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MEMORANDUM
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&M;-A
rd, Jr.

FROM : RIG/A/T, Coinagé N.

SUBJECT: Audit of Jamaica Agricultural Development Foundation,
Project No. 532-0105

This report presents the results of audit of the Jamaica Agricultural
Development Project. A .program results audit was made to determine
whether the project was achieving its intended results, to evaluate the
adequacy of internal controls and assess compliance with AID procedures.

The audit showed that after two vears of implementation the project did
not appear to be fullvy achieving its intended goals of establishing a
self-sustaining Foundation with a sound resource base available to all
agricultural subsectors. In addition, the project lacked adequate
internal controls and did not fully comply with AID requirements.

The project was lampered by commodity processing and marketing problems,
by deficiencies in project operations. by non-compliance with certain
terms in the project ‘agreements, and by inadequate controls over
commodities. The audit also revealed shortcomings in USAID/Jamaica's
internal controls. '

The Jamaica Agricultural Development Foundation project was functioning
at less than full capacity primarily because of reduced commodity sales
revenues. This situation has caused USAID/Jamaica to support the
Foundation with substantial grants which were not anticipated at the
project's outset.

The Foundation's lending and investment practices were not always in
accordance with the project's original intent and purpose, resulting in
limited financial assistance being provided to those agriculture sectors
targeted for assistance (mainly small farmers and the dairy industry).

The amount of business activity that the Foundation conducts with
companies which are linked to the Foundation, either by having employees
on the Foundation's Board of Directors or in some other way, rtaises
concerns over the potential for ''self-dealing' and conflict of interest.
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USAID/Jamajica did not require the Foundation to reimburse funds to AID in
accordance with a project grant agreement which was carelessly approved
and amended.

USAID/Jamajica had not adequately monitored the use of project resources.
As a-result, some project funds were not being used for agriculture
development but, instead, to pay questionable Foundation operating
expenses.

Project butter inventory levels were greater than could be effectively
used in the foreseeable future. Continued storage costs and the
possibility of commodity losses through deterioration required that
action be taken to reduce current butter inventory levels.

The report makes recommendations to either obtain additional funding
sources or to adjust the project's objectives and operations in line with
reduced commodity revenues, adjust the Foundation's investment/lending
policy to ensure that project revenues will be used to strictly finance
agriculture activities apd ensures preferential treatment will be given
to small farmers and dairy industry activities, amend the Foundation's
articles of association to better protect against 'self-dealing" and
conflict of interest, require reimbursement of grant funds, improve
USAID/Jamaica monitoring of operational expenses, eliminate unnecessary
operational expenses and deobligate excess funding, and reduce =xisting
butter inventories.

We discussed our findings and recommendations at an exit conference with
you and cognizant members of vour staff, and we submitted a draft report
for your review and comment. Your comments and suggestions were, for the
most part, included in the final report.

Please advise this office within 30 days of the actions planned or taken
to implement the six recommendations contained in this report.



EXECUTIVE SUMMARY

The Jamaica Agricultural Development Foundation Project was a unique
private sector project financed primarily from donated U.S. FL 480 Title
I1 commodity sale revenues. It was proposed in September 1983, by Land
O'Lakes, Inc., a dairv cooperative of the United States, and Grace,
Kennedy § Co. Ltd., a Jamaican food conglomerate and was approved by AID
in 1984. The project's purpose was to create a sound, self-sustaining,
non-profit foundation to manage a new and urgently needed private sector
resource base for financing Jamaican agricultural development
activities., Under the project, AID grants approximately 4,000 metric
tons of surplus bulk cheese and butter to the Foundation each vyear for
six years. The value of these commodities for the first ycar was about
$5 million. The sale revenues from these commodities was used for JADF
operating expenses and to finance loans, grants and equity investments to
help promote the growth of Jamaica's agriculture sector. AID also
approved three grants for. about $1.6 million for the project.

A program results audit was made to determine whether the project would
achieve its intended results, to evaluate the adequacy of internal
controls and assess compliance with AID procedures. The audit covered
$7.5 million in AID grant funds and PL-480 Title II commodity donations
and included project activities from early 1983 through March 27, 1986.

