USAID/Honduras had solicited the services of an Evaluation Team 
to help in the future direction of the program. Our findings and conclusions 
were made known to the Evaluation Team prior to departure of the Inspector 
General's audit team from Honduras. 
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AUDIT FINDINGS, CONCLUSIONS AND RECIr4ENDATIONS
 

An Overall Assessment of Program Goals and Accomplishments
 

The broad goals of the Agricultural Sector II Program were to establish 
efficient and cost-effective institutional structures and delivery systems 
to serve the needs of small farmers. The program design anticipated that
 
these broad goals could be accomplished by channelling the assistance through
 
eleven subprojects or activities which would strengthen three major systems 
within the agricultural sector. 

The background section and Exhibit A of this report provide a good idea 
of the complexity of the program. Briefly, there were three major elements 
to the program. Within those three elements, a total of 11 sub-activities 
were being financed and implemented. Each sub-activity had its own budget, 
purpose, implementation procedures and problems. At least 17 different GOH 
organizations were implementing or participating in some manner or other in 
the implementation of this project. From its inception, the design of this 
program dictated unusual efforts in implementation, coordination, monitoring
 
and financial inputs by both AID and the GOH to harmonize the progress of 
each sub-activity in relation to the whole.
 

Erly on, USAID/Honduras realized there were problems in the implemen
tation of the program. In March 1980, the Program Administration and Coor
dination Unit (UCFE) produced an excellent Evaluation Report which helped 
focus attention on several problems faced by the program. USAID/Honduras 
was aware that the program was having serious problems for several complex 
reasons. For instance, the program design was very complex and the activi
ties of the program encompassed a broad spectrum of GOH organizations. 
Coordination among the organizations and activities was difficult. GOH 
elections in June 1980 and October 1981 hampered program implementation 
through changes in personnel. In addition, the economy of the country de
teriorated rapidly over the past few years and the financial resources of 
the country were almost depleted. In fact, GOH financial contributions to 
the program were not forthcoming in the amounts required. For these rea
sons, the Mission realized that the program would probably have to be repro
grammed and wanted this audit to assist in determining the problems aswoci
ated with the project in the past and at the current time with recomnmen
dations that were geared for the future. 

Our review corroborated the concerns of the Mission. The findings in 
our review present very persuasive evidence that there were rany flaws in 
the original program design. The program is having many implementation 
problems and it is our assessment that, as presently conceived, neither the 
broad goals, nor the specific objectives of many subprojects can be achieved.
 
We believe that the entire project should be redesigned, and any excess 
funds resulting from the redesign should be deobligated.
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Essentially, we found:
 

- Positive accomplishments in two areas: Participant training and 
In-Service Training;
 

- Likely progress - if the recommended action is taken in three areas: 
4arketing Research and Analysis System, Cooperatives to provide
Integrated Agricultural Services, and Development of the Atlantic 
Coast Regional University Center;
 

- Serious problems in: Program Administration and Coordination Unit;
Counterpart Fund Contributions; Strengthening of the Planning Sub-
System; Development uf an Information System; Improvement in the 
Extension Service; Regionalization and Strengthening of the Field 
Operations of the National Agricultural Development Bank; Zonal 
Infrastructure Packages; Small Fanmer Consumption Improvement;
Commodity Procurement; Vehicle Controls and Utilization; Project
!lonitorship; and administrative matters. 

The specific details relating to the above activities and problem areas 
are discussed in subsequent sections of the report. Our review showed a 
program with serious technical and administrdtive problems for the following
 
reasons:
 

- Expected levels oF c' 'nterpart fund contributions were not forth
coming; and were bas, I on unclear definitions and unrealistic as
sumptions;
 

- The need for GOH admi istrative and fiscal reforms was known at the 
time the loan paper w's prepared. Yet, they were not made a part 
of "Memorandum of Under standing" or conditions precedent; 

- The opinions on GOH capabilities to harmonize the efforts of its 
many participating org-inizations and to implement such a complex 
program were over-,ptimistic; 

- The lack of GOH interest in several sub-activities (Zonal Infra
structure Packages, Pl;.nning Systems, etc.) was either not recog
nized or disregarded; 

- The legal and admint-trative limitations of the Coordinating Unit 
were not recognized %idaddressed from the beginning. The Coordin
ating Unit is not l. y constituted, lacks permanency, shows no 
growth, and coordn ,,JI only three of the many international pro
grams involving ag,'Iculture inHonduras;
 

Some subactivitic,: (i) lacked clarity of goals and ob ectives 
(Planning Systems jrd rxtension Services components); and (b) were 
too sophisticated and their emphasis (and/or approach) to the in
stitutional develo ..ent could have been different, e~g., Planning 
System component;
 



- The scope of the program itself might have been too ambitious; 

Leadership and coordination of numerous activity has been a per
sistent problem; 

- Training efforts have been limited in some instances; 

- Technical assistance has not been provided as neede" 

GOH has not assumed the support of numerous positions created under
 
the project;
 

Excessive amounts of time have been incurred in procuring project 
commodities;
 

Controls over procurement of commodities are inadequate;
 

Lack of control over receipt and utilization of vehicles;
 

Appropriate publicity has not been given to the project in terms of 
marking vehicles with required "Hand Clasp" emblem;
 

Commitments of funds for Personal services and technical assistance
 
contracts are not indicative of the true requirements of the indi
vidual components of the project.
 

Based on our examination, we believe that the program, as presently 
designed, canno; achieve the desired objectives and goals. In our opinion,
there are two options open to USAID/Honduras: (a) to cease all activities 
under the program and deobligate all remaining funds, or (b) coripletely
redesign and scale down th. objectives and implementation approach of the 
present program. Since some activities can still be accomplished either as 
originally planned or in a modified manner; we are recommending option (b). 

As of December 31, 1981, only $4.7 million (of $24.0 million) had been 
expended. USAID/Honduras will need to reprogram about $18.0 million. We do 
not believe that these funds should be merely redistributed among a lower 
number of activities. The absorptive capacity of the activities should be 
carefully analyzed and ary excess funds should be deobligated. 

Recommendation No. 1
 

USAID/Honduras should (a) cease financing activities 
which have not and do not show promise of concrete 
results and positive program achievement; (b) reexa
mine, scale down and redesign the objectives and 
activities of this program; a;d c) deobligate any 
excess funds. 
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Counterpart Contribution by the Government of Honduras
 

Summary. The GOH has not been able to meet the counterpart requirements 
of the Loan Agreement. The primary reason is the economic decline of the 
country over the past two years. Other reasons were the confusion within 
AID and the GOH concerning what constituted counterpart contribution and the 
lack of a system for controlling, accounting, and reporting on the use of 
counterpart funds. Also, the GOH does not show interest in some activi
ties. As a result, p.oject implementation has been significantly delayed 
and project planning now reeds a reexamination. 

Background Material. The Agricultural Sector II Program contemplated a 
financial plan eqLivalent to $98.9 million to be contributed by the parties 
to the agreement in the following manner:
 

In U.S.$ 
Source of Funds AID GOES Total 

AID Loan 
AID Grant 
Current Budgetary Support Costs 
Additional As.istance to the 
Program 

$21,000 
4,000 

49,848 

.24 ,011 

$21,000 
4,000 

49,848 

24,011 

Total Program Costs $25,000 $73,859 $98,859 

Some clarific;:tions of the contribution plan are in order:
 

- The "Current Budgetary Support Costs" represented current levels or 
continuing contributions of the GOH in support of ongoing activities
 
with the different organizations that would be involved in the pro
gram (CURLA, BANADESA, MNR, etc.). The $49.8 million was to be pro
vided over the life-of-the-project and included an increase of 10 
percent each year for the expected rate of inflation;
 

- The "Additional Assistance" funding ($24.0 million) was additive to 
the Curret Budgetary Support Costs and also included "In-kind" type 
of costs. At least $12,252,750 was to come from "Nation&I Funds", 
and the source of the remainder was not specified. 

- The total cost of the project was estimated at $98.9 million. Of 
this amount, $49.9 million was considered indirect contribution by 
the GO1 and $49.9 million was direct contribution to be provided by 
AID ($25.0 million) and the GOH and other sources $24.0 million).
 

Acccrding to the Project Paper, costs solely due to the Project were to 
be compiled by determining the difference between the 1979 cost (adjusted 
upwards annually for inflation) and the total cost in each successive year.
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Using the above formula, we compared the planned versus the actual bud
gets of the different organizations related with this project for the years 
1979 through 1982. The following table illustrates the analysis related to 
the largest participating organization (Ministry of Natural Resources - MNR): 

(In000 Lempiras) 
Annual Increase Budget Actual 
Base of 10% Required Amount Shortfall 

1979 79,533.5 ---...
 

1980 79,533.5 7953.3 87,486.8 88,228.8 (742.0)
 
1981 87,486.8 8748.7 96,235.5 73,860.8 22,374.7
 
1982 96,235.5 9623.6 105,859.1 76,416.3 29,442.8
 

51,075.5
 
==U=Z=== 

The above illustrates the three essential conclusions drawn from our 
examination:
 

- The assumptions made at the time of the project design did not 
materialize. For example, the projection was for an economic condi
tion where the annual budget base would be expanding by 10 percent. 
This did not come about and the base has actually contracted.
 

- Like in the case of the MNR, the cumulative shortfall (L. 51.1 mil
lion) continued to grow with each year since 1980. Based on our 
review of the budgets of the different organizations, the analysis 
showed a total shortfall of L. 189.400,100 (equivalent to $94.7 
million) over the life-of-the-project.
 

- The budget support of the GOH for the project has actually gone down 
- not up - since 1979. The GOH was not and will not be able to 
maintain the levels of the effort in each activity as required by the 
Loan Agreement.
 

The GOH has not been able to meet counterpart contribution primarily 
because of the economic decline of the country over the past two years. This 
economic decline is due to the country's limited internal market and high 
dependence on external trade, lower prices for major imports along with 
increasing prices for imports, an increasingly unsettled political situation 
in Central Ar.erica, a severe contraction In international credit, and other 
factors.
 

Control and Reports of Counterpart Funds. In addition, a system to 
account and control the counterpart funds to be contributed was not estab
lished. Reliance was placed on determining the amount of contributions by 
the formula shown above. However, the formula became impossible to use when 
the economic assumption of an ever expanding budget base did not materialize 
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and the budget support for the different organizations decreased since 1979.
 
For this reason, it is not possible to determine whether the GOH is meeting
the additive requirement of the $24.0 million counterpart contribution.
 

The absence of an accounting and control system, combined with the faulty 
assumptions, resulted in additional problems of reporting. For example, the 
1980 evaluation of the Project attempted to measure actual counterpart con
tributions against the Financial Plan. The Plan based on total budget sup
port shows L 30,516,300 (equivalent to $15,258,150) scheduled to be expended.
The evaluation shows that the GOH only spent L 344,900 ($172,450) about 1
 
percent of the planned amount. This comparison is inaccurate because it
 
measures only direct Project expenditures against total budget support pre
senttd in the Financial Plan. In contrast, our analysis shows that the GOH
 
exceeded at least the "budgeted" amounts required for continuing program
 
support. The fault of the above comparison lies not with the Project Eval
uation but with Project Design which failed to include a Financial Plan
 
based on direct Project activities.
 

Obviously, the GOH has spent money supporting the Project. However, 
determining the exact amount or even a close approximation is difficult. 
For example, the Loan Agreement required a counterpart contribution of the 
equivalent of $12,252,750 from strictly national funds over the length of 
the roject. We were able to identify only L.1,845,350 of expenditures as 
stri;tly national funds through 1981. However, this is understated since it 
does not include all in-kind contributions, expenditures outside of the MNR 
for scholarships and in-service training, or transfer from the national 
gove iment to autonomous agencies. 

