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 : Audit of Honduras Rural Water and Sanitation Systems
 
Project No. 522-0166, Audit Report No. 1-522-86-12
 

This report presents the results of audit of the Honduras Rural 
Water and
Sanitation Systems Project No. 
 522-0166. Specific objectives of this
 program results audit were to evaluate: program accomplishments against

established targets; the organizations delegated responsibility to
implement the project; internal 
control systems applicable to the
project; administrative 
controls over the procurement, accountability and
 use of commodities and equipment; and, 
 compliance with applicable laws
 
and regulations.
 

Based on the revised seven-year life of the project, program
accomplishments were 44.9 percent of established 
targets and 71 percent
of the project implementation period elapsed.
had The organizations

delegated responsibility to implement project
the 
 had not coordinated

their activities adequately, one of the reasons why were
they
ineffective. Internal and administrative controls over 
project resources
 were weak and needed to 
be improved; and local law and regulation were

circumvented by one of the project executing units.
 

We found that USAID/Honduras understated established program targets.
Also, 71 percent of the revised project implementation period had passed
and 40.5 percent of the $20.7 million 
 in project funds had been
disbursed. Moreover, $439,000
some in AID-financed project commodities
 was determined to be unusable, or had been 
diverted to non-project use,
or had been abandoned; and, there was no single 
 implenentation or
decision-making responsibility 
within the project implementing unit. On
fiscal matters, USAID/Honduras had not reconciled its records of
outstanding 
 cash advances and liquidation vouchers with Government
records; the implementing unit/Ministry of Health had collected fees in
 an unauthorized fashion; 
 and project benefits had been distributed

unevenly. Finally, administrative controls over project 
vehicle use and
 
over in-country travel were inadequate.
 

Please advise this within
office thirty days of the action planned or
 
taken to implement the recommendations in this report.
 



EXECUTIVE SJ.RY
 

On March 15, 1980, USAID/Honduras signed 
a Project Agreement for the
Rural Water and Sanitation Project (522-0166) for a 
total estimated cost
of $18,195,000. 
 The initial A.I.D. contribution consisted 
of a $10
million loan and $500,000 grant. As 
originally contemplated, the
Ministry of Health 
 was to provide $3,778,000 in local currency

equivalents and beneficiary communities were to provide 
 the remainder of
$3,917,000 in the form 
of volunteer labor and 
 local materials. By
September 30, 1985 the A.I.D. loan had been increased 
 to $19,500,000 and
the grant to $1,200,000 in order to expand the Project outputs and
increase the number of beneficiaries. The Project was 
 to benefit
approximately 247,000 of the 
 700,000 rural Hondurans living in the
project area by providing access to safe 
water and sanitary waste
 
disposal systems.
 

The Office 
of the Regional Inspector General for Audit/Tegucigalpa made a
 program results audit of activities carried out under This
the project.

interim audit covered 
 the period from March 15, 1980 (project inception)
through September 30, 1985. The purpose of our review 
was to determine
whether or not the desired results 
-- in this case, the installation of
water and toilet systems for the targeted rural 
 poor -- were achieved.Specific audit objectives were 
 to evaluate: program accomplishments

against established 
 targets; the efficiency and effectiveness of the
organizations delegated responsibility to implement the project; internal

control systems applicable to 
 the project; administrative controls over
the procurement, accountability and use of commodities and 
 equipment; and

compliance 
with applicable laws and regulations. We determined that
program accomplishments were 44.9 percent of established targets 
 and that
71 percent of the project implementation period 
 had elapsed; the

organizations delegated responsibility to implement the project 
had not
coordinated their activities 
adequately, a major reason why they were
ineffective; internal and administrative controls over project resources 
were weak; and, existing 
 law and regulation were circumvented by one of
 
the project executing units. 

USAID'Honduras has acknowledged that 
 this project has been implemented
not without certain difficulties and that, especially in the areas of
commoiitv and vehicle controls, both its own and the Government's projectoversight require certaina amount of shoring up. At the same time,however, the Mission has pointed out tha.t the project has madesubstantial strides in addressing the health and sanitation needs of many
of t country's disadvantaged rural poor. They reported encouragementat te results of a recuilt study by the implementing unit. It disclosed
that trained human project resources were now in place and that"institutionalization of [project benefits] at the comnunity level" hadbeen virtually ensured. Moreover, the USAID has asserted that as man), as60,0w pe.rsons have been provided water via hand pumps an( wells suppliedby tir project; another 86,000 now enjoy piped water; and perhaps 300,000
persons now benefit from AID-financed latrines in the project area.Whilewe could not verify all the accomplishments claimed by the Mission,we did wish to acknowledge that, in our own view, the project iscorncatually sotnd and holds out the promise of significant multiple
be:aefits to large numbers of truly needy rural londurans. 
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USAID/Honduras understated 
established program targets. 
 We recommend
that USAID/Honduras 
review, revise and formalize the targets for the
project. One community had not found an 
effective method of destroying
old pit latrines, and there were 10 villages in the target project area
that had not been visited. We recommend that USAID/Honduras implement
actions to educate village 
groups on effective pit latrine destruction,
and promote the project in the 10 villages. Only 40.5 percent 
of the
$20.7 million 
 in AID project funds had been disbursed; $1,207,315 in AID
project funds had 
 been committed 
but ever used. We recommend that
USAID/Honduras 
make appropiate determinations and financial adjustments.
The implementing unit's organizational structure was not 
 adequate and we
made a recommendation designed to centrilize and strengthen the structure
of the organization. There was a discrepancy of $97,804 in cash 
advances
in USAID/Honduras' 
 records as compared 
 to those of the Government. We
recommend that USAID/Honduras reconcile its books with the 
 Government and
inform the Government on the status of processed liquidation vouchers.
 

An estimated $75,675 
 in local currency equivalents had been collected in
an authorization fashion from project beneficiaries by one of 
 the project
executing units. We 
recommend that USAID/Honduras recover the funds and
determine the effect of such levy practices on the project.
 

At project warehouses we deterriined that $409,509 in project 
 commodities
lay idle; 
 about 10 percent of the pour-flush commodes (costing about
$10,200) had been damaged; $9,826 
in project commodities were diverted;
two warehouses did not have 
an inventory system in place (one of these
warehouses was not secure and did 
 not 
 have a warehouse manager); and,
about 1,000 pieces of project PVC and metal piping costing about $29,000
lay abandoned. 
 We recommend that USAID/Honduras take appropriate
corrective measures to sell or dispose 
of idle commodities, train
warehouse personnel, 
recover the value of diverted commodities, obtain
inventory cards, seal one of 
 the warehouses, and 
recover the abandoned
commodities. 
Finally, administrative controls 
over project vehicle use
and over in-country travel 
 were not satisfactory. We recommend that
controls be instituted and implemented.
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AUDIT 
OF HONDURAS RURAL WATER
 
AND SANITATION SYSTEMS
 
PROJECT NO. 522-0166
 

PART I - INTRODUCTION 

A. Background
 

At the time of project inception in 1980, infant mortality in Honduras
 
was estimated at 103 per 1,000 live births, 
and 80 percent of children
under five years of age suffered from some degree
Gastric/intestinal illnesses were highly prevalent; 

of malnutrition.
 
some 24.4 percent of


infant deaths were attributed to diarrhea. 
The general mortality rate at
birth was 16.5 per 1,000 in rural 
areas as compared to nine per 1,000 in
urban centers (1977 data). 
 About 78 percent of the urban population had
 
access to drinking water facilities and about 50 percent had access to
 some means of human waste disposal. Only 30.3 percent of the rural
population had reasonable access to safe 
 drinking water, and only 18.4
percent had access 
to basic waste disposal facilities. Studies made by a
Guatemalan organization found synergistic
a relationship between
malnutrition and diarrhea. 
 The findings suggested that an intervention
such as 
improved water and sanitation facilities would result not 
 only in
reduced diarrhea incidence and infant mortality rates, but also improved

nutrition among the under-five age group.
 

On March !5, 1980 USAID/Honduras executed the 
project agreement for the
Rural Water and Sanitation Systems project. 
The total estimated cost of
the project was $18,195,000. AID's contribution consisted a
of '10
million 
loan and a $500,000 grant to the Goverrment of Honduras (GOH).The GOH was to provide $3,778,000 in local currency equivalents and the
targeted communities were 
 to provide the remainder ($3,917,000) in

volunteer labor and local materials.
 

By September 
 30, 1985 the AID loan amount had been increased to
$19,500,000 and the grant to $1,200,000; 
the total estimated cost of the
project had risen from $18,195,000 to $28,395,000; and, its estimated

completion date was extended four years to December 31, 
1987 in order to
expand the project outputs and increase the number of project
beneficiaries. 

The project goal was 
 to improve the quality of life, and especially the
health status, of poor rural Hondurans. The project purpose was toexpand access to, and 
 use of, safe water and human waste disposal
systems. There were four major project 
 activities covering two
contiguous geographic regions. 
 The activities were: (i) expansion of
construction capabilities to permit self-help installation of about 180 
gravity,.low aqueducts, excavation of 3,000 hand-dug wells to befurnished with hand pumps, rehabilitation of 800 wells and 50 piped water
systems, and installation of 
 about 18,000 pit latrines and 14.100 water
sealed latrines; (ii) establishment of functioning water maintenance 
systems; (iii) development and implementation of education activities to
promote community participation, 
 improved health behavior related to
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water and sanitation facility use, and 
 systems maintenance; and (iv)

training of promoters and field agents to improve implementation,

supervision aad project
overall monitoring. The two contiguous
geographic regions were: 
 the three western departments or Copan, Lempira

and Ocotepequ. borderering Guatemala and El Salvador; 
 and, the
northwestern departments of Santa Barbara and Cortes. 
 (See map at end of
 
this section.)
 