The audit showed that, after two years of implementation, the project was
not fully achieving its intended goals of establishing a self-sustaining
development Foundation with a sound resource base available to all
agricultural subsectors. The project was hampered by commodity
processing and marketing problems and deficiencies in project
operations. In addition, the project was not in coapliance with grant
and project agreements.

USAID/Jamaica officials have spent an inordinate amount of their time in
recent months addressing project problems caused, in part, bv poor
initial project development and management. While many problems have
been resolved, considerable corrective actions were still needed,
including: either increasing commodity revenues or adjusting program
objectives and operations commensurate with reduced comnodity revenues;
making adjustments in the Foundation's investment policy to ensure
compliance with the program's intent; mitigating the potential for, or at
least the appearance of. 'self-dealing" and conflict of interest;
recovering reimbursable grant funds; making the foundation more cost
effective; and resolving the remaining commodity problems.

The Jamaica Agricultural Development Foundation Project was functioning
at less than full capacity primarily because of commoditv processing and
marketing problems which have reduced the project's revenues and caused a
suspension in the project's lending activities. USAID/Jamaica and the
Foundation have effectively dealt with some of these problems but the
Foundation's situation remains precarious because of the project's heavy



reliance on the sales proceeds of commodities which have only 1limited
market demand in Jamaica. As a result, it was questionable whether the
project's planned objectives could be fully achieved unless additional
sources of commodity rcvenues were developed. If thev are not, then the
project's objectives and operations should be adjusted to reflect current
revenue levels. We recommend that either additional funding sources be
obtained or that the project's objectives and operations be adjusted in
accg:gance with reduced commodity sale revenues. The Mission generally
agreed.

Jamaica Agricultural Development Foundation lending and investment
decisions have not always been made in accordance with the original
intent and purpose of this project's authorization. Thics condition
existed because USAID/Jamaica and the Foundation had not adequately
addressed and translated the program's original investment goals,
objectives and concerns into a clear and detailed investment policy to
ensure that only agriculture activities receive financial assistance and
that the small farmer and dairy industry activities receive preferential
treatment. We recommend that an investment/lending policy and guidelines
be developed to better ensure that prcgram resources are used in
accordance with the program's original intent and purposes. The Mission
did not agree that additiopal guidelines were needed.

The Jamaica  Agricultural Development Foundation was influenced by
representatives from those Jamaican and American companies who were
involved in the Foundation's development and who remain actively involved
in its operations. These relationships were beneficial to the
Foundation, especially during its early development stages. However,
these relationships also benefited the companies with representatives on
the Foundation's Board. This potentially serious conflict of interest
situation occurred because the Foundation's Articles of Association do
not adequately preclude Board members or their emplovers from directly
benefiting from Foundation operations and investments. If this situation
is not corrected, the Foundation could be abused and become subject to
serious criticism affecting its credibility and overall effectiveness.
We recommend that the Foundation's articles of association be amended to
better ensure against conflicts of interest situations. The Mission
agreed, but suggested that the recommendation be worded differently.

As of March 27, 1986, USAID/Jamaica had not required the Foundation to
repay a $500,000 reimbursable grant which, according to the grant
agreement, was to be repaid on September 30, 1985, following
USAID/Jamaica's written instructions as to the form and means of
repayment. In addition, USAID/Jamaica violated AID policy (AID Handbook
3, Chapter 6) and a Government of Jamaica agreement when it amended the
grant ugreement on November 8, 1984 because (1) repayment terms were
modified in such a manner that-the grantee could possibly pay back less
than the equivalent of $500,000, and (2) USAID/Jamaica did not obtain the
Government of Jamaica's approval as required under the grant's funding
source project agreement. As a result, the United States Government has
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incurred interest costs of about $16,000 during the six-month period that
AID funds have remained unrecovered and unavailable for other projects.
We recommend that all disbursed grant funds be recovered. The Mission
agreed and had initiated actions to recover the funds.