*ck of GOH Interest. At least 9 of the 11 activities have incurred 
implementation delays related at least to some extent because of inadequate
GUH counterpart support. For example, Zonal Infrastructure Packages and 
Cooperatives to Provide Integrated Agricultural Services components have 
received no direct counterpart funds nor are any anticipated. Under the 
Planning System Component, the GOH has not assumed any of the 48 additional 
fositions to have been created under the Project. Similar counterpart prob
'Pens in the other components of the project.
 

C,ncluding Remarks. The effects of the diminished and unclear counter
par- contributions are delays in project implementation not only because the 
monf-y is simply not there but also because of administrative delays due to 
lac!: of hiring, procurement delays, and other measures the GOH has taken to 
1;" t expenditures. 

COue to these economic factors and the recognition of problems meeting 
the counterpart requirements, the GOH presented a reprogramming proposal
.,'hich deals only with the counterpart contribution to be made for new activ
!lies or the expansion of ongoing activities under the project. This propo
,al 
'owers the direct GOH counterpart cost of the program to $8,333,350 from
 
the original $24,011,000. This would reduce GOH counterpart to the minimal
 

-9



acceptable level of 25 percent of total project costs as required by Section(a) of the Foreign Assistance Act. 

Nevertheless, because it deals only with the costs of activities directly 
associated with the project, we feel this proposal is in the right direction 
and should form the basis for negotiation with the GOH for reprogramming the 
counterpart contribution. 

Recommendation No. 2 

When the Project is reprogrammed, USAID/Honduras 
should include a new financial 
GOH counterpart contributions 
project activities. 

plan using realistic 
related directly to 

Recommendation No. 3 

After reprogramming, USAID/Honduras should obtain 
evidence that the GOH has established a system for 
adequately controlling and accounting for the use of 
counterpart funds.
 

The Program Administration and Coordination Unit
 

Summary. The Program Administration and Coordination Unit (UCFE) within 
the iiTstry of Natural Resources was charged with the responsibility of 
coordination and administration of the various phases of the program. How
ever, our review showed that UCFE had a series of very complex problems. It 
was not a legal entity. It lacked permanency. Ithad no authority. It did 
not have the needed personnel. It was hampered by a low position with the 
MNR organization. Itwas not performing its reporting responsibilities. It 
did not produce budget information in a timely manner. And, its administra
tive aspects were in a disarray. As a result, the program did not have an 
effective and efficient coordinating, administering and reporting organiza
tion. Moreover, the proL.abilities were that UCFE would not evolve into a 
Coordination Unit able to manage the assistance of all foreign donors as 
envisioned. Since UCFE lacked legality and permanency, the program appeared 
to be providing budgetary suDport with no possibilities of future returns. 
There were fundamental questions to be answered related to UCFE. When this 
program is redesigned, efforts must be made to correct the administrative 
and reporting deficiencies of the program. 

Background Material. UCFE was formed at the time the Agricultural Sector
 
I Program (AID Loan 522-T-025) was being implemented. In late 1978, the 
Agricultural Policy Commission (CPA) Technical Secretariat drew up a proposal
 
to transform the Unit into a broader coordinating unit which would be con
cerned, in due course, with all AID, and possibly at a later date, all inter
nationally funded programs in the Agricultural Sector.
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According to the Loan Agreement, the principal responsibilities of the
 
Coordtnat'on Unit under the Agricultural Sector II Program were the
 
following:
 

(a) To work with the GOH participating agencies in specifying
 
activities, goals and periodic budgets within the framework of the project;
 

(b) To review and approve periodic budgets as proposed by the partici
pating agencies, and prepare consolidated budgets for sumission to A!D;
 

(c) To arrange for transfer of GOH funds (later to be reimbursed by
 
AID) to participating institutions;
 

(d) To review and approve all procuremeiht actions proposed by the par
ticipating agencies, such as, the contracting of professional or technical 
services, construction, and purchase of materials and equipment;
 

(e) To audit all request for reimbursement as submitted by participating
 
agencies;
 

(f) To carry out annual evaluations of the program jointly with parti
cipating agencies, and recommend possible changes in emphasis or objectives;
 
and,
 

(g) To maintain financial controls with respect to the S.ictor II
 
Program.
 

Inline with the above responsibilities, UCFE was required to sibmit the
 
following reports to USAID/El Salvador:
 

Quarterly (now semester) Budgets
 
Quarterly Financidl Reports
 
Quarterly Procurement Plan
 
Quarterly Administrative Reviews
 
Annual Evaluation (to include end-use)
 
Annual Counterpart Contribution Reports
 
Annual Participating Agency Budgets
 

The Role of UCFE. Our review raised questions related to tht role of 
this entity in the program that emerges from the redesign for the hollowing 
reasons:
 

(a) UCFE was not created by law or decree, and, therefore, %,. s perma
nency. In fact, it does not appear in the 4NR organizational ch. c. Im,our 
opinion, there is no real institutional development by continu.d funding of 
such an entity, and the program is providing budgetary support with no pos
sibilities of future returns. 

(b) AID finances only one division of UCFE. In theory, the Coordinating 
Unit was to expand and broaden its functions and responsibilitiL; to that of 
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managing thz assistance of all foreign donors. This ambitious plan was 
never put into effect although the Unit has been given responsibilities over 
both AID and other donor projects. The Unit currently has coordinating 
responsibility for AID's Agricultural Sector II Program, Loan 522-T-034, and 
two Inter-American Development Bank projects, (Research and Faming Exten
sion, Second Stage, BID 555/SF-HO and Program of Regional Development of the
 
Western Region (PRODERO), BID 613-SF-HO and AT-BID-SF 182-HO).
 

(c) Since the Coordinating Unit has no legality, it has no authority 
over the implementing organizations, particularly the semi-autonomous ones. 
There was ample evidence noted in our review that reflected on the Ineffec
tivity of the Coordinating Unit resulting, we believe, from the lack of 
authority. 

The Administrative Affairs of UCFE. UCFE had performed some assigned 
administrative responsibilities. For instance, it conducted a thorough 
evaluation of the Program in 1980 which contained many constructive recom
mendations. It had also reviewed the requests for reimbursement submitted 
by the participating agencies. However, generally, the administrative 
affairs of UCFE were in disarray. Specifically, UCFE had serious difficul
ties in the areas of reporting, budgeting, and maintaining financial and 
administrative control over the program. The following subsections provide 
more details of the several problems. 

Quarterly Reports. The Coordinating Unit had not submitted quarterly 
financial reports, quarterly procurement plans, and annual participating 
agency budgets. Periodic r!nanrial audits were also required by Implementa
tion Letter No. 3 of the Loan Agreement. Although the actual conduct of 
these audits !as not the specific responsibility of UCFE, it was their re
sponsibility to see that they are conducted and submitted. No audit reports
 
had been submitted.
 

The Mission obtai:ied some information, such as annual agency budgets, 
directly from the participating agencies. However, quarterly financial 
reports were not submitted nor obtained. Such information is critical for 
effective project monitoring and will certainly be necessary for project 
reprogrammi ng. 

The reports submitted were not adequate. The quarterly administrative 
reviews were nothing more than statements of project progress as measured b" 
the critical path. There was little analysis or attempt to describe the 
reasons for implementation delays and project problems. The project manager 
felt that these reports were of limited value. One evaluation report was 
prepared. It was a good report and did analyze project delays and offereu 
recommendations for improvement. However, there was no end-use" review of 
commodities purchased as required by the implementation letter.
 

The reason for the inadequate reporting systems was the lack of staff 
and effective organization within the Coordinating Unit. The "evaluator" 
had to spend months at the USAID Mission because the Coordinating Unit did
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not have adequate secretarial and other support resources. The programmer 
prepared the quarterly critical path review without input from the evaluator 
or the project officials who could offer analysis. There was no systematic 
combined effort at project analyses. Although the staff had three accoun
tants, they were reportedly working full-time on budgets and reimbursement 
reviews. The quarterly financial report was a low priority.
 

The Mission issued Implementation Letter No. 75 on February 1 , 1982, 
which called attention to the lack of reports. It stated, "For certain of 
the ASPII Ag. Sector II Activities, we have not received any quarterly pro
gress reports. Unless AID receives a quarterly progress report each quarter 
on a given activity, we cannot approve subsequent budget request, nor be 
able to reimburse funds for that activity after March 15, 1982." The Mis
sion, in conjunction with the GOH, will have to determine if the Coordinating 
Unit, as presently constituted, has the capability to carry out the reporting 
requirements for the project.
 

Reports on Counterpart Funds. The Coordinating Unit is responsible for 
providing an annual report on counterpart contributions. The Miss'on re
quested the GOH to maintain a full accounting of the costs incurred in carry
ing out the program, whether or not these costs were included as counterpart 
costs. 

The Coordinating Unit presented some information on counterpart funds to
 
the Mission on October 9, 1980. However, this information was not suffi
ciently detailed and did not fulfill the financial reporting requirements as 
specified in Implementation Letter No. 3. Also, the counterpart information 
contained in the 1980 project evaluation was not complete and attempted to 
compare actual direct counterpart expenditures with the financial plan. 
This comparison was not proper because the financial plan is based on a total 
budget concept. In addition, the financial plan used for the comparison dif
fered slightly from that of the official financial plan contained in Imple
mentation Letter No. 3.
 

The cause for this situation was that counterpart contributions to the 
project go directly to implementing agencies and these agencies did not 
report to the Coordinating Unit. Even the counterpart funds of the Ministry
 
of Natural Resources, of which UCFE is a part, were budgeted and disbursed 
directly to implementing agencies.
 

At a meeting in March of 1981 , UCFE required executing agencies within 
the MNR to submit to the UCFE for approval all counterpart expenditures, and 
also required autonomous agencies to inform UCFE monthly on the utilization 
of counterpart funds. Neither of these "requirements" had been carried out.
 

The result wvas that neither the Mission nor the GOI knew the status of 
counterpart expenditures. Officials of the Coordinating Unit stated that 
reported counterpart expenditures could have been actually spent on other 
than project purposes. The Mission, in conjunction with the GOH will have 
to determine if the Coordinating Unit is able to maintain financial control 
of the Project or if this responsibility should be placed elsewhere. 
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Budget and Planning Process. Implementation Letter No. 3, dated January
 
22, 1980, established the budget and planning process to be. used by the 
project. It provided that the Coordinating Unit in the Ministry of Natural 
Resources would submit to AID detailed budget and planning documents every 
three months. This requirement was subsequently changed to six months. The 
Coordinating Unit was to submit them at least 15 calendar days prior to the 
initiation of budgetary period and AID was to approve or disapprove it within 
two weeks. The approval constituted AID's confirmation of project financing. 
The budget and planning documents were developed by the agencies participa
ting in the program and were subject to the review and approval of the Coor
dinating Unit prior to submission to AID.
 

The Coordinating Unit submitted only one of eight budgets 15 days prior 
to the beginning of the budgetary period. Four of the budgets were submitted
 
after the beginning of the budgetary period. Of the 7 budgets received 
late, the average delay was 28 days. The range was from 10 to 65 days late.
 

The major reason for these late submissions by the Coordinating Unit was 
that the implementing agencies, particularly the Agricultural Documentation 
and Information Center, Directorate of Cooperative Development, Extension 
Planning Sub-System, Atlantic Coast Regional University Center, and the 
Directorate of Sector Planning of the Ministry of Natural Resources submitted 
their budgets late to the Coordinating Unit. The Unit consistently requested 
well in advance of the budgetary periods, that the participating agencies 
submit their budgets. However, the Unit has no authority over the implemen
ting agencies and cannot enforce prompt submission. 

The Mission had not approved or disapproved a budget request within the 
stipulated two weeks period. The average length of time to approve the 
budgets was 45 days. The range was from 22 to 91 days. Mission processing 
of budget requests entails 17 steps, each step can take from 1 to 10 days. 
In many instances, numerous steps may have to be repeated before the budget 
is approved. 