According to the project paper, it 
was estimated that the project would
benefit about 247,000 of the 700,000 rural Hondurans living in those 
 five

departments so that 
 55 (sic) percent of the population would have access
to safe water and 
 sanitary waste disposal facilities. The target
population 
ranged in size from five-family clusters to communities of up

to 2,000 inhabitants.
 

Three Honduran entities were delegated responsibility to implement the
project. They were the National Water and Sewer Agency (SANAA), the
Ministry of Health (MOH), and the Office of Health 
Education (OHE) under

the MOH. The combination of these entities formed the project

implementation unit known as PRASAR, a 
Spanish acronym for Rural Water
and Sanitation Project. PRASAR/SANAA was principally responsible for the

construction and maintenance of safe drinking 
water systems. PRASAR/MOH
dealt chiefly with the installation of human waste disposal systems, and
PRASAR/OHE provided advertising and training services.
 

B. Audit Objectives and Scope
 

The Office of the Regional Inspector General for Audit/Tegucigalpa made 
a
program results audit of activities carried out by PRASAR and funded by

USAID/Honduras and the GOH under Project No. 522-0166. 
 This interim

audit covered the period from March 1S, 
1980 (project inception) through

September 30, 1985. Field visits were made during the period

September 4, 1985 through January 24, 1986.
 

The purpose of our review was 
 to determine whether or not the desired
results, in this case the installation of 
 water and toilet systems for

the 
 targeted rural poor, were achieved. Specific audit objectives were
 
to evaluate:
 

-- program accomplishments against established targets; 

the organizations delegated responsibility to implement the project;
 

internal control systems applicable to the project;
 

-- administrative controls over the procurement, accountability and use
 
of commodities and equipment; and 

compliance with applical)le laws and regulations 

To accomplish the audit objectives we reviewed records and documents ofUSAID/Hlonduras, PRASAR/SANAA, PRASAR/MOI, PRASAR/OIIE, and the GOHMinistry of Finance. We tested warehouse operations at regional 
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AUDIT OF HONDURAS RURAL WATER
 
AND SANITATION SYSTEMS
 
PROJECT NO. 522-0166
 

PART II - RESULTS OF AUDIT
 

The duration of the Honduras Rural Water 
and Sanitation Systems Project
No. 522-0166 was originally planned to extend 
from March 15, 1980 to
September 30, 1983. However, on August 15, 1983 
 USAID/Hond.'ras and the
GOH agreed to extend the project assistance completion ddte (PACD) to
December 31, 
1987 in order to expand the project outputs and increase the
number of project beneficiaries. 
 Based on the revised seven-year life of
the project, program accomplishments were 44.9 percent 
 of established
 
targets and 
 71 percent of the project implementation period had elapsed.

The organizations delegated responsibility to implement the project had
not coordinated 
 their activities adequately, one of the rep-nns why they
were ineffective. 
 Internal and administrative controls 
over project
resources were weak 
 and needed to be improved; and, local law and
regulation were circtnvented by one of the project executing units.
 

In response, USAID/Honduras stated that of
in spite difficulties

encountered, the project had made significant 
 progress. Water 
had been
provided to the 
 target group, latrines had been installed, the education

campaign in health had produced notable results, 
 and training of health
promoters had lain 
 the foundation for institutionalizing project outputs
at the commnity level. Further, a 
January 
 1984 stud' of the project
disclosed 
 that of 525 families interviewed, 95 percent had latrines and
70 percent were clean, and that 
 77 percent used some 
 type of covered
 
water storage. In addition, about 1,000 schools had 
received educational
 
information on basic family hygiene and health.
 

We agreed that the project has benefited that portion of the target 
 group
that received water and latrine systems. 
 Previously, they had practiced
only the more rudimentary forms of water 
retrieval and human waste
disposal. 
 lowever, we fomnd that lISAIl)4llonduras hadl used a modified setof targets in its semiannual report ing of project accomplishments to
AII)/Washington. Except for one cat egory, the mo1I if ied targets Were lowerthan those originally estahlishd with the (olt. Also, the installationof a latrine system did not necessarily mean that an additional familywas being reached ; some fami lies Ifeived more than one system whileothers were not ser ye at all. Moreover-, the. three proje t executingunits opterat ed separite ly an! wi thouit a centrtal decis ion-maker. 

On the fisal side., 40.5 percent of project funds were disb irsed althougl
71 percent of the reviseI imleplernentati period ki elapsvd; $1,207,315earmarked for di 'bursement under the ploject lay i d I,; there was a$97, 804 cash ad atic, di s re.pany between IlS;All)/'llotdutras and GOIl records;
and, thw P'X.A.l0,/1l exv¢cut lg unit iad col letvd an estimatel $75,675 inlocal curmency fee, froim proje( t heriefici ar ies without formal G(lI
authori zat ion or AJtl) approval .
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At project warehouses we determined that AID-furnished commodities valued
 
at $409,589 
 lay idle, $15,626 in project materials had been diverted; two

of three warehouses did not have adequate inventory systems; 
 an estimated

1,000 pieces 
of PVC and metal piping costing about $29,000 lay abandoned;

and, 10 percent of the pour-flush latrines purchased under the project

were estimated to 
 have been damaged during shipping and storage.
Finally, administrative controls over project vehicle 
use and in-country

travel were unsatisfactory.
 



A. Findings and Recommendatfons 

1. Targets Understated
 

USAID/Honduras understated established program targets because 
 the
planned inputs and expected outputs of participating private voluntary

organizations (PVOs) were disregarded 
 in periodic reporting of project

targets and accomplishments. Moreover, some families received more than
 
one waste disposal system. Indicators of project accomplishments are
dependent 
 upon the integrity of statistics or other supporting

information. As of September 30, 1985, 
 71 percent of the project

implementation period had passed. 
 A comparison of accomplishments to
targets used by USAID/Honduras for reporting purposes resulted in a 66.4
 
percentage-of-completion factor (weighted average). However, based on
 
established targets, 
 the project was 44.9 percent complete. As a result,
the project was more seriously behind schedule than documented in reports

to top managers at USAID/Ilonduras and AID/Washington. USAID/Honduras

needs to confirm with the GOH the established targets and accomplishments

for the project.
 

Recomnendation No. I
 

We recommend that USAID/Honduras review, revise and formalize with the
Government of Honduras program targets under the Honduras Rural Water and 
Sanitation Project No. 522-0166.
 

Discussion
 

The six major subcomponents or outputs of the project were: 
 aqueducts,

water seal latrines, pit latrines, wells, windmills and sewer systems.
The revised project targets were established in Project Amendatory

Agreement No. 1, dated July 30, 1983, and included in the Government of 
Honduras' five-year plan.
 

USAID/Honduras used a modified set of targets in its semiannual reporting

of project accomplishmnents. For all but one category (sewer systems),

the modified targets were less than those formally established. We used

the targets established in tie project agreement, as amended, and asestaMisIied in the GOHl's five-year plan. Based on those targets,
acconplishments were as follows: 

130 aqueducts were targeted ror construction and 256 (59.5 percent)
completed. Also, 150 existing aqueduct improvements were targeted
ind 63 (42 pe:rcent) completed. However, USAID/londuras' emiannual
eporting showed a target of 355 aqueducts, including existing

aqueduct improvements -- a difference of 225 aqueducts; 

-- 30,000 water-seal latri nes were ta igeted and 24, 0214 (30 percent)
rompleted. 11SAll)/Hlondui-as' semiannual report i rig showed a target of
19,000 -- a difference of 31,000 latriiws; 

- - 2,000 pit latrines were targeted and 21,552 (98 percent) competed, 

ISAID/llonduras' semi annual reporting showed a target of 19,800 pit
latrines; 
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--	 2,000 wells were targeted and 1,079 (54 percent) completed.

USAID/Honduras' semiannual 
 reporting showed a target of 1,600 wells
 
-- a difference of 400 wells;
 

--	 50 windmills were targeted and four (8 percent) completed.
USAID/Honduras' semiannual 
 reporting 
 showed a target of 10 windmills
 
-- a difference of 40 windmills;
 

--	 six rural sewer systems were targeted and four (67 percent)
completed. USAID/Honduras' semiannual reporting also showed a target
of six sewer systems. 

AID regulations require 
documentation of modifications critical
project success, 	 to
such as project objectives, outputs, purpose and goals.
There was no evidence that USAID/Honduras had reduced the project output
targets to 
 those reflected in its semiannual reporting through a project
amendment, implementation letter, or other
by 	 formal means.
Consequently, 
the project was more seriously behind schedule than had
 
been reported.
 

Based on siatistics, some 21,500 
 simple latrines and 24,000 pour-flush
latrines 
were installed under PRASAR/MOtI auspices. PRASAR/MH01 promoters
distributed the disposal systems to targeted 
family groups and recorded
statistics 
 on 	 systems installations. 
A project assumption was that each
disposal system installation represented an additional project
beneficiary. But, four-flush la~rines distributed by PRASAR/MOli were not
necessarily installed and 
 in 	use because promoters delivered them to
targeted communities in batches2 where 
they lay pending acceptance by
family units. 
For 	example, we observed cratec pour-flush latrines stored
in various residences located in the villages of La Brea, San Rafael and
Quetzailica. Nevertheless, tile promoters recorded 
 these deliveries as
installations and reported such to 
 their regional offices. We visited
two of the three regional offices and determined that regional
supervisors had not been to the field to spot-check their promoters' work
or to verify the accuracy of statistics. The unavailability of travel
and per diem funds at the regional level was an inhibiting factor.
 