O.V/ﬁ“co a{, e deou/‘éﬁ, Semernal
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AUDIT OF USAID/JAMAICA
AGRICULTURAL DEVELOPMENT FOUNDATION PROJECT

PART 1 - INTRODUCTION

A. Background

In the early 1980s, the Reagan Administration expressed the need for the
internracional community to begin identifying ways in which private sector
initiatives in and by developing countries could be fostered to increase
the resource base and momentum of develomment. In response to this
challenge, AID examined its policies and programs in an effort to more
actively participate in private sector activities. In September 1983,
Land O'Lakes, Inc., 4 dairy cooperative of the United States, and Grace,
Kennedy § Co. Ltd., a Jamaican food conglomerate presented AID with a
private sector project proposal to use surplus U.S. commodities to
promote agricultural development in Jamaica. This proposal, known as
the Jamaica Agr;cultural Development Foundation (JADF) Project, was
approved by AID in 1984,

The Jamaica Agricultural - Development Foundation (AID proiect number
532-0105) is a new type of AID development activity because it has been
primarily financed through the sale of donated U.S. surplus dairy
commodities. Its purpose was to create a sound, self-sustaining,
non-profit foundation to manage a new and urgently needed private sector
resource base for financing Jamaican agricultural development activities.

JADF was established in January 1984 as a private non-profit voluntary
organization. Under the project, AID grants approximately 4,000 metric
tons of surplus bulk cheese and butter to the Foundation each year for
six years. The value 'of these commodities for the first year was about
$5.0 million. Initially, the Foundation contracted with a 1local food
processor to process the bulk commodities into retail consumer products,
who then sold them to food distributors. This contract expired, and JADF
now sells the bulk commodities directly to the food processors and to any
other buyers who can be .found or developed. As of December 31, 1985, the
Foundation received 2,000 metric tons of butter and 2,688 metric tons uf
cheese valued at about $6.0 million. The net revenue gcnerated from the
sale of these commodities was used for JADF operating expenses and to
finance lozns, grants and equity investments to help promote the growth
of Jamaica's agriculture sector. In addition, AID approved three
separate grants for about $1.6 million for the project. These funds wcre
primarily used to help establish the Foundation, to provide it with
interim financing until commodity sale revenucs were gcneratcd and to
fund various technical assistance, activitties.

B. Audit Objectives and Scope

The Office of the Regional Inspector General for Audit/Tegucigalpe
selected the Jamaica Agricultural Development Foundation Project for a
program rtesults audit because of its unique project financing concept and
its private s~ .or focus, It was reviewed during the period January 1986



through March 1986. The audit covered activities from early 1983 through
March 27, 1986, and included a review of a total of $7.5 million in AID
grant fgnds ($1.6 million) and PL-480 Title II commodity donations ($5.9
million).

The audit objectives were to:

determine whether the project was achieving its intended results;

evaluate the adequacy of internal controls, and
-- assess compliance with AID requirements.

To accomplish these objectives, we reviewed USAID/Jamaica project files
and interviewed responsible AID officials in Jamaica and in wWashington
D.C. We also reviewed JADF project office files and interviewed
Foundation officials, including one of its present and two former Board
Directors, and one official of the food processor contracted with to
process the PL-480 Title II commodities. In addition, we visited four
Foundation loan recipients and queried them about their experience with
the Foundation and about their need for and use of project funds. We
also contacted two individuals who had their loan request disapproved by
the Foundation. The audit was made in accordance with generally accepted

anvarnment anditino etandardce



AUDIT OF USAID/JAMAICA
AGRICULTURAL DEVELOPMENT FOUNDATION PROJECT

PART II - RESULTS OF AUDIT

The audit showed that after two years of implementation the project did
not .appear to be fully achieving its intended goals of establishing a
self-sustaining Foundation with a sound resource base available to all
agricultural subsectors. In addition, the project lacked adequate
interna’ controls and did not fully comply with AID requirements.

Nevertheless, the project has resulted in establishing a new Jamaica
lending organization which has approcved about $2.2 million in loans,
equitv investment, and ~grants in Jamaica's agriculture sector. As a
result, new agriculture activities have been created and existing
enterprises have been able to expand, therebv creating new employment
opportunities and increasing Jamaica's agriculture exports.