In order to avoid delays in project implementation and to provide for 
smooth continuous operation, the Mission must receive accurate budgets in a 
timely manner from the GOH. Whether or not the Coordinating Unit has the 
authority or the capability to fulfill this responsibility must be decided 
by the Mission and the GOH. 

Concluding Remarks. Our review showed that UCFE has a series of very 
complex problems which relate to its legality, pernanency, authority, long
tern goals, budget preparation and planning, reporting, and administrative 
functions. The future of UCFE needs to be carefully reexamined. We do not 
believe that USAID/Honduras should continue to provide what amounts to bud
getary support to only a division of the Coordinating unit as it is presently 
established. In the manner that it Is currently established, no pcrnanent 
institution will exist after this program is completed. In our opinion, 
there are fundamental questions which must be answered In relation to UCFE. 
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The principal one is: What is the output that the Mission wants in this 
component? The remaining questions relate to the legality and permanency of
 
the organization, the scope of its responsibilities, its administrative, 
financial, budgeting, and reporting functions, and its personnel needs.
 

Recommendation No. 4
 

When the program is reprogrammed, USAID/Honduras 
should address and clearly define for the Coordina
ting Unit component, the questions related to expected
 
outputs, legality, responsibilities, administrative, 
financial, budgetary, and reporting problems, and
 
personnel needs.
 

Planning Systems Component
 

S y. The Loan Agreement provided for strengthening of the Agricul
tural nlaAning by providing technical assistance andSub-System budgetary 
support to key GOH planning bodies. Our review showed some progress related
 
to the planning units of the Agricultural Sector. However, for the most 
part, the principal objectives of this activity were not being achieved. We 
found the following problems:
 

- Leadership and coordination of the activity was a persistent problem 
because project documents were ambiguous and did not specify the 
roles of the different planning institutions;
 

- The GOH did not assume the support of any of the contract personnel 
being funded by AID to fill the 48 additional positions created 
within the GOH planning entities;
 

- The proposed Comprehensive Resource Inventory and Evaluation System 
established under the activity produced only two reports and there 
have been no special studies; and,
 

- Training efforts were very limited. 

There were three basic reasons for the above problems: (a) the poor 
project design; (b) the declining economic condition of the country; and 
more importantly (c) the lack of interest in this component on the part of 
the GOH. As a result, implementation of this activity is significantly 
behind schedule and the problems will be extremely difficult to resolve. 
The mkost advisable course of action is for the activity goals to be repro
grammed and reduced.
 

Background Material. The loan agreement specified that the planning 
system covered five basic functions: annual planning, budgeting and pro
gramnving; medium-term planning, control of annual program and budget execu
tion; evaluation; analyses; and special studies. The activity was to be
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accomplished by providing technical assistance and budgetary support to
 
enable key GOH planning bodies or offices to more effectively formulate 
policies, plans, and budget on a coordinated, sectoral basis, both at the 
national and regional level. The GOH organizations that were to participate

in this activity were the Agricultural Policy Commission, the Technical
 
Secretariat of the Superior Council for Economic Planning, the Regional

Agricultural Committees, the Planning Departments of the Ministry of Natural
 
Resources, the National Development Bank, and the National Agrarian Insti
tute. AID was to finance 48 positions under contract and these costs were
 
to be assumed as additional positions by the GOH over the life-of-the
project.
 

Leadership and Coordination. Our review showed some progress related to
 
the Planning Units of the Agricultural Sector. For instance, seven units in
 
the Public Agricultural Sector now produce annual plans and there is a com
prehensive sector annual plan. An evaluation of the Public Agricultural 
Sector was completed in 1980. Regional planning was strengthened by the
 
creation of Regional Planning Units in four of the seven institutions. 

However, the project documents (Loan Paper and Loan Agreement) were 
ambiguous and did not specify the roles of the different planning institu
tions in this activity. As a result, leadership and coordination of the 
activity has been a persistent problem. Two groups, the Technical Secre
tariat of the Superior Council for Economic Planning and the Technical Secre
tariat of the Agricultural Planning Commission vied for leadership roles. 
As late as July of 1980, the AID Project Manager stated, "Consequently, at 
present we have no clear idea of how the GOH intends to implement this 
activity or which institution will end up as the leader and coordinator of 
Honduras Agricultural Planning efforts."
 

The Technical Secretariat of the Agricultural Planning Commission was 
dissolved in November 1980. The leadership and coordination role was not 
clear between the Technical Secretariat of Superior Council for Economic 
Planning and the Sector Planning Unit of the MNR. The change in personnel 
with the installation of the new government in January 1982 may alleviate 
this situation. However, we believe that the leadership and coordination 
problems will .ontinue because there is no clear definition on roles for the 
various institutions. 

The absence of a clear definition is due to the fact that the Planning 
activity has never had an official plan of operation. As mentioned earlier,

the Project Paper and the Loan Agreement were far too ambiguous to function 
as a plan of operation. Accordingly, the Mission provided technical assis
tance for an agricultural plan to be developed by the Interamerican Institute
 
for Agricultural Cooperation. USAID paid $19,500 for this assistance. The 
Latin American Institute for Economic Planning was also hired to work on an 
agricultural plan. However, these two groups used different methodologies
and produced two different plans. Neither plan was approved by the GOH. 
USAID/Honduras and the GOH, under the leadership of the Agricultural Plan
ning Committee combined these two reports and produced an additional plan in 
March of 1981. This plan had not been approved by the Agricultural Policy 
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Comission at the time of our review. The lack of an official plan of
 
operation for the planning component significantly delayed this-activity.
 

Contract Personnel. The loan agreement called for the GOH to assume, 
over the life-of-the-project, the cost of 48 positions created within the
different planning institutions. USAID/Honduras has contracted 28 of these 
additional personnel called for by the loan. However, the GOH has yet to 
assume the salary support of any of these personnel. As a result, USAID/
Honduras has had to extend the contracts of 15 of these contractors or else 
their services would have been lost. GOH officials admitted there was lit
tle likelihood of the GOH assuming any new positions unless the economy

improves. Consequently, USAID/Honduras should carefully review the contrac
ting of additional personnel for the planning component and the extension of
 
the contracts of existing personnel unless the GOH can demonstrate the capa
city to assume the costs of additional personnel.
 

The Comprehensive Resource inventory and Evaluation Report. The Project
 
Paper proposed that a Comprehensive Resource Inventory and Evaluation System
 
be established and that certain "special studies" be conducted. There was
 
little activity under this system. Only two reports were produced. One of
 
the main reasons for the lack of activity was that the GOH would not assume
 
the salary cost of the Resident Agricultural Economist assigned to this
 
aspect. Since he left on December 1980, there has been little activity in
 
this component. Also, no special studies were conducted although the
 
Director of the Sector Planning Unit for the MNR wanted to conduct one soon.
 

Need for Alditional Training. There was a need for additional training,
 
especially in the Regional Planning Units of the Public Agricultural Sector.
 
Only one course in Agricultural Planning had been developed under this loan
 
and it took over 2 years to establish. Reportedly, this was the first course
 
in the country on Agricultural Planning. We believe there is a need for
 
more such courses especiall, in view of the probability that contractors
 
furnished by AID will not be picked up by the GOH. In such a case, it is
 
essential that existing personnel be given adequate training to carry on the
 
planning activity after loan funds are terminated.
 

Coicluding Remarks. There has been a limited, but discernible, degree 
of progress in one area of this activity. However, the activity is con
fronted by several complicated problems. Project documents were ambiguous
and there was no clear idea how the activity was to be implemented and what 
GOH institution would manage and implement it. The GOH did not appear to
 
have the financial resources to assume the 48 additional positions for the
 
effective and efficient implementation of the project. The Comprehensive

Resource Inventory and Evaluation System was not achieving the desired
 
results. The required special studies had not been made. Training was not
 
being done. However, the most significant problem was the lack of interest
 
that the GOH had in this activity. For instance, in July 1981, the GOH
 
proposed a reprogramming of the counterpart funding for the entire Agricul
tural Sector II Project. Significantly two of the three alternatives pre
sented called for the elimination of all counterpart contribution for the 
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planning component while the other called for a significant reduction. We 
believe that the GOH had no interest in implementing this activity. Without 
the full cooperation of the GOH, the problems of this activity cannot be 
overcome.
 

Recommendation No. 5 

When the program is reprogrammed, USAID/Honduras 
should reevaluate the Planning System Component and
 
reprogram funds into other appropriate activities if 
necessary. 

Development of an Information System 

Summary. There was a need to reexamine and reduce the scope of the 
Information System. Designed to strengthen the development of a national 
documentary information system and a national numerical information system, 
the component had produced only limited results. Three essential problems 
were noted in our review: (a)poor project design; (b)lack of coordination
 
among the various implementing organizations; and (c) a lack of sufficient 
counterpart funds.
 

There was some progress in the area of sample frame. In addition, two 
new units were created. 

New Units Parent Ministry 

Agricultural Rural Survey Department DGEC
 
Four Regional Agricultural Documentation
 
and Information Center (CEDIA) MNR
 

Coordination of Organizations. Coordination is obviously necessary
 
between these units to establish an effective information system. CEDIA 
depends on Agricultural Rural Survey Department of DGEC for basic infcisla
tion. Likewise, the Extension Service of 14NR depends on these and other 
units to provide information to it so its agents can disseminate information 
to the small farmer who should be the ultimate beneficiary. However, a 
Technical Secretariat to coordinate the efforts of three Ministries ' 
never established. In fact, we were told that meetings were not held amo:
the various Ministries. Communications were only by informal telepho;e 
calls. The 1980 evaluation concluded that as a result each institution wa 
developing its activities independently of the others. We believe that ti, 
problem of coordination among the GOH organizations relates back to th-. 
basic program design which, in retrospect, was too ambitious. The atte-; , 
to meld the efforts now being performed by six different organizations wWChi 
are under three different Ministries was commendable. However, in practice, 
the approach did not work and therefore continuation of this objective ne-.ds
 
reexami nation. 
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Counterpart Funds. The lack of counterpart funding was another problem 
within the three Ministries. For example, DGEC wanted to hire experienced 
surveyors in January 1982 to work on the project. It was unable to do so 
because of the lack of funds for salaries. The GOH budget for 1982 did not 
provide funds for per diem expenses for the Agricultural Rural Survey Depart
ment, thus rendering the unit immoble. Within the MNR, the Agricultural 
Statistics unit was to carry out an agricultural census in 1980 but this had 
to be postponed due to lack of funds.
 

Recommendation No. 6 

When the program is reprogrammed, USAID/Honduras 
should reexamine and reduce the scope of the Infoma
tion System component to more realizable levels and 
reprogram or deobligate any excess funds. 

Marketing Research and Analysis System.
 

This activity was aimed at creating an analytical capability within the 
Honduran Agricultural Marketing Institute (I#4A) that would enable it to 
establish effective marketing policies which would benefit the small farmer.
 
A Marketing Research aiid Analysis Department was to be created with It14A. 
Its main function was the publication of analytical reports designed to help 
policy makers understand the structure and behavior of Honduran markets. 
The financial plan called for a total o' $1,061,000 of which AID's share was 
to be $543,000. As of December 31 , 19L1 , AID had spent a total of $17,320 
under this component, all for ve.hicles.
 

The primary AID input to this component is for technical assistance. 
Negotiations have been ongoing between IR1IA and Kansas State University 
since November 1980. Finally, a contract between the two was agreed upon in 
January 1982. Under the terns of the contract, they will provide technical 
assistance to IHI4A in the areas of grain marketing and research. The con
tract has a value of $1,020,017 of which $440,017 will be financed with 
Agricultural Sector II loan funds. Since the contract was Just signed and 
the work Just begun, no recommendations are made at this time.
 