Increased monitoring and review is 	needed to thatensure the 247,000targeted inhabitants of Honduras are benefited as planned. 

Management Comments 

USAID/Honduras expressed reservations about the accuracy and significanceof our draft audit report statements regrirding double counting ofstatistics maintained by 	 the GOIt. They said that project officialsadvised that statistics being reported were one, latrine for each family.On batch deliveries of latrines, IJSAI)/Hlonduras believed that tleproblem, if existed, beone 	 could solved by supe rvisors more closelyreviewing and verifying proloter statistics. USAIl)/Hlonduras concludedthat in the long run the method of counting would not distort statistical
data since batch deliveries were ultimately installed. 
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Office of Inspector General comments
 

In view of USAID/Honduras' acceptance of 
 the GOH statistical. gathering

procedures, we have deleted a portion of Recommendation No. 1 requesting

USAID/Honduras to have PRASAR/MOH 
verify its statistics on latrine
 
installation.
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2. 	Project Implementation Delayed
 

As of September 30, 1985 71 percent of the revised 
project implementation
period had passed 
 and 40.5 percent of the $20.7 million in project funds
had been disbursed by USAID/Honduras 
 to 	 the GOH. Causes for
disbursement of project funds were 	
slow
 

a cumbersome clearance 
 and approval
procedure within 
 the GOH resulting in 
 delays in requests for
reimbursement from USAID/Honduras, inadequate 
management of counterpart

funds by the GOt, and less 
 than timely GOH contracting procedures for
project promoters. Inherent in AID project 
planning and design is the
timely and effective utilization of public monies. On this basis,
disbursements 
 for the $20.7 million 
project were scheduled within a
seven-year period. 
But after five years, $8.4 million had been used. At

the current rate of disbursement, no more than $5.4 
million of the
remaining $12.4 million of project funds will 
 be 	 expended. The project
was originally scheduled to last 
 three years. A primary cause for the
project's extension was the slow expenditure of funds by the GOH. One
cannot reasonably expect 
 the 	GOH to revamp its cumbersome procedures and
accelerate expenditures during 
the 27 months remaining under the
project. Moreover, 
experience has demonstrated that the design that
required this project to be 
 executed over the traditional span (first

three then 
 seven years) was inappropriate. 
 A longer project life was
necessary in 
the case of this "people-centered" activity, 
 and
implementation rates 
 needed to be appropriately adjusted to the actual
administrative and financial 
capacities 
 of 	 the GOH rather than those
arbitrarily established. Finally, we identified $1,207,315 in project
funds on USAID/Honduras Controller records 
 that were committed but
unused, and needed to 
 be 	 reviewed for reprogramming or deobligation.
These funds should 
 have been identified 
during quarterly Controller

reviews with responsible project personnel.
 

Recommendation No. 2
 

We recommend that USAID/Honduras:
 

a) 	determine what can reasonably be accomplished during the remaining
life of Project No. 522-0166, and make appropriate financial
 
adjustments; and,
 

b) 	review for reprogramming or deobligation $1,207,315 in committed 
but
unused project funds recorded on USAID/Honduras Controller's books.
 

Di scussion 

A combination of bottlenecks 
prevented timely disbursement of project
funds. There were 
three basic sources of funding: an AID grant ($1.2
million), 
 an AID loan ($19.5 million), and the GOH 
counterpart
contribution and community inputs (about $7.7 
 million in local currency
equivalents). Since 1983, the Government's counterpart had been financedby 	 local currencies generated 
 in 	 association with 
the AID Economic

Support Fund (ESF) transfers. Disbursement was slow under 
both the loan
 
and counterpart portions of the project.
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Loan Funds -
 The flow of lban funds was to be initiated by an advance of

funds from USAID/Honduras to the Ministry of 
 Finance, the GOH
representative for the project. 
The funds were consigned to the General
 
Directorate of Public 
 Credit (under the Ministry of Finance). The
directorate maintained a separate bank account with 
the Central Bank of

Honduras, and established rotating 
 funds of $25,000 in local currency

equivalents to be used by the PRASAR/MOH, and $100,000 
in local currency

equivalents for PRASAR/SANAA. The PRASAR entities were to be able to
draw from the rotating funds for project expenditures. The Ministry was
to replenish 
the rotating funds, and in turn, was to be reimbursed by

USAID/Honduras on the basis of requests for 
advances and the submission
 
of liquidation vouchers.
 

Officials at the 
Ministry of Finance told us that there was a continuing

lack of available funds to finance 
 project expenditures due to

insufficient and 
 untimely advances by USAID/Honduras to the Ministry. We
determined that there was only 
one instance in which a USAID/Honduras

advance had not reached the Ministry until the following month -- the
advance based on cash needs for September 1985 reached the Ministry on
 
October 4, 1985.
 

Generally, Ministry requests 
for advances were made on a quarterly basis

while the USAID/Honduras Controller issued 
 advances monthly. We
 
concluded 
 that the Ministry termed these advances "insufficient" due to
 
the monthly installment nature of USAID/Honduras' payments.
 

More importantly, the clearance 
and approval procedure within the GOH

tied up AID funding. The 
Ministry of Finance wai reluctant to release

funding until advance justification and expenditure support 
were received
from the PRASAR executing units. 
But the PRASAR executing units relied
 
on their parent agencies, SANAA and the MOH, 
for administrative support.

We were advised by the PRASAR/MOH Director that 
ten to twelve different
offices were 
involved in the clearance and approval procedure. To sum
 
up, during what 
 amounted to a five-month processing and turn-around
 
period, the project's rotating funds were 
 drained to pay prior

expenditures. Consequently, 
while tha project executing units waited for
 
reimbursement project implementation faltered.
 

Counterpart Funds - GOH-provided counterpart was coverto in-country

laoor, per diem, fuel and maintenance costs incurred under the project.
The project suffered from a lack of counterpart funds between 1980 and
1983 due chiefly to the economic crisis that Honduras experienced during

1981. To assist in alleviating 
 the shortage, AID ESF transfers had

caused the generation of adequate counterpart funds since 1983.
 

Although ESF-generated counterpart 4is available after 1983, we verified
 
that the same conditions existed on the project that 
 were prevalent

prior to 1983. Project promoters and other project personnel were not
receiving their salary, per diem or travel funds in order 
to promote and
 
implement the project. This was especially critical for project

promoters, who were the "sellers" of the project and the link 
between the

project and its target population. 
About half the 190 project promoters

worked under contract. The GOH required that new contracts be drawn up
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annually. Also, we 
were told that only the President of the Republic of
Honduras wa authorized to sign contracts. Consequently, while waiting
for the contracts to be authorized during the first part of each year, no
funds were made available for the promoters to carry out their 
work. The
 process of contract authorization averaged at 
least three months causing

a corresponding hiatus in activities.
 

In the field, we also heard of complaints about the lack of funds with
which to implement the project. To illustrate, several promoters told us
they had not received per diem 
for services performed during four
months. Another promoter said he had not received 
 salary for three
months due to a promotion that 
 required the authorization of a new
contract. This promoter 
was actually penalized due to a promotion

because he lost salary for a three-month period waiting for a new
 
contract.
 

The negative consequences to the project 
were demoralized personnel,
resignations, loss of time and increased 
costs to train new personnel,
all resulting in field activity delays. 
Evidence of these conditions was
supported by the fact that the PRASAR/SANAA unit reported in an 
internal

memorandum, dated August 
 19, 1985, 
 that it had been able to carry out

only about 2.7 months of project implementation during that year.
 

Unused Project Funds USAID/Honduras Controller 
 records included

$1,207,315 of committed, but undisbursed and idle project funds. Some of
those unused monies dated back to the 
April 15, 1981 when Project
Implementation Letter (PIL) 
No. 18 was isrsued. These funds should have

been reviewed for reprogramming or deobligatiun during quarterly
USAID/Honduras 
Controller reviews with responsible project personnel.
During the 
 two-week period ended January 17, 1986, we reviewed the status
of 	 these funds 
with the AID project coordinator, PRASAR/SANAA and
USAID/Honduras Controller 
personnel and determined that the funds were
idle because some amounts were no longer needed, others were obligated

twice, and yet others were never actually committed.
 

--	 Of $227,879 earmarked for Construction Hardware Nacoco (Control No. 
#-40102), $220,848 lay idle because payment had made
been under
 
another obligation.
 

A total of $370,049 earmarked for improvement of existing aqueducts
(Control No. E400050) was unused because payment 
had also been made
 
under another obligation.
 

--	 Separate earmarks of $197,949 and $62,680 had been made for projecttraining costs in 	1984 (Control Nos. E-401004 and E-401026,
respectively). But $20,219 
 and $197,509 of those respective amounts
 
were no longer needed and lay idle (total $217,728).
 