The project was hampered by commodity processing and marketing problems,
by deficiencies in project operations, by non-compliance with certain
terms in the project agreements, and by inadequate controls over
commodities. Some internal control problems were also noted at
USAID/Jamaica. Many of the project's problems are attributable to
previous Mission management officials who did not always follow standard
operating procedures, were apparently not well qualified or trained in
project design, planning and management, and did not establish adequate
accountability controls.

USATD/Jamaica officials, in recent months, have spent an inordinate
amount of time addressing the project's commodity related problems which,
by the end of our audit, had partially been resolved. However,
management stili needs- to (1) take actions to correct weaknesses and
deficiencies in project operations, (2) ensure better compliance with
grant and project agreements, and (3) reduce the project's large butter
inventory levels. We recommend that the Mission in consultation with
JADF, find wavs of increasing commodity reveaues or adjust the project's
objectives and operations commensurate with less than expected commodity
revenues, make adjustments in the Foundation's jnvestment policy to
ensure compliance with the program's intent, mitigate the potential for,
or at lecast the appearance of, "self-dealing" and conflict of interest,
recover reimbursable grant funds, make the Foundation's operations more
cost effective, and resolve the remaining commodity problems.



A. Findings and Recommendations

1. Implementation Hindered by Reduced Commodity Sales

The Jamaica Agricultural Development Foundation Project was functioning
at less than full capacity primarily because of commodity processing and
marketing problems which have reduced the project's revcnues and caused a
suspension in the project's lending activities. Commodity sales revenues
were' about $2.0 million behind original estimates. USAiD/Jamaica and the
Foundation have effectively dealt with some of these problems but the
Foundation's situation remains precarious because of the project's heavy
reliance on the sales proceeds of commodities which have only limited
market demand in Jamaica. As a result, it was questionable whether the
project's planned objectives would be fully achieved unless additional
sources of commodity revenues were developed. If they are not, then the
project's objectives and operations should be adjusted to reflect current
revenue levels.

Recommendation No. 1

We recommend that USAID/Jamaica, in consultation with the Jamaica
Agricultural Development .Foundation, either (i) obtain a written
comnitment for additional funding sources which will ensure sufficient
revenues to achieve original project goals or (ii) issue a Project
Implementation Letter, or its equivalent, to adjust project objectives
and operations in accordance with reduced commodity sale revenues.

Discussion

After two years, the project has resulted in establishing the Jamaica
Agricultural Development Foundation which has approved about $2.2 million
in loans, equity investmengs and grants in Jamaica's agriculture sector.
However, commodity sales: revenues are about $2.0 million behind original
estimates and it appears unlikely that cheese and butter sales volumes
will substantially increase in the near future.

Furthermore, the project's achievements to date would likely not have
been accomplished without considerable USAID/Jamaica staff involvement
and without the availability of substantial AID grant funds, neither of
which were anticipated at the project's outset.

At the outset, project sponsors estimated that the sale of donated cheese
and butter during the planned six years of donated commodities would
generate about $25.6 million, or about $4.3 million per year. These
estimates have not been achieved because of lower than expected commodity
sales and higher than anticipated processing and marketing costs. Tor
example, during the first 18 mdnths of commodity sales JADF netted only
about $4.5 million, or about $2.0 wmillion less than originally
estimated. At the current rate, the JADF would generate about $18
million, or $7.6 million less than originally anticipated.



Partially because of these reduced revenues, the Foundation temporarily
suspended lending activities and requested additional USAID funding
support. Since the Foundation was legally established in January 1984,
USAID/Jamaica approved two grants amounting to $1.5 million.

USAID/Jamaica and JADF officials have actively sought ways to increase
butter and cheese sales, and have investigated the possibilities of
substituting other commodities better suited to Jamaica than cheese and
butter. As of March 1986, attempts to improve butter sales had not been
significantly effective, but no agreement had been formalized to replace
or supplement the existing butter. The Chairman of JADF's Board of
Directors did not anticipate any problems because of the reduced
commodity revenues. He stated that the shortfall was probably being
offset by a higher exchange rate which generated more Jamaican dollars
than originally anticipated and that the Foundation's investments were
generating more income than originally expected. In addition, other
sources of funds were being sought, including service fees from other
banks for processing their loans and ad’itional commodity donations from
the United States and Canada.