Extension Service
 

Summary. After two and one-half years, the Extension Service component 
ef te project has been ineffective. Efforts to date have been directed 
primarily at the purchase of vehicles, financing personal service contract 
employees, and payment of hardships and merit pay incentives. The planned
improvements in the National Extension Service have not been implemented
because (a) the GOH has not provided sufficient counterpart funds, (b) suf
ficient technical assistance has not been obtained, and (c) a detailed 
implementation plan was never prepared. 
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Model of Training A ency. A model training agency was to be established
 
in each of the 7 agricultural regions of the country. Progress to date has
 
been limited primarily to the initial plannning stages in the regions of La
 
Ceiba, Danli and Comayagua for two reasons: (a)lack of counterpart, and (b)
 
the fact that the Project Paper never defined the idea. Furthermore, the
 
implementation plan did not elaborate on how the training agency was to
 
function within the region.
 

Voluntary Leaders Subprogram. rogress in carrying out a community 
bQsed voluntary leader's subprogram has been slow. There are about 35 lea
ders recruited compared to the 900 leaders to be selected, recruited and 
trained. One of the reasons for the slow progress was that the implementa
tion plan did oot define the activities in sufficient detail to know who was 
to conduct the training progranis and how they were to be presented. Further
more, at Choluteca, we were told that they did not have the necessary man
power to effectively conduct the program. 

Although we were told that technical assistance is needed in order to
 
implement both the model training program and the community based voluntary
 
leaders program, the GOH has been reluctant to obtain it. They would rather
 
use the funds for vehicle and personnel costs.
 

As a resu t, technical assistance has been limited to that provided to 
the Comayagua Valley for a cucumber export project by the Standard Fruit 
Company of Horuras. 

Plans to.icrease Employees. According to the Loan Agreement, the Cen
tral Unit o7 the Extension Service was to be increased from 15 to 30
 
employees to insure coverage of planning, coordination, supervision and
 
technical s'upport. The Unit currently only has 16 employees including four
 
secretarie.;, Eleven are regular employees and five are contract employees.
 

Vehicles of the Extension Services. The Extension Services were to
 
receiv5e-,;9 vehicles under this program to carry-out its activities in seven
 
regions u. the country. Our review showed that the Extension Service had
 
been witI::ut funds for gasoline for the past two months because all funds
 
had been '.;foen,!;d. Also, the maintenance of vehicles was almost at a stand
 
still becdu , 'pare parts were not available to repair the vehicles. During
 
our visit tj *ne southern region, (one of the seven), we found that only six
 
vehicles we,,' operable out of 31 listed for Extension Service.
 

Accord4 -; to the central office, time-consuming procedures had delayed
 
the purchat, .f mpare parts. Furthermore, we were told that the long delay
 
in obtain*, ' .,)ar.' parts resulted in additional parts being required due to
 
the loss ,!;, period of several months.
damage to disassembled parts over a 


Under this, component, AID was financing additional vehicles at a time 
when ther, wai no gas for the 6 operable vehicles and no spare parts to 
repair tho: 25 Inoperable vehicles. In addition, AID was financing additional 
employees .,fr funds were not availablc for gas and maintenance of vehicles 
which were ,oc isary for them to perfom their jobs. 
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Concluding Remarks. As in the case of several other components, it is 
necessary that this activity be redesigned and reprogrammed. In doing so, 
careful consideration should be given to ensuring that the component con
tains clearly definable goals and objectives along with a specific implemen
tation plan for achieving them. If deemed necessary, the nature and type of
 
technical assistance required should be spelled out and be made a require
ment to receive AID funds.
 

In addition, before additional vehicles are provided, USAID/El Salvador 
needs to be sure that necessary counterpart funds be provided to finance 
essential Extension Service costs such as gas, per diem, salaries, etc. 

Recommendation No. 7
 

In reprogramming the Project, USAID should ensure 
that the plans for the Extension Services include (a) 
clear and definable goals and objectives; and (b) a 
specific implementation plans for achieving them. 

Recomnendation No. 8 

Betore additional vehicles are purchased for Extension 
Services, USAD/Honduras should obtain from the GOH a 
firm written commitment that the necessary financial 
arrangements will be made so that per diem, gasoline, 
and the necessary spare parts are available for the
 
program.
 

Cooperatives to Provide Integrated Agricultural Services
 

The activities related 4o cooperatives seemed to be headed in the right 
direction. But, its future was dependent on the availability of P.L. 480, 
Title I funds which were not being provided. 

This component was designed to create eight sub-regional service coopera
tives. Four of these cooperatives were to be oriented to the Agrarian Reform
 
sub-sector and four to small independent farmers. The goal was to benefit 
2,400 farmers in each cat.qory and to increase production by 20 percent over 
a 4-5 year period. The <,vity was also to develop a canacity in the Direc
torate of Cooperative U lopment (DIFOCOOP) to manage the cooperatives.
This unit was to be created with special responsibility for the overall 
administration of the activity. 

The activit;, was revised in October 1980 at the request of the Ministry 
of National Resource (MNR). This resulted in a reduction in the number of"model" regional cooperatives to be created from eight to four and the adop
tion of a policy that membership in these cooperatives would be open to ail 
farmers in a given geographic region, irrespective of whether the famer was 
a land reform recipient, or whether he was affiliated to any specific farmer 
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organization. In May 1981 , USAID/Honduras contracted with Agricultural 
Cooperative Development International to provide the technical .assistance in
 
the creation of the first two "model" regional cooperatives.
 

The newly created "model " cooperatives will be used for training and 
demonstration purposes among the similar organizations now in existence 
throughout the country. Simultaneously with the promotion of these "model" 
organizations, DIFOCOOP will provide technical assistance and training to 
the existent regional cooperatives in an attempt to introduce more business
like practices in their transaction and service programs. At the time of 
our audit, 26 participants were being trained to organize this special unit 
within DIFOCOOP. Out of the 26 participants, 21 were to be chosen at the 
completion of training to work in this special unit. 

After a slow start, the cooperative activity app.ared to be headed in 
the right direction. Its future, however, was dependent upon the avail
ability of counterpart funds. Since DIFOCOOP was absorbing a severe budget 
cut, no direct counterpart funds were available for this activity. For this 
reason, the Mission proposed, and the MNR agreed, that approval should be 
obtained to use P.L. 480, Title I funds for counterpart. However, the 
Minist,-y of Finance had not agreed to this arrangement at the time of our 
review.
 

Without P.L. 480, Title I funds, the objectives and goals of this activ
ity will not be achieved. Accordingly, it is imperative that necessary 
arrangements be made to use these funds in order for the activity to have 
any chance of success. 

Recommendation No. 9
 

Prior to further AID funding, USAID/Honduras should 
obtain a written commitment from the GOH to make 
available the necessary P.L. 480, TITLE I funds for
 
this component.
 

National Agricultural Development Bank (BANADESA)
 

The National Agricultural Development Bank (BANADESA) has had a history 
of deteriorating loan portfolio. The financial plan earmarked a total of 
$11.6 million to help reg )nalize and strengthen the field operations of 
BANJADESA, it was felt that this would reduce credit delinquency. Our review 
showed that no regional offices have been staffed or have become operational, 
and that new positions had not been filled. The results were that loan 
delinquency continued to r'se and BANADESA continued to have liquidity prob
lems and urgent needs for additional funds.
 

BANADESA was created in 1950 and charged with two broad responsibilities: 
(a) to serve as an agricultural bank, and (b) to serve as a development bank 
to carry out certain development functions in the agricultural sector. As 
of December 31, 1980, the assets of BANADESA amounted to L198.3 million or 
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about $99.1 million. At that time, its reserve for bad debts amounted to 
about $27.2 million. In effect, the bank has had a history of deterioration 
in their loan portfolio since its creation. 

The basic purpose of this activity was to permit the Bank to introduce 
measures which would both reduce its level of delinquent debt and permit it 
to be more agile and innovative in providing credit to small farmers. This 

-was going to be accomplished by creating five regi ' ,ffices. A total of 
24 new positions were to be created to staff the regional )ffice. Each 
office would have an Agency Supervision Unit and a Development and Promotion 
Unit. The Agency Supervision Unit was to provide administrative and techni
cal guidance to the local agencies to improve portfolios. The Development 
and Promotion Unit was to concentrate on the promotional, budgetary and cash
 
flow implication of the region's existing and planned portfolio growth in 
accordance with priorities established for the region's overall agricultural 
development.
 

A second element of this activity to strengthen the Bank's credit opera
tion was to increase the number of credit specialists in eight agencies from
 
32 to 48 (an increase of 16).
 

Our review jisclosed that none of the regional offices which were to be 
created were staffed and operational. Only one regional director had been 
appointed and the bank had been unable to fill the new positions created 
under the Project because of the revenue losses experienced by the bank.
 

The revenue losses of the Bank is a major problem. In 1970, the number 
of delinquent loans was 9,313 and the delinquent amount was L.22.6 million. 
By 1980 however, the numbers had grown to 26,443 delinquent loans totalling 
L.84.6 million. Ineffect, the loan delinquency had risen from 33.6 percent
 
in 1970 to 50.2 percent in 1980. Delinquent loans are therefore high, 
growing, and aging. 

The delinquent loans classified by the bank are those where all install
ments have become due and unpaid. In effect, delinquent payments on a series
 
of long-term loan installments are not included as delinquent in BANADESA
 
statistics until after the last installment has fallen due and remain unpaid.

This means that the delinquency rate Is even higher than reported in that 
none of the ongoing and growing delinquencies associated with long-term 
loans are being recorded as delinquent.
 

The high loan delinquency, in turn, contribute to significant cumulative
 
losses on the part of BANADESA. For instance, for the nine-month period 
ending December 31, 1980, the bank incurred a loss of L.7.1 million and for 
the year ended December 31 , 1981 , the loss was L.9.0 million. The bank had 
a cumulative deficit of L.50.0 million. The operational costs of the bank 
have been rising even though the number of borrowers have been declining 
from the highs of 1974-1975.
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A substantial number of clients are deliberately ignoring their obliga
tions. BANADESA officials have not undertaken any serious analysis to 
determine the cause of the delinquencies. The immediate result' is a problem 
of liquidity causing a need for additional funds to loan during the next 
planting season.
 

BANADESA has established a task force at the central level to concentrate
 
efforts on the problem of the delinquent debt. We were told that they are 
considering a plan to turn over certain of the loans to legal firms for 
collection. 

Loan recovery issues were studied by Coopers and Lybrand in 1979 and 
Mendieta Fortin Lagos and Associates in 1980. The Ohio State University 
Research Team reviewed the delinquency question in 1981. They found, among 
other things, that the:'e was a need to develop unusually careful evaluation 
and monitoring procedures for very large loans; that there was an apparent
deficient delinquency and default procedures and either no faith or no 
interest in using the courts to presecute delinquent clients, and that the 
bank's accounting and statistical gathering network should be reorganized
 
to produce quick, consistent monthly or quarterly reports on recent delin
quency by appropriate classifications with more accurate definition of 
delinquency.
 

The Ohio State Team report noted that BANADESA officials have not made a 
serious analysis of the causes of the d linquencies. Only through outside 
consultants have delinquency data been cc Piled, so that an understanding of 
the association with other variables or ( tent characteristics can be deter
mined. 

The latest annual audited financial report as of December 31, 1980, 
prepared by Mendieta and Associates, repr sented by Arthur Young & Company, 
contained 72 recommendations for improvemcnt in the system of internal con
trols, and accounting procedures to protect the assets of the bank. The 
bank has implemented some of these recommendations, but others still need to 
be implemented. 