Exhibit D summarizes the 38 items or expenditure categories totaling
$1,207,315 that needed 
 to be reviewed for reprogramming or deobligation.
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Management Comments
 

In response to our 
preliminary finding statements, USAID/Honduras noted
that disbursements for this project increased 
notably during the fourth
quarter of fiscal year 1985 
and the first quarter of fiscal year 1986.
They said that some $2.8 million was disbursed during this span and,
with a major procurement due in a 
few months, project funds would be
nearly fully disbursed at project expiration. In response to the draft
audit report USAID/Honduras demonstrated 
 thac because of large recent
outlays, $10.6 million had 
 now been disbursed, and major procurement
actions requiring large disbursements were scheduled for fiscal year 1986
portending complete use of project funds.
 

USAID/Honduras took immediate corrective actions during the audit 
 to make
the $1,207,315 of audit-identified 
 idle funds available for other uses
 
under the project.
 

Office of Inspector General Comments
 

Although USAID/Honduras has demonstrated that the 
 rate of project
disbursements is increasing, 
there are now 21 months remaining to expend
$10.1 million -- the balance of 
 funds in the project. Moreover, the
cumbersome clearance 
and approval procedures of the GOH continues to
affect timely expenditure of project funds. 
This cannot be ignored, nor
 can the sporadic history of project disbursements to date:
 

1980: 
 $ 5,012
 
1981: 
 $ 3,288,370
 
1982: 
 $ 902,221
 
1983: 
 $ 688,470
 
1984: 
 $ 2,174,040
 
1985: 
 $ 3,102,503
 

Therefore, we have retained part a) of Recorr-endation No. 2.
 

Prompt and effective actions 
taken by USAID/Honduras to free the
$1,207,315 of iddle 
 funds satisfies the requirements of part b) of
Recommendation No. 2. 
Therefore Recommendation No. 2 b) is closed as of
 
the date of this report.
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3. 	Procurement and Commodity Management Needed Improvement
 

Almost $439,000 in AID financed 
project equipment was determined to be
unusable, or been
had diverted to non-project use, or had been
abandoned. The 
El 	 Progreso regional warehouse managed by PRASAR/SANAA
had 	on stock 86 types of materials and equipment 
 valued at $409,589 in
local currency equivalents that lay idle or were unusable due to a lackof planning in commodity purchasing. Also, we estimated a 10 percent
damage factor for the porcelain pour-flush commodes in storage (about
$10,200). Another $9,826 in local 
 currency equivalents of project

materials had been diverted for use in off-project activities. 
The 	Santa
Rosa regional warehouse managed by PRASAR/M011 was operating without asystem 
of 	 inventory cards because GOH auditors confiscated the cards in
July 1985, and the warehouse manager had never received 
 unit prices

the commodities and equipment on hand. 	

for
 
The 	Santa Barbara area warehouse
also managed by PRASA/NOJI was in general disarray, security was lax,there was no system of inw. ntory control, and no warehouse employee.Finally, at least 1,000 pieces of PVC and metal piping costing about$29,000 had been abandoned 
 on the roadside property of a resident of El
Ocote since July, 1985. 
 A basic criterion of procurement planning is to
determine whether equipment and are 	 forcornodities appropriate a
project. Also, a warehouse should have an adequate system of internal

control and 
 security to prevent diversion and unauthorized use of
materials. The and
idle unused commodities located at 
the 	El Progreso
regional warehouse should be sold or disposed of in a manner beneficialto 	 the project, and the value 
 of 	 diverted commodities needs to be
recovered frun the borrowing organizations. PRASAR/OI needs to returnthe inventory cards to the 	Santa Rosa regional warehouse along with unitprice 
 information for project commolities. The Santa Barbara areawarehouse should be 	 sealed until adequate security and internal controls 
are 	implemented, and abandoned project cormodities need to be recovered.
 

Recommendation No. 3 

We recommend that USAI )/ onduras take measures to: 

a) 	 utilize or negotiate an equivalent exchange for materials andequipment Valued $409,589 localat in currency equivalents that layidle or were unusable at the PRXSAR/SANAA El Progreso regional
warehouse; 

b) 	 have 11ASNUR/OIiE train IRASAR wa rehouse personnel in proper storage 
prac t ices; 

c) 	 recover $9,826 in local currency equi valents in diverted project
commod i t i e ; 

d) 	 obtain the return of certain inventory cards and infounuation on unitprices for I)rojec! courlod ities confiscated by local auditors at the
Santa Rosa regional warehouse; 
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e) have PRASAR/MOH seal 
 the Santa Barbara area warehouse until adequate

security and internal controls are implemented; and
 

f) have PRASAR/SANAA recover the estimated 1,000 pieces of PVC 
and metal

piping that were abandoned in July 1985 in El Ocote, Honduras.
 

Discussion
 

There were three regional warehouses and six area warehouses established
under the 
project to furnish the targeted project areas with the
commodities needed to implement 
 the project. Regional warehouses were
located at El Progreso, Santa Rosa and La Area
Ceiba. warehouses

located at Santa 

were
 
Barbara, Cortes, Gracias, Tela, Tocoa and Trujillo. We
reviewed the operations at the El Progreso and Santa Rosa regional


warehouses, and at the Santa Barbara area warehouse.
 

El Progreso Reional Warehouse - The warehouse consisted of one encloseG

30 by 60 foot builing, two open 30 by 90 foot tin 
 roofed sheds, and an
administrative building. 1985
In June commodities and equipment from

other warehouses were transfeired to El Progreso resulting in
overstockage. To illustrate, more than half the enclosed building was
taken up by pour-flush latrines awaiting installation. Some steel and

PVC piping and rebar lay exposed in the yard area.
 

The system of inventory control 
 was generally adequate. A cardex
procedure was in place and a PRASAR/SANAA auditor from Tegucigalpa made

periodic spot checks and corresponding inventory adjustments. However,
the auditor felt that on-site accounting personnel were needed 
 in order
 
to more closely monitor the inventory.
 

Tb l Progreso warehouse had in stock 86 different types of commodities
valuto( at $409,489 in local currency equivalents that had been there for 
some time. Principal among these were metal and PVC piping for water
systems in excess of three inches in diameter. We were told that thepiping and other equipment and commodities were not appropriate for theproject and could not be used in a rural situation because they weredesigned for more sophisticated urban water systems. For example: 

-There were onl hand 7,344 pieces of six-inch by 20 foot PVC piping at a cost of $162,413 in local currency e(ivalents. None had beenused. In fact, the supply had increased due to transfers from ether
warehouses. USAJIl/llonduras stated that the piping was necessary for21 planned sewer systems. The numl)er of pl.mned sewer systems had
been reduced fron 21 to six, however. 

-- Thirty-two, eight-inch metal shut-off Valves, valued each at $370 inlocal currency equivalents, were on hand in August 1984. Only three
had moved and 29, valued at $10,720 in local currency equivalentslay i dIe. These valves were too large for use oni rural aqueduct
systems. (See Figure 1.) USAID/Ilonduras said that th, va lv,.s were
for the planned sewer systems (rather than for aqueduct systems). 
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-- 

--	 4,980 pieces of rebar, three-quarter inches by 30 feet, were in 
inventory in August 1984. Only 448 pieces had been used leaving
4,532 pieces 
valued at $55,336 in local currency equivalents idle and
 
unused.
 

--	 2,992 four-inch, 45 degree metal elbows, valued at 	 $36,128 in local
 
currency equivalents, had not moved since August 1985 and 1,146
four-inch 90 degree valued $13,534
elbows, at 
 in 	local currency

equivalents, likewise lay unused.
 

Furthermore, commodities valued 
 at 
 $9,826 in local currency equivalents

had been lent to other organizations for unauthorized activities:
 

-- 20 pieces of four-inch piping with a value 
 of 	 $2,255 in local
 
currency equivalents 
 had been lent to CARE on May 26, 1983. The loan
 
was still outstanding.
 

--	 300 units of plastic cement with a value of $909 in 	local currency

equivalents had 
 been lent to CARE on May 3, 1983. This loan was also
 
outstanding.
 

The 	Jefatura Tecnica unit of SANAA, not associated with the project,
borrowed pipe valued at $157 
in local currency equivalents on January

28 1985 and constnction materials valued at $6,504 
in 	local currency

equivalents on April 24, 1985. 
 The 	loans were outstanding.
 

--	 An Inter-American Development Bank financed activity obtained 200
 
pieces of metal pipe valued $5,800
at oil November 29, 1985. We
witnessed the loading 
of 	 this pipe at the El Progreso warehouse on
 
December 5, 1985. However, USAID/Ilonduras later furnished
justification for this 
 loan, although they had not been consulted or
approved it before the materials loans occurred. 

Also, an estimated 3,000 pour-flush commodes were stacked 10 coUnodes
high by 
 about 20 feet wide and 40 feet deep. These commodes were made of
porcelain. Our observations led us to estimate 10 	 percent damage had
occured chiefly at the bottom levels, because the commodes were not
stored on pallets or otherwise protected. 

Santla Rosa R ional Warehouse - This warehous,, was located on hospital
grounds witl i o-10- 1i fencing and a secure entrance. The enclosedwarehouse was about 25 by 40 fet. Most project commo it ies had beentransferred to El Progreso except for pour-flush latrines. Other
quantities of rebar and pipe lay in an adjacent stockyard. There were 
six nonfunctioni ng )roject motorcycles in the warehouse. 

The warehouse manager advised us that auditors from the MOI!I had
confiscated his inventory cards in ,July 1985 and had not returned them.
lie 	 said that he had never received unit prices, and thus did not know the
value or quantity of commodities transferred to the El Progreso regionalwarehouse or on-hand. In Tegucigalpa, the PRNSAR/M()II Director told us 
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that the inventory cards had been brought in to prepare new ones for the

warehouse manager's use. Cur inspection of the inventory cards made

available in his office dis,:loyed they were indeed the confiscated set.
 