USAID/Jamaica and JADF officials had not prepatred a formal written
evaluation of the impact of reduced revenues on the program's
objectives. Likewise, no formal written evaluation had been made of the
Foundation's operations to determine if changes were warranted due to
income shortfalls. This issue is discussed later in this report

(page 21).

USAID/Jamaica and the Foundation need to seriously consider the effect
that reduced revenues would have on achieving program objectives and
identify ways of either increasing project revenues and/or improving the
efficiency and effectiveness of the Foundation's operations to help
offset these reductions. .

Management Comments

USAID/Jamaica agreed that reduced butter and cheese sale revenues have
hindered the project's progress. However, USAID/Jamaica did not believe
the report gave adequate consideration to the possibility of increasing
project revenues through expanded cheese and butter markets and through
the sale of other donated commodities such as wheat, rice and non-fat-dry
milk, as an alternative to adjusting the project's objectives and
operations to reflect reduced cheese and butter revenue levels. In May
1986, USAID/Jamaica reportedly requested a Section 416 grant of wheat,
rice, and non-fat dry milk in support of the JADF project.

USAID/Jamaica suggested a change to the recommendation to reflect the
possibility of increasing revenues and submitted revised projected sales
information for butter, cheese and non-fat dry milk showing how original
project sale revenues could be achieved.  USAID/Jamaica cequested that
the recommendations be closed based on actions taken to obtain additional
revenuc sources,



Inspector General Commeats

USAID/Jamaice's suggested sentence changes were incorporated in the
discussion. In addition, the report recommendation was changed to
address the possibility of increasing project revenues through the sale
of other donated commodities., However, USAID/Jamaica has not yet
obtained a firm written commitment for additional commodities which would

ensure that original project revenue levels would be achieved.



2, Adjustments Were Necded in the Foundation's Investment Policy

Jamaica Agricultural Development Foundation lending and investment
decisions have not always been made in accordance with the original
intent and purpose of this project's authorization. This condition
existed because USAID/Jamaica and the Foundation had not adequately
addressed and translated the program's original 1investment goals,
objectives and concerns into a clear and detailed investment policv to
ensute that only agriculture activities receive financial assistance and
that the small farmer and dairy industry activities will receive
preferential treatment. A precise investment/landing mandate and
corresponding guidelines will better ensure that program resources will
be solely used to benefit Jamaica's agriculture sector and especially
those subsectors targeted for assistance at the program's outset, mainly
the small farmer and activities in the dairy industry,

Recommendation No., 2

We recommerd that USAID/Jamaica, in consultation with the Jamaica
Agricultural Development Foundation:

a. develop an investment/lending policy that (i) accurately reflects the
original program investment goals, objectives and concerns, (ii)
ensures *} .t resources will be used strictly to finance apriculture
activi. . and (iii) ensures that resources will be used to benefit
the smai. farmer and dairy industry; and

b. translate the investment/lending policy into specific but flexible
guidelines that give preferential treatment to small farmers and
dairy industry activities by means of lower interest rates, reduced
collateral requirements or other incentives.

Discussion

The Jamaica Agricultural Development Foundation approved about $2.2
million in financial assistance to 31 Jamaican businesses and
organizations since it was established in 1984. Most of the assistance
has gone for agriculture-related activities. However, based on a review
of the Foundation's portfolio and lehding practices, it did not appear
that JADF's investment/lending policy was in full agreement with the
project's original intent or guidelines. There was no evidence that
USAID/Jamaica has approved alternative guidelines.

For example, JADF:

-- adopted a policy of investing 25 percent of its funds outside the
agricultural sector,

-- made 1lending decisions based on traditional conservative banking
criteria, and

== had not provided financial assistance to the dairy industry (a prime
objective of the project).