After two-and-a-half years, this activity shows that little progress has 
been made to date. Without a firm commit:nent on the part of BANADESA to 
fill the positions, the objectives atid Scals of reducing levels of delin
quent debts of the bank will not be ach :ved. Unless such a commitment is 
obtained we believe USAID/Honduras shoulJ terminate all funding under this 
component of the loan and reprogram the r~maining funds. 

Recommendation No. 10
 

USAID/Honduras should (a) otain a firm commitment 
from BANADESA to fill the positions necessary to 
achieve the objectives and go als of this component of 
the loan; or (b) if no firm comoitment is obtained,
terminate all further fundin( an,. reprogram or deob
ligate the remaining funds.
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Zonal Infrastructure Packages 

This activity was a pilot effort designed to introduce, at the local 
level, a concept of implementing integrated agricultural infrastructure 
packages that would have communal benefit. The loan contemplated 16 pack
ages; each package involved irrigation, road building, grain storage, and 
other related activities. Although procedures to select and process pro
jects were established, not one project was selected for implementation. 
The reasons were a lack of interest by the GOH and poor management within 
the l4NR.
 

The basic elements of this activity are: (1) identifying projects; (2) 
determining if they qualify; (3) selection of the projects to be implemented; 
(4) feasibility and engineering studies; and (5)actual construction. Guide
lines for site selection were established in the loan agreement. These 
included areas with a minimum of 200 families and a minimum potential of 500 
hectares. Roads selected for construction were to be no longer than 25 kilo
meters. The loan agreement also called for a maximum of $375,000 per pro
ject. Because different GOH agencies were to have implementation responsi
bility, a commingled fund in the Central Bank was to be established with 
contributions made on a basis of 60 percent GOH to 40 percent AID.
 

As of December 31 , 1981 , the commingled fund at the Central Bank had 
never been established and only $13,054 had been disbursed under this activ
ity. This was for an environmental impact study to establish the environ
mental criteria for the activity. It was required by the DAEC review of the 
Agricultural Sector II Program. After 2-1/2 years, the major accomplish
ments are that (a) the administrative procedures have been established for 
processing the projects and, (b) the selection criteria has been definitized. 

The lack of progress for this component has been poor personnel turnover
 
and management within the Sector Planning Group of the M4NR which has overall 
responsibility for implementation of this activity. Fir instance, the Pro
ject M4anager within Sector Planning was replaced as well as the Director of 
Sector Planning. Furthermore, we were told that the GOH has not attached 
much importance to the Zonal Infrastructure component of the Loan. This is 
evident from the very little counterpart funding that is now projected for 
this component. The original financial plan budgeted $3.5 million in coun
terpart for construction. The GOH is now unwilling to provide any counter
part for construction. The AID Project Manager estimates that total GOH 
counterpart, mostly for technical personnel, will be about $7,500 in calen
dar year 1982.
 

The current status of this activity is that the Sector Planning Group of 
the MNR is awaiting approval of a request made to AID for $9,000 for travel 
expenses to visit the various projects identified in order to determine if 
they qualify and obtain additional information to be used in the selection 
process. The Project Manager of Sector Planning estimates that it will take 
approximately to months to make these visits and make initial selections. 
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Mission officials told us that the National Agrarian Institute has 
prepared six projects which meet the criteria for selection and funding 
under this activity. They seem acceptable to AID. Although Sector Planning 
has been somewhat reluctant to proceed with these projects until all of the 
identified projects have been evaluated, they have now agreed to do so. 
Supposely, these projects could be initiated in a short time frame and coun
terpart would be forthcoming in the form of in-kind contribution. 

In view of the time already elapsed under the project with no real pro
gress to date and the fact that the GOH is not conimitted to this component, 
it is imperative that action be taken immediately to select and implement 
qualified projects or terminate this component of the loan.
 

Recommendation No. 11 

USAID/Honduras should: (a) establish a realistic time 
frame for the initial selection, approval and comple
tion of the engineering studies on projects to be 
constructed; and (b) requIre firm counterpart commit
ments from the implementing institutions; or (c)

terminate this ccumponent of the loan if (a) and (b) 
cannot be implemented.
 

Small Farmer Consumption Improvement 

A total of $448,000 was earmarked under this actvity to help improve the 
diet and real income of 24,000 small farmer families through the distribution 
of fruit tree seedlings and vegetable reeds to be s ld at subsidized prices.
In the first year of operation, the goal was to pi vide assistance to 4,500 
families; we were told that the program actually reahed 2,867 families in the 
Camaguaya area. Our review showed that controls over collections and
 
disposition of funds can be improved. Also, reporting requirements we'e not 
being met and collections had not been adequately accounted for.
 

The Loan Agreement required that reports on crillections and disposition of 
funds be submitted through the Ministry. In the dctual implementation of the 
activity, a central unit within the r4NR was re:,,unsible for supervising and 
coordinating the activity using Regional Extensi,;,n Services personnel. How
ever, we noted that no reports on the purchase or ,Ie of tree seedlings and 
seeds had been prepared as required. We were told !),a GOH official that this 
was due to a lack of communication between the head of the project in 
Tegucigalpa and the person contracted to manage '%6,e project in the field. 
According to this official, the distribution of ,, lings and seeds through
Extension Service was being done with little sui,.rvisi .n and on an ad hoc 
basis through field promoters. Furthermore, it -ad not bejen possible to get
INA to participate with the agrarian reform grouo farmers because of changes 
in personnel. This reduced the number of famer,, that could benefit from the 
program. 
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In addition, we noted that there was no accurate accounting of funds col
lected from the sale. As of February 15, 1982, the bank statement showed 
revenues totaling $4,091.07. It was not possible to estimate the amount of 
funds that should have been collected because seedlings and seeds were not 
sold in complete packets. Another official told us that in many instances, 
the distrioutor knew the recipients and allowed them to defer payment because 
they didn't have the funds to pay for the items received. Without a report on 
purchase and sale of seedlings and of collections and sales on credit, it is 
impossible to determine or even estimate the amount of funds that should have 
been collected. 

Inorder to insure accurate accounting of the purchase, sale and distribu
tion of seedlings and seeds, we believe that written administrative procedures 
and adequate internal contracts should be established.
 

Recommendation No. 12 

USAID/Honduras should obtain from the GOH established 
written procedures to ensure (a) accurate reporting
of purchases and sales of seedlings and seeds, and 
(b) a more formal system for the distribution of 
seeds. 

Recommendation No. 13 

USAID/Honduras should assist the GOH to establish and
 
begin to implement procedures which ensure adequate 
accounting and control over collection and disposi
tion of funds received from the sale of seedlings and
 
seeds. 

Participant Training
 

The participant training activity ($6.2 million) provides for approxi
mately 300 employees to benefit from long-term academic and short-term 
courses. Training was to be provided in various agricultural sciences, 
planning and development, business administration and social sciences. A 
new committee with authority over participant training was to be set up with 
representation from each of the 11 institutions benefiting from the program.
 
The technical Secretariat of the Scholarship Committee was to carry out 
periodic supply and demand studies in order to ensure that training programs 
are adequate for the primary needs of the sector. 

There were two areas where improvements are needed: (a) a supply/demand 
study should be updated so the planning for long-tern training is more real
istic; and (b) the GOH needs to make a firmer commitment to finance trans
portation costs related to short-term training. 

Long-Term Training. As of December 31, 1981, only 71 of the 149 planned 
long-ter participants for 1980-81 had departed for training. An additional 
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27 departed in January and February of 1982. Some approved participants 
delayed their departure because of the elections and the possible effect on 
their position with the Government.
 

Long-tern training was being provided in various agricultural sciences, 
business administration and social sciences. All 11 institutions were 
benefiting from the training. All of the 11 institutions were represented 
on the new scholarship committee. 

However, a supply/demand study was carried out as part of the Agricul
tural Sector Assessment in August 1979. However, the scholarship committee 
had not carried out any supply/demand studies since that time and their 
assurance that the training programs are adequate for the primar- needs of 
the sector. According to the Project Paper, "... periodic supply/demand 
studies are to be undertaken by the technical secretariat, with contracted 
assistance to help ensure that training programs remain relevant to the 
priority needs of the sector. Such studies may indicate a need for revisingj 
the training programs funded under Sector Program II. Flexibility in this 
regard is considered both necessary and important to the continued relevancy 
to the needs of such training 

Without these studies, there was no assurance that the priority needs of 
the sector were being served. For example, the Project Paper es.imated an 
end of-project status of 300 forest (B.S. level) graduates resulting from an
 
estimated increase in the CURLA faculty of 17 Forestry majors being trained 
under the participant training program. To date, 14 have been approved for 
training and 9 have started training. However, the question has been raised 
on whether Honduras can absorb the 300 forest graduates that wo'Id be edu
cated by the faculty of the University of Forestry. According to the Office 
of Environment and Technology, there is a very limited infrastructure in 
Forestry to absorb this number of graduates. Therefore, there was no justi
fication for an increase of 17 in the Forestry faculty. 

We believe that if the supply/demand studies were to be updated, a much 
better projection of Honduras Agriculture Sector needs could be determined.
 

Recommendation No. 14 

USAID/Honduras should obtain from the technical 
Secretariat the updated supply/demand studies
 
required by the Loan Agreement and Project Paper.
 

Short-Tenn Training. Shrrt-term participant training wis not being 
effecti'vely implemente dbecause the Scholarship Committee had not agreed to 
finance the transportation costs for the participants. Finatcing of trans
portation costs was to be the GOH contribution to the trainng. As a re
sult, little training had taken place and the program has not benefited from 
this type of training. Only 11 participants had attended short-tor.i courses.
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The eleven institutions on the Scholarship Committee also had not agreed on 
the institutions or the area where the training should be provided. We 
believe that if the Scholarship Committee cannot fund the transportation 
costs and agree to the needs of the institutions that the funds allocated to
 
short-term training be reprogrammed.
 

Recommendation No. 15 

USAID/Honduras should reprogram the short-term parti
cipant training if the transportation costs cannot be
 
financed by the GOH and agreement reached as to the 
needs of the institutions.
 

In-Service Training Activity
 

This activity operates at two levels: institutional and sectorwide. At 
the sectorwide level, an In-Service Coordinating Commission with a technical 
secretariat was to be established. This Commission, composed of the princi
pal training officer of the sector agencies and its secretariat, including 
training specialists, was to provide technical support to the individual 
institutions. Work was also to be continued on systematizing indeiction 
procedures, standardizing methodology for determining training needs and 
designing training actions, developing mechanisms for control, supervision 
and evaluation of training.
 

At the sectorwide level, we found that the In-Service Coordinating Com
mission with a technical secretariat had been established. The staff of the
 
Secretariat consists of the president of the Comission who is also the assis
tant to the Director of the Program for Human Resources and a psychologist 
contracted from the university. It is planned that required technical assis
tance will be obtained from within the ten institutions participating in the 
program.
 

We noted that the Secretariat has initiated work on systematizing orien
tation procedures, and held seminars to assist the institutions in identi
fying training needs and developing mechanisms for control, supervision and 
evaluation of training. 

At the institution level , five individual institutions, using essen
tially their present methodologies and procedures, were to provide about 965 
courses for approximately 20,000 participnts. Because of the lack of coun
terpart funds, this plan was revised to 481 courses for 9,500 participants. 
In 1981 , 56 courses were held for 1390 participants. The 'an for 1982 
provided for 193 courses; however, this was reprograinned to l.. courses for 
a total cost of $224,436, of which AID's portion of the financing is 49.9 
percent. 

Currently, the program is belng planned on i year-to-year basis, based 
on the needs and conditions of the institutions. This is necessary until
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changes in management personnel take place as a result of the elections, 
thereby lending some stability to the program to plan for future. years. 

Because the reprogramming actions have already been taken, we are not 

making a recommendation.
 