We observed unexplained pctings through October 1985 that were not made
 
by the regional warehouse manager.
 

Santa Barbara Area Warehouse - This area warehouse was located within a

hospital compound. The few commodities stored there suggested that the

warehouse was functioning only as a temporary depot. For example, there
 
were 249 pour-flush latrines, 54 
 pump parts, 55 bags of cement and two

non-fuactioning project motorcycles in storage. 
 Other small quantities

of proiect materials, such as rebar, lay scattercd throughout the storage
area. 
 iewere advised that most project commodities were transferred to
 
the El Progreso regional warehouse during May and June 1985. However,

the project employees there (promoters) could not furnish us information
 
on the quantity and value of materials received in Santa Barbara or
 
transferred to El Progreso. There was no warehouse manager, no system of

inventory control, and no accounting responsibility. The key to the
 
warehouse was available to any of the promoters or 
 'rivers upon request.

On December 16, 1985 we alerted USAID/Honduras to these conditions and
 
advised that the warehouse be scaled until basic internal controls were
 
installed by PRASAR/MOH. 

Abandoned Pipe - On December 12, 1985 we observed at least 1,000 pieces

of PVC and metal piping costing about $29,000 that lay abandoned in El

Ocote, Honduras. 
 (See Figure 2). These project commodities were located
 
on the property of a village resident. The resident advised us that in
 
July 1985 a PRASAR/SANAA project vehicle had broken down and workers had
 
unloaded the commodities there. No one had since returned for the pipe.
 

In contrast, in the village of Agua Caliente we found 
 eight families who

had done preliminary work but 
 not received project materials for
 
latrines. Another family had not received PVC piping for 
water because

commodity needs had been underestimated by PRASAR/SANAA. The commodities 
had been promised to the residents by a PRA.SAR/SANAA official during

October 1985 and again 
 on December 2, 1985. According to a village

leader in Quebracho -- a 40-family community -- community members had to
buy additional PVC piping and connecting valves to extend their watet 
systems from the front to the rear of their heies. lie said that each
family in need of the extension paid up to $10.50 in local currency
equivalents for the additional materials. Thus, while loans of project
commodities were being made by PRASAR/SAN/A for unauthorized activities,
and while project corrimolities lay abandone(l(, certain among the targeted
rural poor went lacking the materials for which they were eligible. 

M4anagement Cominen s 

USAID/i onduras suggested that the sale or disposal of materials and
equipment, as recorrmuended lI the draft aud it ro'-)rt, would not be
appropriate because the had proper legail means ofGO!! no publicly
auctioning the coriiioditie. rhiey said that when a final determlination is
made on what is or is not useful to the )roject, USAIl/Honduras would 
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negotiate an equivalent exchange for other materials 
with other entities
 
of the GOH. USAID/Honduras took immediate action to 
conditions at the Santa Barbara area warehouse, and initiated 

correct 
actions 

the 
to 

resolve the other parts of Recomendation No. 3. 

Office of Inspector General Comments 

We have modified part a) of Recommendation No. 3. Further management

actions are needed for parts b), c), 
 d) and f) of the Recommendation.
 
With respect to part c), USAID/Honduras did not address the outstanding

loans made to CARE and SANAA. Finally, the prompt and effective actions

of USAID/Honduras were sufficient 
 to correct tile situation at tile Santa
Barbara area warehouse. Therefore, part e) of Recommendation No. 3 is 
closed as of the date of this report.
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Figure 1
 

El Progreso Regional Uarehouse
 

29 of 32 eight-inch shut-off valves costing $10,720
 
in local currency equivalents have not moved because 
they were inappropriate for the project and can be 
better used for sophisticated urban water systems. 



Figure 2
 

El Ocote, Honduras
 

An Estimated 1,000 units of PVC and metal waterpipe
 

lay abandoned in the front and rear yards of a
 

Honduran resident since July, 1985.
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4. 	PRASAR Organizational Strcture Was Dysfunctional
 

There was no single implementation or decision-making responsibility

within the project sponsor (PRASAR) organization, in addition to which

the GOH's Mitnistry of Finance held the 
 project purse strings. The

organizational structure was planned 
as 	 set forth in the AID project

paper. The 	 of
formation a project committee was to make coordination of

the three project elements easy and effective. But the committee Pever

materialized as such because each project 
 sponsor for the most part
worked independently. Consequently, 
by 	 the original 1983 project

completion date, 
 the project was only just getting underway, resulting in a four-year extension to December 31, 1987. Nevertheless, we estimate
that at the current implementation and expenditure rate, almost thehalfproject's resources will not be 
used before that date. A responsible

local official is needed 
 for this project to monitor and coordinate the
 
efforts of the three project elements, to identify and correct project

implementation problems, to deal directly with the GOtt's Ministry of

Finance regarding availability of project funding, and 
 to act as

spokesperson for the project. 
Moreover, we believe that a representative

of the GOI Ministry of Finance should be a member of the 
 existing project
 
committee.
 

Recommendation No. 4 

We 	 recommend that USAID/Honduras obtain from the Government of Honduras
 
either: 

a) 	 the appointment of a PRASAR committe chairperson with authority and
responsibilities. over the activities of PRASAR/SANAA, PRASAR/MOlI and 
PRASAR/OIIE on Project No. 522-0166; or, 

b) 	joint agreement on formalization of a plan to improve the monitoring
and coordination of the Honduras Rural andWater Sanitation Systems
Project No. 522-0166. 

Discuss i on 

The implementation of the three elements of the project was the respons ii) 11i t of the respect i ve exec tigi ig agencies, that is,PIAAR 'SAN,.\ for water supply sy'stems, t'RASARI/ky)l] forl hiiman waste
disposaIl svstems, and PIGRA,/O(IfI fr h,,I th education andl t ra i mnrig. Each
of the tIr(,, execIt iI ( t-it es des i gniat,, a project director who had
authori tv to iidt, (,ci ion,, COconiS ,iCf the d ipoS it i,,n of project
resouilce, as, the'v pertai ,,d to hi:s pa '-t(1u ar ar,.a of respon.sibility.
Each relied on his respective pa.ent inst i tu. i on for administratiye and 
technical1upport. 

The thr,e project dir,, tor, part icipaIted on 'n, ,11ualbaslisl along with the
All) projec ( cordilnator oi a projct com llitt ,r that w;as formedl to make
per(i od i review', of proje( t pro ,less, iriplemcnlt iton prol]esi., and to
participate oil proj,.ct ev, lii oftison. The projectAll) coordinator, apersonal se1i (e conn trac( t or, served in ;In advisory capac ity and reported 
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to the USAID/Honduras Office of Engineering. 
 The record was replete with
 numerous committee meetings where factors 
 inhibiting effective project

implementation were "discussed," but wasthere little evidence of the
adoption of corrective 
measures to clear away implementation or
 
disbursement bottlenecks.
 

Moreover, each element worked independently in the field. To illustrate,

the PRASAR/MOI promoters were the critical link with the targeted

communities 
for the purpose of selli:og the project. But since they were
MOH employees, their activit;es were restricted to the promotion 
of human 
waste disposal systems 
 and associated education and information
activities. A PRASAR/MOII promoter told 
 us he was unable to place anorder for needed parts 
for the water system in the village of Quebrachobecause that was a PRASAR/SANAA concern. In this case, timely and
 
effective relief to targeted village recipients could have been
 
accomplished with a simple telephone call.
 

An evaluation preparod for USAID/Honduras (Diagnosis and Recommendations
 
for Rural Water and Sanitation Systems in londuras) in January 1983 notedthat PRASAR/MOII was not advised when Pt SAf -engineers goingSS were tomake field studies for community water supply systems. 
 Hence, promotion

efforts and community organization (carried out by PRASAR/MOH promotors)
had not taken place when the PRASAR/SANAA study groups arrived. As aresult, the community was not prepared to help wiith the field work. This
lack of communication and coordination between the executing agencies for
 
the project was quite evident during our review.
 

Consequently, the PRASAR organizational structure, originally designedto facilitate coordination of project activities by the three project
 
sponsors, was not functioning as planned.
 

On the financial side, the three project directors (lid not have direct
 access to two project revolving funds established by the Ministry of
Finance. They were hampered by the administrative procedures of their
 
parent organizations SANAA the MOl in
-- and -- processing cash advancerequests and expenditure vouchers. At the time these docunents left the

PRA AR offices, unit directors lost control over the fiscal cycle.

Dependence upon 
 first, the parent organization, and second, on the
Ministry of Finance, for fiscal management had a negative effect on thetimely and effectiye receipt and use of project funds. As mentioned
earlier in thiis report, a three-month document cycle within the GOlt was 
not uric ommon. 

Management. Comments 

USA 1)/Ilonduras, stated that discussions on the draft audit recommendation 
were currently bhei og held with PRASAR/SANNA officials. They requested
that we modify the recommendation so that all its options would remain 
open. 