JADF's project finance criteria were established in the first commodity
transfer authorization between the United States Government and the
Foundation. The April 10, 1984 authorization stated that the Foundation
would finance ''projects to increase agricultural production and to
promote the growth of Jamaican agri-business involved in the production,
processing, and distribution of food and agricultural products."

The authorization also 1listed five guiding principles upon which project
finahcing was to be based. Priority was to be given to projects that:

-- contribute to Jamaica's long-term independence from food imports,
-- are truly private sector initiatives,

-- offer some foreign exchange benefits,

-- complement Jamaica's‘existinp agricultural strengths, and

-- are easily manageable and have a high probability of success.

In addition, although. not explicitly stated in the transfer
authorization, it was understood by program sponsors that the Foundation
would be a creative agriculture development organization which would
focus on assisting Jamaica's dairy industry and which would take greater
risks in investments than practiced by normal lending institutions. This
latter point was further supported when, in June 1984, the Foundation was
approved by the Government of Jamaica as a venture capital company.

Breakdown of the Foundation's Portfolio - From July 1, 1984, through
March 14, 1986 the Foundation had approved 19 loans, eight equity
purchases and 10 grants, totaling about $2.2 million, to 31 businesses
and organizations. 1 During this same period, another 76 financial
requests were declined for various reasons including six in the dairy
sector. No loan guaranties have been issued.

Horticulture, assorted crops, and beef are the investment categories
which have benefited most from JADF loans and equity purchases, as shown
in the following table,

Loans Equity Purchases Total

Investment - No. Amount No. Amount No. Amount
Horticulture 4 $ 424,062 3 $ 220,696 7 $ 644,758
Crops (coffee,
vegetables,
coconut, sugar) 5 384,451 2 116, 255 7 . 500,706
Beef 4 434,029 - - 4 434,029
Aquaculture 2 179,423 - - 2 179,423
Honey 2 85,239 - - 2 85,239
Non-agriculture _2 133,700 3 152,015 5 285,715

15 $1,640,904 8 ¥ 488,966 27 1/ § 2,129,870

I7"Five businesses received combined 1loan and equity financing and one
business received both a loan and a grant.



Most of the 22 businesses that have received loan and/or equity financing
had already besn in business and used the funds to expand operations.
Several of these appeared to bz in good financial condition and might
have qualified for conventional financing.

A total of five loans and equity purchases representing $285,715, or
about 13 per cent of the total loan and equity amount approved, were
invgsged in non-agriculture activities. These include the following:

Equity
Name of Borrower Activity Loan Position Total
ACE Woodwork Ltd. Woodcraft $ 23,810 $ §5,49% $ 29,305
Parquet Spec. Ltd. Parquet Flooring 109, 890 73,260 183,150
Trafalgar Dev. Bank Banking 73,260 73,260

$133,700 $152,015 $285,715

Program eligibility for both the woodcraft and parquet flooring loans was
debated among Foundation staff and board members. However, both were
approved on their financial merits and both were linked to agriculture on
the basis that a natural resource - wood - was used in the manufacturing
of a finished product. In our opinion, the financing of woodcraft and
wood flooring activities was stretching the program's intent wunless these
activities were tied to managing the lumber source. Neither ACE Woodwork
nor Parquet Specialist were involved with forest management. See Exhibit
1 for illustrative examples of JADF-funded projects.

Board Decisions Dictate Foundation Lending Practices - The Foundation's
Board ot Directors established policies and had tinal responsibility for
approving or disapproving project financing proposals. In June 1985, the
Foundation's Board of Directors established an investment policy that
targeted 75 percent of its investment funds to agriculture activities and
25 percent to non-agriculture activities,

According to the Foundation's General Manager, the Board took this action
to reduce the margin of risk associated with placing all of its funds in
agriculture activities, which are considéered to be of higher financial
risk than non-agriculture activities. The Foundation's equity purchase
in the USAID created and financed, but privately owned, Trafalgar
Develomment Bank was an example of an investment in a non-agricultural
activity. Trafalgar Bank generally provided financing to non-agriculture
activities, although it could also finance some agriculture activities,
The Foundation's Chairman of the Board of Directors said this policy
change was subject to change. He said that the intention was to use 2§
percent of the funds that were available for 1lending to generate an
income stream to support the Foundation's operations. He said these
funds were to be used for certificates of deposit and for the purchase of
blue chip stocks.