Development of the Atlantic Coast Regional University Center (CURLA)
 

Although this activity had initial problems with counterpart funds and 
procurement, it appears to have turned the corner and is headed in the right 
direction. New management has taken over the activity. A revised construc
tion plan has been developed as well as a new financial plan. Construction 
has been completed on one classroom building. Designs have been completed 
on five of the buildings to be constructed and one design is in process. 
Procurement needs have been identified and a large portion of these needs
 
are currently being bid although it has taken over two years to get this 
far. This problem is discussed in a subsequent section of this report deal
ing with procurement. 

The Loan Agreement provided for the construction or remodeling of appro
ximately 22 buildings for the library, classrooms, laboratories, cafeteria, 
auditorium and administrative and professors' offices. It also included 
liboary and laboratory equipment, plus a small number of vehicles. There 
was also a provision for installation of an irrigation system for 150 
hec tares.
 

The original goal of construction of 22 buildings has been revised down
war to 15. However, with minor exceptions, the original objectives will be 
met in that some departments are being combined into one building, thereby 
reducing the total number of buildings required. In ordcr to execditc cons
truction, CURLA Administration is going to handle the solicitation of bids 
for actual construction. Library and equipment needs have been identified 
and approved. The vehicles have been received. The provision for installa
tion of an irrigation system for 150 hectares has been reduced to 40 hec

.tares. Construction costs have been reduc.d by altering the original con, . 
truction plans of building multi-story buildings and substituting one-story 
)uildings with the same square footage but over greater land space since 
CURLA has an abundant amount of acreage available. 

Because of the current economic situation in Honduras, the GOH is provi
ding no direct counterpart to CURLA for this activity although the original 
p1.n called for approximately $3.7 million. Accordingly, a revised financial 
pia- for construction was recently prepared. The total cost of construction 
via. revised downward from the original plan of $5.2 to $3.15 million. Under 
the revised plan, AID would contribute $1.9 million and the University woul, 
provide $1.25 million. This appears to be a realistic plan; however, dt 
this time, the University is only committed to providing S.5 million with an 
unofficial convnitment for the remainder. This lack of a fir, commitment Is 
because under Honduran Law, 6 percent of Government revenues less Interna
t.ional obligations is to go for university development. It is up to tr 
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University of Honduras to allocate these revenues. Since CURLA is only part 
of the total University system in Honduras, it is dependent on the alloca
tion that is provided within the system. 

In order to avoid future problems with regard to funding which may delay 
project Implementation further, it is our opinion that a firm commitment on 
funding be obtained from the University that funds will be available for 
construction needs. 

Recommendation No. 16
 

USAID/Honduras should obtain from CURLA a firm writ
ten commitment on the remainder of the funding prior 
to AID committing further funds.
 

Convmodtty Procurement 

A total of $25 million (grant and loan) in AID funds were authorized for 
this project. Of this amount, $5.3 million has been budgeted for equipment, 
materials and vehicles. As of December 31, 1981, a total of $748,530 had been
 
committed and $526,699 had been disbursed. Accordingly, after over two-and 
one-half years of project life, only 10 percent of the amount budgeted for 
commodities had been disbursed.
 

Our analysis of conmodity procurement disclosed that (1) an excessive 
amount of time is spent in procuring project commodities and (2)controls over 
procurement of commodities are inadequate. These problems are discussed in 
the following paragraphs. 

Time Spent In Procuring Project Commodities. An excessive amount of time 
is being spent in procuring project commodities. As a result, project imple
mentation has been delayed. This has resulted primarily because too much time 
has been spent inpreparing, revising, and approving Invitations for Bid (IFB). 

We selected Public Bid No. 6-80 to evaluate and analyze the procurement 
process. Thli bid was for vehicles and typewriters. A detailed breakdown of 
the cost of contracts awarded is as follows: 

Type of of Contract 
Contractor Commodity- Quantity Amount 

Yude Canahuati Ford Broncos & pick-up 26 $230,420 
Walter Brothers 
Yude Canahuati 

C-J5 jeeps 
Ford microbuses 

28 
2 

224,000 
21 ,000 

Central Autonotrlz Ford microbus 1 9,280 
Ultramotor Yamaha motorcycle 17 18,700 
Central Automotriz Ford buses 2 59,000 
Distribuldora Istmania Typewriters 13 12,047 

Total $574,447 
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Our analysis of the above procurement actions showed that it took between
 
16 and 24 months from the time the request was first made to .the time that 
the commodities were delivered. In some cases, it was much longer. For 
instance, as of February 28, 1982, two buses valued at $59,000 had still not 
been received after 26 months since the process started.
 

The major delay in the procurement process related to the preparation and 
issuance of the IFB. The Coordination Unit, in conjunction with the GOH 
Office of Procurnent (Proveduria) issued the first IFB on February 18, 1980. 
However, the IFB had numerous errors such as: (a) lack of AID approval, (b) 
incomplete specifications, and (c) unconsidered legal aspects. Therefore, 
the first IFB was cancelled. Subsequently, numerous meetings were held be
tween USAID and :he Coordination Unit to resolve various issues. Inaddition, 
the number and types of vehicles to be purchased were changed as well as the 
specifications. Both USAID and the Proveduria were responsible for the 
lengthy delays. Finally on October 10, 1980, some eight months later, the 
second IFB was advertised in the local newspaper but not in the U.S. news
papers. This delayed the bid opening another 17 days. Additional delays 
were caused by the issuance of four amendments to the bid proposal from the 
date of advertisement and bid opening. The bid was finally opened on 
December 15, 1980 and the contracts awarded on February 12, 1981.
 

In addition .o Bid No. 6-80, we analyzed six other bids under this pro
ject. These we!.2 for books, furniture, office equipment and laboratory equip
ment. In some :ases, procurement actions dated back to early 1980. For 
example, Bid Nc 53-81 for laboratory equipment for CURLA was requested in 
early 1980. Ai the time of our review, the contracts for the laboratory 
equipment had s ill not been awarded. Again, the delays related to the pre
paration, revis on and approval of the IFB. Based upon Mission records at 
the time of our "eview, we found evidence of actual purchase relating to only
 
one of the six b ds above (Bid No. 44-81).
 

The procuremcont delays and problems being experienced are not unique to 
this project. Njrnerous studies have been performed to provide assistance to 
USAID/Honduras in connection with procurement. Most of these studies identi
fied problems similar to those being experienced on this project. The recom
mendations in thcse studies related primarily to changes that could be insti
tuted with the P oveduria which would improve the procurement process. How
ever, after a r'iber of years, the same problems still exist.
 

Inrespondi igto our draft report, USAID/Honduras agreed with our analysis
 
of problems e, th commodity procurement. Accordingly, they have recently
decided to br ; a full-time contract/procurement officer onto its staff, 
reduce new h..: jov,:rnment contracting to a minimum and to design a mission
wide projec: in development administration to deal with, these types of prob
lems. In aldition, we were told that USAID/Honduras is in the process of 
contracting -iiti two private procurement services agents to clear up the 
backlog of iJodz for both BANJADESA and CURLA. Also, USAID is currently nego
tiating iTh thQ GOH to pass procurement responsibilities to a purchasing
committee c ,,pos.1of AID, the :'linistry of Housing and Public Credit and the 
M,1tNR. In view of the actions being taken, we are not making a recommendation. 
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Control over Procurement of Commodities. The Mission did not maintain 
adequate control over the purchase, receipt and distribution of project com
modities. As a result, it could not effectively and efficiently carry out 
its oversight responsibilities to insure satisfactory project implementation.
 

Implementation Letters Nos. 1 and 3, require that Quarterly Procurement 
Plans should be submitted for each activity in which major purchases of equip
ment are to be made under the program. The procurement plans were to show the 
action agents and the planned initiation and termination dates for the prepa
ration of bidding documents, the preparation and receipt of offers, analysis 
of bids, contracting and delivery and installation of equipment. However, as 
discussed in a previous section of this report dealing with reporting require
ments, UCFE was not submitting the Quarterly Procurement Plan, nor did it 
have the capability or information to do so. 

The situation was even worse because there is no control over procurement 
of corminodities which adequately shows what is to be purchased, what has been 
purchased, the receipt and use of commodities. The Coordination Unit has 
some copies of invoices and shipping documents but does not have all of them. 
Furthermore, they do not maintain property records. 

Likewise, the Mission does not have a central control system whereby they 
know what is to be purchased, what has been purchased, received, distributed 
and utlized. The only information available is what each individual project 
officer may have which may or may not be complete. 

Recommendation No. 17
 

USAID/Honduras should obtain from UCFE or its succes
sor an agreement to establish an adequate procurement
 
control system and periodically report to the Mission 
on the status of commodities.
 

Project Vehicles 

Several institutions involving 9 of the 11 activities under the project 
are scheduled to receive vehicles. In accordance with the loan agreement 
financial plan, a total of 511 vehicles are to be purchased at a cost of 
$3.3 million of which AID financing represents $2.7 million. This repre
sents about 10 percent of AID's authorized financing for the total project. 
At the time of our review, 74 vehicles had been received.
 

Our review disclosed problems with regard to (1) controls over the 
utilization of vehicles, (2) receipt and utilization of 28 CJ5 jeeps, and 
(3) marking of vehicles. These problems are discussed in the following 
paragraphs. 

Controls over Utilization of Vehicles. Adequate controls had not been 
established by the GOH on the use of vehicles purchased with AID funds. As 
a result, there were possibilities of misuse of vehicles. 
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The Loan Agreement under Project Loan Standard Provisions, Annex II, 
Section B.5(b), states that the Borrower will maintain in accordance with 
accepted accounting principles, books and records adequate to show without 
limitation the receipt and use of goods and services, acquired under the 
Loan. 

We selected two implementing agencies receiving vehicles under the pro
ject to review their procedures and records for control over utilization of 
vehicles. We visited Extension Service and Directorate of Cooperative 
Development (DIFOCOOP) and found that neither has adequate records to show 
the utilization of vehicles. At both institutions, the only records main
tained on the use of the vehicles were the gasoline receipts. In the case
 
of DIFOCOOP, they were calculating and reporting mileage on the basis of 
estimated miles per gallon of gas consumed. No records were available to 
show what the vehicles were used for, what trips were made and to where or 
who used the vehicles.
 

The Extension Service had received only four vehicles (3 pickups and 1 
microbus). DIFOCOOP had received two Broncos. The two Broncos were assigned 
to the Director and Deputy Director of DIFOCOOP. We were told that DIFOCCOP 
had a total vehicle fleet of 43 vehicles but only 10 were in working condi
tion. We observed the D.puty Director driving one of the Broncos on a Friday 
evening about 5:30 P.M. in Tegucigalpa. It would appear at least doubtful 
if he was using it for official purposes since their offices officially 
close at 4:00 P.M.
 

Since DIFOCOOP only had 10 vehicles in working order, it does not appear 
to be efficient use of the vehicles to have two of them being utilized full
time by the Director and Deputy Director. 

Recommendation No. 18 

USAID/Honduras should require the GOH and implemen
ting agencies to maintain adequate records on the 
utilization of vehicles purchased with AID funds as 
stipulated in the Loan Agreement.
 

Recommendation No. 19
 

USAID/Honduras should require that the two vehicles 
assigned to DIFOCOOP be used for project purposes and 
not exclusively for the use of the Director and 
Deputy Director.
 

Receipt and Utilization of 28 C-5 h, 

Twenty-eight CJ-5 je.pJ had not b,vn officially accepted by the Govorn
ment of Honduras although they arrived in th-: country almost three months 
ago. The reason was that 27 of tle 28 j ':p nvt meet the spelid contrict 
cifications requiring a roll bar to protect passenpers in case )f turnover. 
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The GOH was unwilling to officially accept delivery of the vehicles until
 
the matter was resolved and the contractor provides the roll bars.
 

Under bid 6-80, 28 CJ-5 jeeps were awarded to Walter Brothers, a local 
dealer. However, this firm transferred its awarded contract to another 
local dealer, because they could not get a guaranty of good compliance from 
the local bank as set forth in the bidding documetits. 