Off ice of Inom.!ww __ r. - n t s.oime 

We have modifried Recommendation No. 4 in general accordance with the 
USA I l/londu ra s ' request. 
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5. Cash Advances and Liquidation Vouchers Not Reconciled
 

ULAID/Honduras had 
 not reconciled its of
records outstanding cash
advances and liquidation vouchers with GOH records. 
A basic requirement
of good cash management is the monitoring of the cash management needs
and use records of recipients. As of September 30, 1985 there was a
discrepancy of $97,804 
in project cash 
advances between USAID/londuras
and GOH project records. Moreover 
the GOlt had reported 14 liquidation
vouchers totaling 
 503,442 in local currency equivalents which, accordingto its records, remained unprocessed. Those vouchers were brought to theUSAID/londuras Controller's attention during the audit. Although therewas evidence that 11 of the 14 liquidation vouchers had been processed,certified for payment, and posted prior to September 30, 1985 andsubsequent oneto that date, the USAID/Honduras Controller could not furnishcopies of transmittal letters or other evidence to the effect the GOlf hadbeen advised that its liquidation vouchers had been processed.Continuing discrepancies in cash advances and in expenditures containedin liquidation vouchers 
provent effective cash management of project

funds.
 

Recommendation No. 5 

We recommend that USAID/onduras: 

a) reconcile its records with the 
 GOHl Ministry of Finance 
 and Public
Credit regarding the 
 audited $97,804 discrepancy in cash advances; 
and,
 

b) notify the Government of Honduras as to the status of projectexpenditures docilmented on liquidation vouchers al ready submit ted. 

Discussion
 

We calculated that the Controller's balance of <1u1standi ri, cah advancesat September 30, 1985, was $248,801. Thi s fiiquwe ;: as det,'ntflrined byadjusting the Controller's balance for: ca5h adtVance', maleYe ,.(,in
September to

outstandin liquidation 


were not yet submitted for reiflbtirsiinitl 

30, 1985 tg v(Pcl,'Vs anl! ,'xpern.litires that 

w tlbe (;th}o. T'he (;()!U r,.lom-t,-doutstanling: cash avai lale in bankits aconi ard sIh-acviv Pl to ih ,otating funds cf SANA, and the !i,, %(rv of lea It of, 1I!() ,(" onSeptember 30, 1985. Th. turr-ecob iled diff,- nc, was $'7,8nl. l ,, ver,as of Sept niib,.r 30, 19 I tNIP (RAl I ,'<r t 1 1. r,'vIiisl ,. ,hn, i tel.f
liquitidait ion voiwiq tot1al Qiu $503, 442 ini Io al 'In nv~lalnwl, i ch, acco idig tIo its r'.(,(o ls, had not b1'eri pr, ,'',,,ed hyUSAIl)/llondhira,. lleven Vo Ii( hin ' than
and one( dated to 1)83. Ili a rnen)r;rIdlrll (tlait. Novml),.r 8, 1985, we 

of, t hos" ws Iwrle . h thr', mionth' O(ld 

request e l ict IA /lriid -iran tak act itaol to)lod e fIf'wlill,' wl llil )I llot t IleVOlichel',i5 Werfe out sta,;ili~l ,ialld ilie' r11s...l( any dle I av i illii, clthos, vollc l'rs. Ir a I ( !,)poi',(* dat -d D( ,''im rI 
s I, 

II1, I9 ', we w,-1 0 il o riledanl s.ibt ltjrelil y verified t hal 12 of iNe vol(i ,, helf l ben fill yprocessed arid the ermiiriqiig two We me sclidilI e for proce,,,iig. 
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However, the USAID/Hondur~s Controller 
could not provide copies of
transmittal letters or other documentation to the effect that the 
 GOH had
been notified the vouchers 
were processed. To sum up, there was no

evidence that USAID/Honduras had informed the GOH; therefore, the 
GOH had
 
no basis for adjusting its records.
 

Managemnt Comments 

USAID/Honduras did not agree 
with the criterion that we used regarding

cash management requirements. In order to 
avoid any misinterpretation,
 
we have appended as Exhibit E USAID/Honduras' response to this section.
 

Office of Inspector General Comments
 

USAID/Honduras had initiated 
steps to reconcile the $97,804 discrepancy,

and had reduced the difference between 
 its and GOH balances to about
 
$17,000. We have retained Recommendation No. 5 until management actions
 
have been completed.
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6. Unauthorized Fee Income from Pour-Flush Latrines
 

Beginning in May 1984, PRASAR/MOH began to collect from the targeted
rural poor $5.00 in local 
 currency equivalents for each pour-flush
latrine installed. The PRASAR/MOH Director told us 
 the collections were
authorized by internal
an document issued by the Ministry of Health.
However, the loan agreement (Section B.4) stated that 
 project assistance
would be free from taxation or fees imposed under laws in effect in the
territory of the Borrower 
 (GOH). The loan
project agreement (Section
B.3) also specified that the community contribution to the project would
take the form of volunteer labor and local raw materials. Mo-eover, 
in a
memorandum dated August 23, 1985, 
 the AID project officer informed the
PRASAR/MOH Director that, if the "proposed" collections were approved by
AID, the proceeds were tobe returned to the project. 
But at the time of
the AID project officer's August 1985 notification, PRASAR/MOH had been
charging the fees 
 and depositing them 
 in the GOH general fund for 15
months. We verified that the PRASAR/MOH Region 5 office 
 alone collected
$15,800 in local currency equivalents for the period May 7, 1984 through
January 22, 1985. Officials at Region 5 informed 
us that PRASAR/MOH
headquarters received had
and collection records for the three project
regions. PRASAR/MOH promised but not to
did furnish us requested
information on total receipts for the three regions. 
Based on available
statistics regarding installations of pour-flush latrines since 
we May 1984,
estimated 
 that fees amounting to $75,675 in local currency equivalents
were collected and deposited 
 in the GOH general fund. Recovery for the
project 
 is in order. Also, a determination should 
be made whether
charging such a fee is really desirable or if it 
acts as a deterrent to
 
project progress.
 

Recommendation No. 6
 

We recommend that USAID/Honduras:
 

a) recover for the project an estimated 
$75,675 in local currency
equivalents representing the probable amount of 
 fees collected by
PRASAR/MOH for the installation of pour-flush latrines since May,

1984; and
 

b) determine whether charging such 
 fees acts as a deterrent to project
 
progress and if the GOH should continue this practice.
 

Discussion
 

We reviewed the authorities 
 under which PRASAR/MH0t implemented the
latrine levy and determined 
 that there was no support for the described
actions. In Honduras, policy changes must 
 be supported by a Supreme
Decree, signed by the President of the Republic, and published in the
official gazette. Language for a such regulation had been drafted,
reviewed by Ministry of 
 Health auditors, and returned to PRASAR/MOH for
modification and subsequent submission to the Ministry of Health. Thedraft had not been submitted 
to All) for review and approval. Therefore,
we consider PRASAR/MH0t actions in charging fees 
to have been premature

and unauthorized.
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In response to our prelinfinary findings USAID/Honduras reiterated AID
policy that encourages user fees as a means of defraying 
 the drain on a
host country's budget, 
 and suggested that the recommendation be modified
to suggest the parties coordinate to determine 
 the disposition of
 
collections.
 

We believe that recovery is in order since the fees were, and 
 continue to
be, contrary to the USAID/Honduras project officer's original

instructio.,s 
 and were not supported by local law or regulation. We
further believe that more study is in order to determine the advisability

of charging such a fee in view of the 
 scant income of most project

beneficiaries in rural Honduras.
 

Management Comments
 

USAID/Honduras pointed out that 
 the collection of a nominal fee 
for
installation of pour-flush latrines was a 
planned activity in accordance
with Project Amendatory Agreement 1, Annex I, page 7 which 
indicated that
"the sale of water seal 
 latrines can capitalize the maintenance fund".
While in agreement that the proceeds should be 
used for the project,

USAID/Honduras questioned 
how we determined the estimated 
$75,675 of

collections, and requested that we delete the recommendation.
 

Office of Inspector General Comments
 

The cited Amendatory Agreement, representing "planned" activity was not
supported by authorization(s) 
 to "implement" the collections.

explained previously 

As
 
in the Discussion section, PRASAR/MOH has made
collections since May 1984 without the authorization of either the GOH 
or
AID. Moreover, PRASAR/MOH did not make its collection records available
to us. Therefore, we 
 used the statistics verified 
 at the PRASAR/MOH
Region 5 office ($15,800); determined the number of pour-flush latrines
installed by Regions 3 and 6 from May 1984 to September 1985 
 -- based onGOH statistics; and multiplied 
 the number of installations by ten
Honduran lempiras ($5.00 in local currency equivalents). We believe that
 a refund 
 to the project is warranted and have retained the recommendation
 

accoTdingly.
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7. 	Project Benefits Distributed Unevenly
 

While some families benefited more than once, the residents of ten

villages located at 
 the 	western extreme of the project area had not been

visited at all 
 by local project sponsor representatives. Moreover, iri

La Brea, Honduras, lack of proper training led to the creation of health

hazards when simple latrines became full and could not 
 be 	 leveled. When

this happened, 
the 	same family was often provided an up-graded pour-flush
version. Steps need to be taken to these
correct dysfunctional aspects

of project implementation.
 

Recommendation No. 7
 

We recommend that USAID/Honduras:
 

a) 	have PRASAR/MOH, through selective site v'isits, identify

PRASAR/0RE educate targeted village groups 

and
 
on effective destruction
 

of pit latrines after their useful life; and,
 

b) 	have PRASAR/MOH and PRASAR/SANAA promote human waste disposal systems

and water systems, respectively, at ten of the villages included 
 in
 
the 	target group but not yet served.
 