The policy change, however, limited the amount of funds available for
agriculture activities and was therefore contrary to the program's
original intent. Further, the policy change violated the conditions
established by the Government of Jamaica (GOJ) because the Foundation was
approved as a venture capital organization. Among the conditions to
receiving venture capital status was that the Foundation would invest in
agriculture or agri-business activities only. According to a former
Foundation Board Director, the policy change bv the Board, which would
allow for non-agriculture investments, was against the project's original
intent.

Furthermore, because of divergent views among Board members as to the
risk position that the Foundation should take in 1loans, it was doubtful
that some of the high-risk agriculture activities intended to be financed
by the project would receive any assistance. USAID/Jamaica's Project
Manager said the Board of Directors operated with a banking mentality in
analyzing potential loans and grants. He indicated some board members
were very conservative and were pguided strictly by financial
considerations without taking social or other factors into account. Two
individuals denied financial assistance claimed that the Foundation did
not service the small farmer but only financially sound businesses with
considerable collateral. .

Dairy Industry - The dairy industrv was one agriculture sector mentioned
most often by project sponsors that would highly benefit from the
Foundation's program. Historically, this sector has been unable to meet
the demand for fresh dairy products, especially milk, because of
disincentives created bv Government of Jamaica pricing policies and by
the imports of subsidized powdered milk. Government statistics showed
that durirg the period 1975 through 1984 powdered milk imports increased
by about 40 percent, from about 8,765 tons to 12,271 tons, while the
annual domestic production of fresh milk remained at about the same level.

JADF has not actively sought opportunities to assist the dairy sector.
According to the Foundation's Managing Director, the Foundation has
targeted its lending program to selected areas because it has not vet
prepared to serve everyone in the agriculture sector. He added that much
of the JADF lending activities was in those areas identified by
government agencies as being high priority because of their export
potential. Ornamental horticulture was in this category. Foundation
project officers stated they take a conservative approach in assessing
loan applications. They described dairy industry loans and equity
investments as somewhat riskv because of low vields on investment due to
high operating costs and low prices due to GOJ policies.

A former Board Director stated that the thrust of the Foundation was to
develop the dairy industry and’ indicated that present disincentives to
dairy development should not stop a venture capital organization like the
Foundation from actively pursuing dairy industry investments. The former
director stated that the Foundation had not been creative enough in its
approach to assisting the agriculture sector, especially the small farmer
and dairy industry activities. The person further added that JADF needed
to be more innovative and flexible in its financing terms.

- 10 -



The Foundation's Credit and Grants Manual states that, being a venture
capital institution, the Foundation will take more risks and be more
creative and flexible than commercial banks or other financial
institutions, Given these conditions it appeared that the Foundation
could tailor its credit terms by specific agriculture activity in order
to achieve desired objectives. For example, instead of assessing the
same interest rate for all agriculture 1loans, as it is now doing, the
Foundation could vary the interest rate by agriculture sector or
activity, thereby providing a lower subsidized rate to those sectors or
activities facing greater obstacles, such as those found in the dairy
industry. Conversely, those agriculture activities facing fewer
obstacles or which have received substantial assistance, such as
horticulture activities, could be charged higher rates to help absorb the
risks and costs of helping the dairy industry.

Management Comments

USAID/Jamaica did not agree that additional measures were needed to
ensure that program resources were used in accordance with the original
intent and purposc of the project's authorization, USAID/Jamaica stated
that the project has achieved its primary goal of mobilizing a new and
needed private sector resource base for Jamaica's agriculture and
agri-business development effort. Furthermore,  USAID/Jamaica took
exception with the report findings that JADF has made 1loans to
non-agriculture activities, not actively sought opportunities to assist
Jamaica's dairv industry, not complied with conditions established by the
GOJ when it approved JADF as a venture capital organization, and not
demonstrated a willingness to take greater risks in investments than
practiced by normal lending institutions. USAID/Jamaica requested that
the recommendation be closed, since it considered that the JADF was
alreadv acting in accordance with the recommendation.