The vehicles arrived at the port of Cortes .'-- November 1981 and GOH 
representatives from the Controller of Honduras, eroveeduria General and 
Ministry of Natural Resources inspected the vehicles on December 1, 1981. 
The inspection disclosed that 27 of the 28 jeeps did not have a protection 
roll bar for passengers which was specified in the bid document. 

The original bid specified "Fiber glass top" for the jeeps which require 
a safety roll bar for passenger protection. However, "Addendum No. 4" 
changed the fiber glass top for "hard tops" which supposedly do not need the 
safety roll bar. In spite of this change in the specifications, the bidder 
agreed to provide the jeeps with the roll bar. 

The eleventh clause of the contract to purchase 28 CJ-5 jeeps estab
lished that the contractor would furnish a performance bond or guarantee of 
30 percent of the total contract price. This was to ei.4ure that the con
tractor performs and fulfills all urdertakings, covenants, terms, conditions 
and agreements of the contract until all the commodities have been delivered 
and the Proveeduria has issued a certificate of final delivery. 

In responding to our draft audit report, USAID/Honduras indicated that 
the vehicles in question have now been distributed to the respective imple
menting agencies. In view of the action taken, we are not making a recom
mendation. 

Marking of Vehicles 

Appropriate publicity was not being given to the Project as a program 
being assisted by the United States. We observed that seven of the vehicles
 
received under the project did not have the AID "Hand Clasp" emblem ;%ttached.
 

According to the loan agreement, the borrower was to give appropriate 
publicity to the Project as a program to which the United States of America 
was assisting. All Project vehicles and other large equipment items were to
 
be marked with the AID "Hand Clasp" emblem.
 

This requirement is especially significant under this project where it 
is planned to purchase 511 vehicles with AID funds. To date, a total of 74
 
vehicles have been received. We observed 7 vehicles, none of which had a 
"Hand Clasp" emblem attached. On 2 of the vehicles it was obvious that the 
decal had been attached at one time but either peeled off or was taken off. 
We were told by Mission officials that this was one of the problems with 
using decals.
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Recommendation No. 20
 

USAID/Honduras should require that the AID "Hand
 
Clasp" emblem be appropriately and securely attached 
to the vehicles in lieu of using the decals and en
sure that all vehicles purchased under the project 
with AID funds are appropriately marked.
 

Commitment of Funds for Personal Services and Technical Assistance Contracts 

Our review of the budgetary process for commitment of funds for personal 
services and technical assistance contracts indicated that the amounts re
flected in the Quarterly Financial Reports were not indicative of the true 
requirements of the individual activities. Reprogramming actions 'were not 
being taken in all cases when committed funds are no longer required. In 
addition, we noted that commitments for personal services contracts are not
 
adjusted to the actual contract value after the contracts were signed. 

A comparison of the commitments reflected in the December 31, 1981 Quar
terly Financial Report for Personal Services and Technical Assistance with 
the actual contracts signed reflected the following: 

Quarterly
Financial 
Report Contracts Difference 

Human Resources 
In-Service Training $73,398 $32,998 $40,400 
CURLA Improvement 271,125 208,527 62,598 

Institutional Development 
Planning 1,215,234 626,501 588,733 
Information System 105,525 41 ,167 64,358 
Marketing Res. 444,000 444,000 -0-

Delivery Services 
Extensi on 478,301 405,396 72,905 
BANADESA
(excl. 40,452 PASA) 517,015 480,433 36,582 

Coordination Unit 
TA 362,648 400p145 (37,497) 

Total $3,467,246 $2,639,167 $828,079 

As noted above, a difference of $828,079 existed between the amount 
committed and the amount contracted.
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Inan effort to determine whether the commitments reflected in the Quar
terly Financial Report were valid, we selected the Planning Sub-System 
activity to analyze its requirements since the Project Manager for this 
activity was already in the process of making this determination. In col
laboration with the Project Manager, we determined that the activities 
requirement were overstated by approximately $84,000. Accordingly, we
 
believe that similar situations exist with regard to other activities.
 

In a somewhat different analyses of commitments, we compared the amounts
 
shown as commitments for specific individuals under personal services con
tracts against the actual contract amounts. The results of our comparison 
for the Coordination Unit showed that as of December 31, 1981, a total of 
$302,403 had been committed but the actual contract amounts were $400,145. 
This is possible if some of the contracts were terminated before the total 
amount of the contract was disbursed. However, the Coordination Unit should
 
notify AID when this happens. Under the current system, there is no require
ment for this to be done. 

If the Quarterly Financial Report does not accurately reflect Project 
Activity Commitments, it is possible, especially later on in project imple
mentation, that necessary reprogramming of funds will not take place in 
order to fully utilize all funds or avoid excessive disbursements. 

In responding to our draft report, USAID/Honduras indicated that since 
our audit, they have been able to identify and decommit approximately $3.0 
million in unused budgeted monies. This was accomplished in collaboration 
with the Coordination Unit and other implementing 
actions already taken, we are not making a recommendat

agencies. In view of 
ion. 

Program Monitoring 

Staff members of USAID/Honduras have made earnest efforts to effectively 
monitor this complex program. However, the design and consequent implemen
tation of this program was unusually complex and cre.ed very complicated 
challenges in the areas of implementation, coordination, and monitoring. In 
our opinion, these challenges have not been met and performed as effectively 
as they should have been. The complex design of the program served to make 
implementation and monitoring difficult. 

The very number of GOH organizations involved in project implementation 
by itself serves to complicate implementation, coordination and monitoring.
In redesigning the Agricultural Sector II Program, we believe that efforts 
should be made to simplify implementation by reducing the number of GOH 
organizations involved.
 

The failure of the Program Administration and Coordination Unit to pro
vide accurate and timely reports, budgets, and to maintain effective finan
cial control served to heighten the difficult monitoring task.
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The complexity of the program required, in our opinion, an unusual large 
degree of monitoring efforts on the part of USAID/Honduras.. Bound by a 
poorly designed program, we believe USAID/Honduras made an earnest effort to 
fulfill its monitoring responsibilities. Yet, there were areas noted where 
we believe improvements can be made: 

(a) An excellent Evaluation Report was written by the Coordinating Unit 
covering 1980. This report present a very useful analysis of the problems 
of the different area.. Many good 'indations were made. We found no 
evidence to show that USAID/Honduras took action to consider the recommenda
tions until October 1981. A Project Evaluation Summary had been drafted but 
had not been finalized; 

(b) The loan agreement and implementation letters required a number of 
reports to be submitted by the Coordinating Unit to the Mission. USAID/ 
Honduras was not sufficiently forceful, until February I, 1982, in its 
efforts to obtain these renuired reports; 

(c) The failure of the GOH to contribute the required counterpart funds
 
has been evident for sometime. Yet, efforts to come to grips with this 
reality were slow in taking place;
 

(d) USAID/Honduras was not prompt in answering correspondence to the 
GOH. One GOH organization complained that procurement authorizations were 
not acted upon within a reasonable time. In fact, two Implementation 
Letters dated February 19 and 23 were not transmitted to the government for 
nearly two weeks; 

(e) USAID/Honduras needs to regain control over funds committed and
 
relate them with actual signed contracts. 

These problem areas are discussed individually in other parts of the 
report. For this reason, no recommendation has been included at this point.
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iXlliluI A 

USAID/lIMii CJRAS 
.'5qrcu tr FiciO-r I Pr!o ran 

Pri-Flir 3 

AcitiUes,,Fiu Ams &anl r, - i~zations 

( -l~ f(in I dillions) Puq ose A-a t.mls 

Pa i |- 1 Hai TnA 
k tivity 

.j - 6.2 lo finance a sclmolarshlip program in agricultural sclen:es and. 
in adlition, training in such support fields as Planning and 
Mlvi.Iopment Business MAlmnlstration and the SfKial Sciences to 
build a stronger base for sound planning and effective delivery 
systems. lime I., am provides for 23S academic programs ant 64 
short-tern t,-ai.lng courses. 

Scimolarslmip F:kmmittee of tire 
IllR and Sector Institutlons: 
COFiIIO. CURIIA. IliA, ANAI*SA. 
((N)f OR. COIMAA, IIIA, 
COIJSINLAIt. DirtIOWP. IiICMIo 
and IINR. 

IU-sgvilce IIaisig &ktivIll 0.6 This activity uperates at two levels: Institutionally aril 
seo.tor-wide. At time Instititi-nal level. courses will be 

In-Service
of HIMR and 

1raining Committee 
Sector Institu

offered to reach 4.000 employees or almost half of the man-
power of the institutions to assist in upgriding their 
skills in accordance with clearly defined needs at the sec-
tar-wIde level, a Coordinating Cou.ission with a technical 

secietariat will be established to the Institutions while 
working on systematizing induction pruo:edures and institu 
tionalizing in-service training mechanisms. 

tiwis: LOiFIiNI. CURIA. I11A, 
BAIIIESA. W(U1l*e. .UIAI1A. 
I11A. lrfoCiiW. IIIW0 I. amiv 
1IR. 

lew. -logmo-at mi line Atlantic 
-Last "lonal Iniversity 

(enter (IlIDiA) 

S 4.4 to finance tMe construction or reMo4eling of 22 buildings 
aid to provide library and laboratoy equipment and some 
vehicles. lierp is also a plan fur installation of an 
Irrigation system for 150 hectares. 

CURIA 

Isttluliunal Dcvelo _nent: 
.... twrejiivni- [of1-

Mianning Sub-System 
S 3.5 To finance technical assistance and budgetary support to 

enable key Goverrment planning institutions and offices to 
more effectively to mulate policies, plans, an4 budgets on 
a MOM coor,,,t,aceo sectoral basis. 

CPA. COPIAi. COMISI1miAII:, CNAs. 
BANMMESA. IlIA. IDPS. IICAlE. 
IlIIA. DiU1O"( . 

Di-vels.-t of An 
Itollatlou, System 

S 1.0 Te finance t.chnical and suIpporL cost to develop a more com-
pmehensive N4tional PJgricultural Infomiation System In order 
to optimize *h. availability a- utilization of an agricul-
tural Information needed by various public and private sec-
tor users. 

Iirectorate General of Statis
tics And Census (I;IC) anti time 
Depalwmeni of AgJricultural Sta
tistics. Ajricullural k ox.;..Ln
tatiou ai Inlomation LCm er. 
amd Consol idation and l)isemi
nation Ih,,lnof time 1tteslon 
Iiepartmet. letminals,will be 
at IIIIA. IJC[C. anmd I U'PswLAl'E. 
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(XllII A. 

USA ID/IIORAS
 
Agrlcult-uiiFSetor-l I'rogram
 

!1v0Li leS ii i n rgan izatlons 

I: pf I-cn~ 
l.'..I I,,.j me~,arh- .... 

(In I ilI Ions) 
.St,:c ..... 1eclal1.al h-l-

Puzposc 
C-Ta, al i-iE mmn :r iu-i - t-s . 

1r9a.1 zations 
liiW el h..i.IAii -

^$a.A'si. Systa be fuded to Improve ''- ..- alvtical "an-ibillty of the newly 
.r'ated National Marketing ajstatute. Ihls will allow It to 

IDelzinrtioeg,. wiLhIn 1111A and 
Seclus Analysis Ieparlment ol 

establish effective marketing policies, icluding those Iene- the 111W. 
Ilcial to small farmers. 

ysten for Dlivery Se rvices:
Iytm -forfl -iw ei To finance vehicles, technical assistance and additional man- Extension Service of tiui 

IAt.nsloa Service $ 1.9 power to improve the. (xtension Service. both its quality and Hinistry of Natural Resources. 
coverage. Model training agencies will be established in each 
region. Ihirty-one field agencies will be Improved by addi
tional personnel. equipment and logistical support. Regional 
offices and the Control Unit will Increase staff to improve Its 
planning. coordiratig, supervision and technical support fuic
tions. Aipproximately 900 voluntary leaders will be selected and 
trained to broaden the coverage of extension see-vice. 