Discussion
 

The residents of La 
 Brea, Honduras had not found an effective method of
destroying 
old pit latrines after the installation of pour-flush

latrines. We this
visited community twice (September 1985 and again in
December 1985) and observed no improvement. For example, in September,

1985 the head of the village association (patronato) told us that he

could not destroy his old project-sponsored concrete commode 
and platform
in order seal the pit. In December, 1985 he said that he planned to seal
 
the commode with a concrete top. The simple latrine was open, foul,
insect-ridden and a danger to children at play. 
With the installation of

his 	pour-flush latrine, he had 
 two waste disposal systems. Education,

including the provision of appropriate project-financed tools, is in

order for the citizens of La Brea. 

While PRASAR/O1t Promoters made frequent field visits to villages 
 such as
La Brea, and duplicated statistics on latrine installations per family

unit, there were 10 villages in the target project area that had not beenapproached. These villages were located in 	 the far-west sector of 
project activities near the Guatemala border.
 

Figures 3 and 4 illustrate 
conditions found in La Brea, Hlond'ras. 
Exhibit C contains a listing of the 10 villages with residents who make
 up part of the target group who have not yet received project benefits. 

Management Comments 

USAIDl/Honduras did not 	 agree with the general thrust of our finding.
They said that PRASAR officials advised that a few 	dry pit latrines werereplaced with pour-flush latrines, and that the replaced latrines were
constructed prior to the project. 
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Office of Inspector General Comments
 

Our site visits 
aM discussions with project employees and beneficiaries

lead us to conclude that both the 
finding and recommendation are valid
 
and warranted.
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Figure 3
 

La Brea, Honduras
 

In the foreground (left and bottom) PVC pipe leads
 
from pour-flush to reception pit, while in the
 
background (center) a simple latrine with an expired
 
useful life attracts insects, creating a health
 
hazard.'
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Figure 4
 

L'Brea, Honduras
 

Abandoned simple latrine laN unattended in area where children 
play. The field promoter said that this particular latrine 
was not part of the AID-financed project, but part of the 
Honduras five-year plan. 

Nonetheless, simple latrine construction is identical for
 
both efforts. 

The community of La Brea needs education and appropriate tools
 
to level and seal simple latrines subsequent to their usful
 
life.
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8. Vehicle And Travel Controls Still Need To Be Established
 

Administrative controls over project vehicle 
 use and over in-country

travel were inadequate. PRASAR/SANAA had not disseminated instructions 
to the field regarding minimum documentation needed to support vehicle use. PRASAR/M2 had iiot deveiopt.i instructions oo vehicle use, and had 
not developed vehicle use similar
a log or format. Moreover, the
PRASAR/MOt! promoters planned their 
in-country travel independently, and
prepared and reported their travel results to PRASAR/MOHI headquarters

without evidence of review and supervision at the regional level. More

than $1,/2 million 
in AID funds went to purchase vehicles and motc.-cycles
for use on the project. in order to determine whether or not project
vehicles were used 
 for project purposes, recording information on points

of departure and arrival, and reasons the
the for trip, would have

constituted minimum requirements. 
 For in-country travel, information on
times of departure and arrival, sites visited, purpose of 
 visits, and

evidence of traveler and 
 supervisory certification were also needed.

PRASAR/SANAA and PIRSAR/M1i had not 
 implemented, or had not developed,

these basic administrative controls. Consequently, it was questionable

whether or not vehicles were used for project purposes 
or if all
 
in-country travel was 
limited to project business.
 

Recommendation No. 8
 

We recommend that USAID/Honduras have: 

a) PRASAR/SN/Uk disseminate instructions to its 
 field offices regarding

docuinentation needed on the use of project vehicles;
 

b) PRASAR/MOII develop and disseminate instructions on use of project
vehicles; and 

c) PA
ASAR/MOH1 
 install basic controls over in-country travel.
 

Discussion
 

There were 46 vehicles and 120 motorcycles costing $587,124 procured forthe project with AID-funds. PR0ASAR/SANAA procured all of the project
vehicles and motorcycles and distributed them among the three executing 
units. 

PRAS.AR/SANAA - Headquarters officials fur-iished us with a fon thatcontained date, name of driver, vehicle identification, place and hour ofdeparture, destination and hour of arrival, beginning aml ernding o(lometer
readings, number of kilometers, name and signature of travler, and 
more. They said that the formn was used by all IJRASAR/SANAA tn its.However, we were uniable to corrobortte this ill the fild. For example,at 1:1 Progr,so t.he PIASAR/SANAA manager told u, that ho was( unfamiliar 

.with the fo vm Ins t.,,I , we found a system of invoices,-, and monthly
report i rig forms to accoint for gasoI line piircha ses. 0r' test of theinvoices and monthly reporting forms disclosed that. in casw;, where theforms were available, thcre Were no supportinrug irivoices1 an(] vice versa. 
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Also, travelers and drivers failed to 
certify the reporting forms and
omitted information on 
cost per gallon, odometer readings and places
visited. To sum up, implementation of the existing system was 
inadequate.
 

PRASAR-MOII - Headquarters officials were not able to furnish us with aform on vehicle use. The PRASAR/JOij I)irector told us that there was none
in existence. Some 113 AID-financed motorcycles were allocated toPRASAR/MII promoters for use 
in the field. There was no accountability
for their use.
 

In-Countr Travel - Supervision was lacking over in-_outury travel andfor schcdul in and justifying the in-country travel of the PRSAR/*OIIpromoters. In two of the regional offices we verified that promotersprepared their monthly schedule on villages to be visited; promoters
documented on a weekly basis the villages vi si ted; and, promoters
prepared thei r monthly accompl i shments reports for PRAbVSAR/ Ihead,.uarters. In some cases signature blocks for supervisory review andapproval were noted on the various forms and reports l)repared by thepromoters. However, about 90 percent of the forms and reports that wereviewed did not contain supervisory certification evidencing review andapproval. As a result, it was questi onable whether or not all in-country
travel was limited to project business. 

The absence of these controls relates to deficieicies cited in otherareas; for example, with inaccurate information feedback which distorted program accompl ishment reporting. [hlese needed admini strat ive coitrols were either not established or not implemented b), the responsible project
executing units. Part of the IJSAll)/Iondtiras monitoririg effort needs tobe direc ted toward the andestablishinent implementation of basic
administratiye controls over project vehicle use and over in-country

travel.
 

Ma nag eml *lit omne nt s 

USAI l)/londu ras had initiated actions to resolve the findiig andrecorrufneuidit tiots, and was awaiting the receipt of documented procedures
from th, project executirig units for Miss ion review and approval. 

ral0ffice of nI"i or Ge_t__ Commen,I 

We have ret a i ned Revi.fa-nundati on No. 8 until manag ement actions have been 
completed. 
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B. Compliance and Internal Controls
 

Compliance
 

There were five compliance exceptions:
 

the project 

USAII)/'onduras did not compare accomplishments
established targets for the project (Finding 1). 

to formally 

The GO1 did not comply 
agreement rcquiring the 
(Finding 2). 

with 
timely 

standards established in the project
disbursement of counterpart funds 

About $29,000 in project commodities were not used in 
the project agreement and lay abandoned (Finding 3). 

accordance with 

$9,826 in project commodities were loaned in violation of 
agreement (Finding 3) 

-- Unauthorized coilections were made for the provision of pour-flush
latrines (Finding 6). 

Other than the conditions cited, tested 
 items were in compliance with
applicable laws and regulations, and nothing came 
 to our attention that
caused us to believe that untested items were not in compliance.
 

Internal Controls 

The audit disclosed six internal control exceptions: 

-- GN! control s were weak over le accumulation of statistics used to
support pyogram accomplishinents (Finding 1). 

$1,207,315 in projec(t funds were ( committed but unuJse(d. The idlefunds should have been identified arid revi ,We( for reprogramming ordcobl igat ion based (o All) policy dtnrirg quarterly Control ler and
project officer reviews (Finding 2). 

Existing cont ro l (id riot prevent diversion of $9,826 in project
materia],, (Findingu 3). 

Warehou.s conirvols did not covildy with minimum standards at two of
three warhi P, vi ,itved (Finting 3). 

PRASAR did not have implementation and fiscal controls over projectresouric,s due to It organi zat ional structure (Finding 4). 

Controls over project Vehicl use and over in-count ry travel were not 
adequate (Findling 8). 
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AUDIT
 
OF HONDURAS RURL ',IATER
 

AND SANITATION SYSTRM.S 
PROJECT NO. 522-0166
 

Target Groups NotYri each, 1w the Project 

There were 10 villages located to 
the 

th( far west of the Copan Ruins nearGuatemala border where the proiect had not been promoted. Thesevillages ne(ded to be visited by PRK;AR-,M representatives in order to ensure that all members of the tar,'et(l group have an opportunity to 
receive project belnefits. The village., wt.':: 

CORRA IT) OS'ljFAN 

SAL ITON C}/ONCO 

CORDOVE ILLO SAN ANIONIO TEIXCUS 

El, SALTO NISPIO 

hA, I 'NI)A GRAN ) RI NCON 1)11 IUEY 

A PRASAR/OIl promotf.r advised us that thlif-w were small villaIges with 15to 20 families. Using 1S families; and six individuals per family,probably 900 potential project beneficiaries reside in these villages. 



EXI31 
Page -

HONDURAS RURAL WATER AND SANITATION SYSTEMS 
PROJECT NO, 522-0166 

PROGRAM FUNDS AVAILABLE FOR REPROGRAMMING 
OR DEOBLIGATION 

CONI ROL ORIGINAL AMOUNTS 
ITEM EARhAR:ED ----------------------------
CONTROL EARHARI. DESCRIPTION AMOUNT NOT NEEDED NEVER COMMITTED IOIAL 
- --- ----------------------------------- -----------------------­

E-2000:. . ,.tSHELF PKO'UREMEN! $22?520 $11,060 
E-401012 0NS1. HARDWARE NACOCO 227,879 220,84B 2261646 
E4(l!-0(5(, !1PROVEMENT OFETISI ACCUD. 370,049 370.049 370040 
E-3.Skt L 1iEA. fl1EFIAL 50,000 50,000 5,,0(0 
E-7000449 IAGS OF CEMENT 158,400 180 180 
E-300511 FJREHASE OF TREPODS 22,300 22,300 22,300 
E-301000 T'IREE VEHICLES 481000 48,00f, 46,000 
E-3 I30 1'iCLE S 50,000 50.000 5j,0 
E-S0I30! 'LE 15,000 2.4Q. 2,40 6 
E-54' IN O*,.SU, LI C0fiF, 127,20; 2'.7 7" 
E-301264 131, TEF SEAL LLTf;NES 90,000 8, E62(02v 
E-40032i COl.1. MfIE AL 547,566 2;,29E 2 2'9 
E-401404 MICRO COMPUTEP 15,000 321 321 
E-300955 VITA CONTRACT 30,000 4,767 4,767 
E-301606 E MADRID CONTRHCT 75,000 10,140 10,14(0 
E-20006B MATERIAL ,EOUIPMENI 10,295 402 402 
E-201127 VIDEO SHORT STORIES 33,250 1,267 1,267 
E-20070 PAMPHLETS FLIP CHARTS 32,300 678 678 
E-400266 RADIO PRO6RAN STA. ROSA 7,000 396 396 
E-300512 300 TAPES FOR BROADCAST 1,000 491 491 
E-400266 M.CUBAG ON JOE TRAINING 6,150 505 505 
E-200150 INTRAINING SERVICE 10,630 71001 7,001 
E-200158 0.DIAZ TRAINING 2,300 1,627 1,627 
E-20010 COURSE PU;IFICATION 1,635 1,55 1555 
E-200102 SANAA'S TRIP 13,300 735 7.35 
E-300212 JORGE TREVINO CONTRACT 46,979 2,650- 2,650 
E-3090I 4 PROMOTER ING. COURSE 33, 200 22,92e 
E-$0I20e SHORT COUSE& COLOMEA-ECUADOP: 4,720 4,720 4,720 
E-3012l SHORT COURSE. AN[ OffsEr., VIST 17,020 9,685 
E-.16 12; 1 2 INS, CDORSE FOP SAN"A 2,54d 11 
E-3O130t H:ROBHNE FOF CANTE;RASQ 8,0008,008. 
E-$(-WI30 HEALTH PROMTERE COUF.SE :0,000 95 95, 
E-101485 GIOVANI ESPINAL COURSE 12,40 1,637 1.601 
E-301754 OSCAP CRU! TRAVEL COST 695 422 422 
E-40,074 ING, AN, PEP DIeN 1964 BUDGET 40,000 . 1.20. 
E-400)5 PRINTINE AND PU8LICITI 93,00 45,620 

54014 . INS. 1984 UDPT 4UDS.T62o 64 20,.2, 
EL-4' (, INSW lI,19a4 ?,USET 9941 1971501 I 

.............................................. 
TOTAL $2,513,960 457064' S544,e:S . 
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AUDIT 
OF HONDURAS RURAL WATER
 
AND SANITATION SYSTEMS
 
PROJECT NO. 522-0166
 

TEXT OF USAID/HONDURAS, RESPONSE TO FINDING NO. 5
 

'IS. Cash Advances and Liquidation Vouchers not Reconciled
 

"The second sentence 
of the first paragraph on page 32* indicates that a
basic requirement of good cash management is the 
 monitoring of the cash
management 
 needs and use records of recipients. We believe our
responsibility is
more properly to monitor 
cash management practices of
recipients to 
ensure that excess balances of cash are not held and to
have the entity to regularly report on the use of funds. 'four last
sentence in the same paragraph that 
 continuing discrepancies in cash
advances and in expenditures contained 
 in liquidation vouchers prevent
effective cash management of project funds is
a very sweeping and in this
case, slightly off the mark statement. This sentence taken 
in the
context of your previous statements 
 of untimely advances to the GOH
strikes us as an inappropriate criticism. 
We do not believe the case has
been made that the 
USAID has not practiced effective cash management in
this project. 
Effective cash management is an art -ot 
 a science and we
believe that the vulnerability assessments and .,ternal control reviews
that we perform on our implementing agencies coupled with the regular
reporting we receive 
is sufficient. We not nor in the
are staffed 
current budget crisis 
would we expect to get additional staffing to
perform these periodic reconciliations 
with the 100 plus entities with
which we deal. However, the cash advance account 
 is reconciled with
implementing entities when is
there a known problem or when the Project

is closing.
 

"Regarding the reconciling of cash advances between the OCfice of 
 the
Controller and Directorate of Public Credit, efforts were made by the
Directorate of Public Credit to 
 reconcile their outstanding balance
the Mission balance. At this 
to
 

time there appears to be a difference of
about $17,000 between the two balances. We are providing 
 the Directorate
of 
 Public Credit additional documentation that should assist them to
reconcile their records with the Office of the Controller.
 

'We believe that the report should note that 
 two counterpart funds have
recently been authorized and that 
 we anticipate an improvement in the
cash flow of counterpart funds to the project. 
Because of the revolving
funds out of ESF local currency, 
the Mission is no longer planning to
mak.o cash advances to the Project."
 

* Page 20 of this report.
 

5k
 



APPENDIX 1 

(Page 1 of 3) 

LIST OF RECOMMENDATIONS 

Recommendation No. 1 
Page 

6 

We recommend that USAID/Honduras review, revise and
formalize with the Government of Honduras program
targets under the Honduras Rural Water and Sanitation 
Project No. 522-0166. 

Recommendation No. 2 9 

We recommend that USAID/Honduras: 

a) determine what can reasonably be accomplished
during the remaining life of Project No. 522-0166,
and make appropriate financial adjustments; and, 

b) review for reprogramming or deobligation $1.207,315
incommitted but unused project funds recorded on 
[SAID/Honduras Controller's books. 

Recomendation No. 3 13 

We recommend that USAID/Honduras take measures to: 

a) itilize or negotiate an equivalent exchange for 
mterials and equipment valued at $409,589 in 
local currency equivalents that lay idle or were
wiusable at the PRASAR/SANAA El Progreso regional
varehouse; 

b) kave PRASAR/OllE train PRASAR warehouse personnel in 
)roper storage practices; 

c) ;ecover $9,826 in local currency equivalents in 
hiverted project commodities; 

d) ibtain the return of certain inventory cards and
information on unit prices for project commodities 
©nfiscated by local auditors at the Santa Rosa 
3gional warehouse; 

e) ave PRASAR/MOll seal the Santa Barbara area warehouse
rtil adequate security and internal controls are 
inplemented; and 

f) tave PRASAR/SNAA recover the estimated 1,000 pieces of
WC and metal piping that were abandoned in July 1985 in 
I Ocote, lionouras. 



1 

Recommendation No. 4
 

We recommend that USAID/Honduras obtain from
 
the Government of Honduras either:
 

a) 	the appointment of a PRASAR committe chairperson

with authority and responsibilities over the activities
of PRASAR/SANAA, PRASAR/MOH and PRASAR/OHE on Project
No. 522-0166; or, 

b) 	joint agreement on formalization of a plan to improve

the monitoring and coordination of the honduras Rural

Water and Sanitation Systems Project No. 522-0166.
 

Recommenda,'ion No. 5 


We recommen that USAID/Honduras:
 

a) 	reconcile its records with the GOH Ministry of

Finance end Public Credit regarding the audited

$97,804 discrepancy in cash advances; and,
 

b) 	notify the Government of Honduras as to the status

of project expenditures documented on liquidation
 
vouchers already submiLted.
 

Recommendation No. 6 


We recommend that USAID/Honduras:
 

a) 
recover for the project an estimated $75,675 in
local currency equivalents representing the probable

amount of fees collected by PRASAR/MOH for the
installation of pour-flush latrines since May, 1984;
 
and
 

b) 	detenine whether charging such fees acts as a deterrent 
to project progress and if the 6011 
should continue this

practice. 

Recommendation No. 7 


We recommend that ISAI)/lHonduras: 

a) 	 have PRAXSAR/MOHI, through selective site visits,
identify and PIRSAR/OIH. educate targeted village
groups on effective destruction of pit latrines 
after their useful life; and, 

b) have PRASA/10OIi and I'RASAR/SANAA promote human waste
disposal systems and water systems, respectively, at ten 
of the villages included in the target group but not
 
yet served.
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Page
 
Recommendation No. 8 
 26
 

We recommend that USAID/Honduras have:
 

a) 	PRASAR/SANAA disseminate instructions to its
 
field offices regarding documentation needed on
 
the use of project vehicles;
 

b) 	PRASAR/MOH develop and disseminate instructions
 

on use of project vehicles; and
 

c) 	PRASAR/MOH install basic controls over in-country travel.
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2
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2
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 1
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 1
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 1
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 1
 

XA 1
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 1
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2
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