7umal imfastructu.. 2.4 To provide the resources for constructing integrated packages of 
small farmer infrastructure at selected sites as an element in 

Extension Service of the 1111R. 

the area of planning. Three types of infrastructure are envi
saged for each package: feeder roads not to exceed a length of 
25 tis.; on-farm land Improvement such as drainage, Irrigation, 
terracing reforestation and --tall dams; and grain storage. 
addition, off-farm storage .ai. marketing facilities will be 
cluded under this activity. 

In 
In-

Coaqwratives tn Provide In-
te!Jate.d AjAlicultural Ser-
vires to Atjrarian Reform 
Gro,ups and !im-a1 lnk.pen-
,k-t 'Fdinnrs 

$ 2.4 To create 8 sub-regional service cooperatives benefiting 4,1100 
fanm-rs and to demonstrate the viability of the service coope
rative technique to Increase farmers' income through the provi
slon of technical assistance, supply of farming Inputs, credit, 
storage facilities, farm planning and savings programs. 

DirOCOop. 

leqIonalizatIon avd $ 1.0 To support time reglonalization and strengthening of the field BANADESA. 
Sttnijte-ning of time Field 
Operations of time National 
lhvelupaent Bail 

operations of the bank througl establishing 5 regional bank 
offices and strengthening 13 agency offices which will permit 
thme bank to Introduce measures which will reduce Its level of 
delinquent debt and facilitate agility and Innovation In pro
viding credit to small farmers. 
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i[XIIiIT A 

uSA ID/I, uiRAS 
Aricultural Sector 11 i roram 

Activities.0 _ ntzat_o,, 

Caquone__nts (in S illions) Purposenzatons 

S-a.1l lmer rAlnsump-
tlun Imjsepovrment 

U .4 To Improve the diet and real Income of approximately 24.000 
small farm familltes by distributing Improved genetic material 

Extension Service. 

throughout tie conntry and establishing mechanisms for con
tinuid propagation and distribution. 

Prujram A-Iministration A S 0.7 To provide budgetary support for the Coordination Unit of tie Sector Institutions. 
roodintiom Unit IR which has been established to program, coordinate, moni 

tor, and evaluate all sector programs financed with AID loans 
or grants In lione.aras. Including the Agriculture Sector Ii 
Program. 

$25.0 

-41



EXHIBIT B
 

USAID/HONDURAS
 
AGRICULTURAL SEC=TRIT PROGRAM
 

PROJECT NO. 552-150
 
FINANCIAL PLAN
 

In UUS$ 000
 
Total GOH AID
 
Cost Financing Financing
 

Human Resources S.,stemParticipant Traini ng $9,634 $3,465 $6,169 
In-Service Training 3,483 2,852 631

CURLA 
 15728 11 317 41411

Sub-Totals 
 1 7 $1'21T 

Institutional Development System

Planning 
 16,187 12,684 3,503

Information System 
 5,295 4,249 1,046

Marketing System 1 061 518 543

Sub-Totals $22,4543$5,092
 

Delivery Systems and Related Inputs
Extension Service 
 24,536 $22,657 $1,879
Service Cooperatives 3,700 1,252 2,448National Development Bank Regionalization 11,605 10,624 981
Zonal Infrastructure Packages 5,849 3,493 2,356

Small Farmer Consumption Improvement 448 81 367
 

Sub-Totals 
 $46,138 $38,107 $8,031
 

Coordination Unit 1,333 667 666 

Grand Totals $98,859 $73,859 $25,000 
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EXHIBIT C
 

USAID/HONDURAS
 
Agriculture Sector II Program
 

Loan No. 522-T-034
 
Financial Report as of December 31 , 1981 

Obligations Expenditures Pipeline
 

Human Resources: 

Participant Training $3,738,719 $1,643,525 $2,095,194
 
In-Service Training 251,852 94,820 157,032
 
CURLA Improvement 590,919 492,002 98,917 
Uneamarked 373,510 -0- 373,510 

$4,955,000 $2,230,347 $2,724,653 
Institutional Development:
 

Planning $1,520,975 $699,158 $821,817 
Information Subsystem 297,358 91,785 205,573 
Marketing Analysis 462,320 17,320 445,000 
Unea ma rked 2,811,347 -0- 2,811,347 

$5,092,000 $808,263 $4,283,737 

Delivery Services:
 

Extension Service $812,701 $363,099 $449,602
 
Infrastructure 40,452 13,054 27,398
 
Cooperative Services 97,200 73,450 23,750
 
BANADESA Regionalization 782,225 381,022 401,203
 
Uneamarked 3,554,422 -0- 3,554,422 

$5,287,000 $830,625 $4,456,375 

Coordination Unit: 

Coordination $383,837 $276,881 $106,956
 
Uneamarked 282,163 -0- 282,163
 

$666,000 $276,881 $389,119
 

Advance S-0- $2501000 (2501000) 

Total Loan $16,000,000 $4,396,116 $11,603,884
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EXHIBIT D
 

USAID/HONDURAS
 
Agriculture Sector II Program


Grant Project No. 522-0150
 
Financial Report as of December 31, 1981
 

Obligations Expenditures Pipeline
 

Human Resources: 

In-Service Training $30,275 $30,199 $76 
CURLA Improvement 45,000 39,593 5,407 
Unea na rked 42,418 -0- 42,418 

$117,693 $69,792 $47,901 

Cooperative Services $859,866 $263,428 $596,438
 

Consumption Service 10,500 6,130 4,370
 
Unearmarked 155,806 -0- 155,806 

$1,026,172 $269,558 $756,614 

$856,135 $-0- $856,135 

Total Grant $2,000,000 $339,350 $1,660,650 
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LIST OF RECOMMENDATIONS
 

Recommendation No. 1
 

USAID/Honduras should (a) cease financing activities
 
which have not and do not show promise of concrete
 
results and positive program achievement; (b) reexa
mine, scale down andredesign the objectives and acti
vities of this program; and c) deobligate any excess
 
funds (page 6).
 

Recommendation No. 2
 

When the Project Is reprogrammed, USAID/Honduras
 
should include a new financial plan using realistic
 
GOH counterpart contributions related directly to
 
project activities (page 10). 

Recommendation No. 3 

After reprogramming, USAID/Honduras should obtain 
evidence that the GOH has established a system for 
adequately controlling and accounting of for the use 
of counterpart funds (page 10). 

Recommendation No. 4
 

When the program is reprogrammed, USAID/Honduras
 
should address and clearly define for the Coordin
ating Unit component, the questions related to ex
pected outputs, legality, responsibilities, adminis
trative, financial, budgetary, and reporting pro
blems, and personnel needs (page 15).
 

Recommendation No. 5
 

When the program Is reprogrammed, USAID/Honduras
 
shoul, reevaluate the Planning System Component and
 
reprogram funds into other appropriate activities if 
necessary (page 18).
 

Recommendation No. 6
 

When the program is reprogrammed, USAID/Honduras
 
should examine and reduce the scope of Information
 
System component to more realizable levels and re
program or deobligate any excess funds (page 19).
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Recommendation No. 7
 

In reprogramming the Project, USAID/Honduras should 
ensure that the plans for the Extension Services
 
include (a) clear and definable goals and objectives; 
and (b) a specific implementation plans for achieving 
them (page 21).
 

Recommendation No. 8 

Before additional vehicles are purchased for Extension 
Services, USAID/Honduras should obtain from the GOH a 
firm written commitment that the necessary financial 
arrangements will be made so that per diem, gasoline,
 
and the necessary spare parts are available for the
 
program (page 21). 

Recommendation No. 9 

Irior to furhter AID funding USAID/Honduras should 
obtain a written commitment from the the GOH to make 
available the necessary P.L. 480, TITLE I funds for 
this component (page 22).
 

Recommendation No. 10
 

USAID/Honduras should (a) obtain a firm commitment 
from BANADESA to fill the positions necessary to
 
achieve the objectives and goals of this component of
 
the loan; or (b) if no finn commitment is obtained, 
terminate all further funding and reprogram or deob
ligate the remaining funds (page 24).
 

Recommendation No. 11
 

USAID/Honduras should: (a)establish a realistic time
 
frame for the initial selection, approval and comple
tion of the engineering studies on projects to be 
constructed; and (b) require firm counterpart commit
ments from the implementing institutions; or (c)

terminate this component of the loan if (a) and (b) 
cannot be implemented (page 26).
 

Recommendation No. 12 

USAID/Honduras should obtain from the GOH established 
written procedures to ensure (a) accurate reporting 
of purchases and sales of seedlings and seeds, and 
(b) a more formal system for the distribution of 
seeds (page 27 ).
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Recommendation No. 13 

USAID/Honduras should assist the GOH to establish and
 
begin to implement procedures which ensure adequate
accounting and control over collection and disposi
tion of funds received from the sale of seedlings and 
seeds (page 27).
 

Recommendation No. 14
 

USAID/Honduras should obtain from the technical
 
Secretariat the updated supply/demand studies
 
required by the Loan Agreement and Project Paper 
(page 28).
 

Recommendation No. 15 

USAID/Honduras should reprogram the short-term parti
cipant training if the transportation costs cannot be 
financed by the GOH and agreement reached as to the 
needs of the institutions (page 29).
 

Recommendation No. 16
 

USAID/Honduras obtain from CURLA a firm written com
mitment on the remainder of the funding prior to AID 
committing further funds (page 31). 

Recommendation No. 17 

USAID/Honduras should obtain from UCFE or its suc
cessor an agreement to establish an adequate procure
ment control system and periodically report to the 
Mission on the status of commodities (page 33).
 

Recommendation No. 18
 

USAID/Honduras should require the GOH and implement
ing agencies to maintain adequate records on the
 
utilization of vehicles purchased with AID funds as 
stipulated in the Loan Agreement (page 34).
 

Recommendation No. 19
 

USAID/Honduras should require that the two vehicles 
assigned to DIFOCOOP be used for project purposes and 
not exclusively for the use of the Director and
 
Deputy Director (page 34). 
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Recoimnendation No. 20
 

USAID/Honduras should require that the AID "Hand
 
Clasp" emblem be appropriately and securely attached 
to the vehicles in lieu of using the decals and en
sure that all vehicles purchased under the project 
with AID funds are appropriately marked (page 36).
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APPENDIX B
 

LIST OF RECIPIENTS
 

No of Copies
 

Deputy Administrator 1 
Assistant Administrator - Bureau for Latin America 
and the Caribbean (LAC/CAR) 5 

Assistant Administrator (LAC/DR)5 
Mission Director, USAID/Honduras 5 
Assistant Administrator - Bureau for Development Support 1 
Assistaht Administrator - Office of Legislative Affairs 1 
Assistant Administrator to the Administrator for Management I 
Office of Financial Management - (M/R4/ASD) AID/W 3 
General Counsel (GC), AID/W I 
Audit Liaison Office (LAC/DP), AID/W 3 
Director, OPA, AID/W 1 
DS/DIU/DI, AID/W 4
 
PPC/E, AID/W 4
 
Inspector General, AID/W 1 
IG/PPP, AID/W I 
IG/EMS, AID/W 12 
AIG/II, AID/W 1 
RIG/A/W 1 
RIG/A/Abidjan 1 
RIG/A/Cairo 1 
RIG/A/Manila 1 
RI G/A/Ka rachi 1 
RIG/A/Nai robi 1 
RIG/A/NE, New Delhi Residency 1 
RIG/A/L, Panama Residency 1 
RIG/A/LA, La Paz Residency 1 
GAO, Latin America Branch, Panama I 
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