Inspector General Comments

A review of JADF project's original investment goals and objectives
clearly showg that the purpose of the Foundation was to provide a needed
resource base to finance Jamaica agriculture activities which experience
difficulties in obtaining conventional financing such as the small farmer
and activities in the dairy industry., A review of the Foundation loan
activity does not support the Mission's claim that the Foundation is
activelv assisting these apgriculture sectors. The andit disclosed that
the Foundation's loan approval decision process was based on conservative
banking financing criteria which pencrally  precluded any assistance to
the small farmer and to dairv industry activities. An investment policy
and corresponding guidelines which accurately reflects the program's
fnvestment goals and objectives will better ensure that project resources
will be used to benefit those agriculture subsectors targeted  for
assistance at the program's outset,
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3. Potential Conflicts of Interest Could Damage the Project's Credibility

The Jamaica Agricultural Development Foundation was influenced by
representatives from those Jamaican and American companies who were
involved in the Foundation's development and who remain actively involved
in its operations. These relationships were beneficial to the
Foundation, especially during its early development stages. However,
these relationships also benefited the companies with representatives on
the - Foundation's Board. This potentially serious conflict of interest
situation occurred because the Foundation's Articles of Association do
not adequately preclude Board members or their employers from directly
benefiting from Foundation operations and investments. The situation
needs to be corrected, otherwise JADF could be abused and become subject
to serious criticism affecting its credibility and overall effectiveness.

Recommendation No. 3

We recommend that USAID/Jamaica, in consultation with the Jamaica
Agricultural Development Foundation, amend the Foundation's Articles of
Association to preclude Foundation Board members from directly benefiting
from Foundation investments; and to ensure that they will absent
themselves from any consideration of transactions between the Foundation
and themselves or companies they represent; and that in the case of any
such transactions or investments there shall be specific recorded
determinations that the transaction is in the Foundation's interest or
the investment is being made pursuant to Foundation policies with full
knowledge of the potential conflict.

Discussion

The idea for the Jamaican Agricultural Development Foundation Project was
conceived early in 1983 by Land O'Lakes Inc. (LOL), a food and
agricultural cooperative ‘located in Minnesota, while working under a 50
percent matching grant project funded by AID/MWashington providing
technical assistance and training to foreign agricultural cooperatives.
The idea was discussed and further developed with AID and Jamaican
private and pgovernment officials, and culminated in a September 1983
formal project proposal; subsequently, on Januarvy 5, 1984, the Foundation
was legally established as a Jamaican non-profit organization.

Conflict of Interest Concerns - During the project's developmental phase
AID officrals and others “expressed concern over the potential  for
self-dealing and conflict of interest. For example:

-- In a memorandum dated August 4, 1983, to the Mission Director from
USAID/Jamaica's Office of Program and Fconomic Planning, the OPEP's
officer said he thought '"there would be a possible conflict of
interest if any processors (Grace, Kennedy) or suppliers (LOL) were
on this [Jamaica Agricultural Development Foundation's) Board."
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-- In a memorandum dated December 1, 1983, to the Deputy M.ssion
Director from AID's Regional Legal Advisor, USAID/Jamaica was advised
to: 'discuss and examine whether there are potential organizational
conflicts of interest and, if so, what can be done to assure that
abuses do not occur, In short, LOL/GK should not be placed in a
position which would bias their judgement. They should not be
permitted to participate in decision-making procedures of JADF which
.could affect their own financial interests. JADF rules should be
clear on this noint."

-- In a letter dated February 17, 1984, to the then USAID/Jamaica
Project Officer from the General Counsel of the Council on
Foundations, Inc., which AID requested to review the legal and
operational status of the newly formed Foundation, it was advised
that 'since the Foundation hopes to carve out a reputation as an
independent, private sector financing resource, free from government
influence, its repatation and integrity throughout should not be
sullied by acts of self-dealing or conflicts of interest." With
regard to '"self-dealing", the Counsel advised that the Foundation use
the 'necessary' and '"reasonable' tests. ''For example, rent paid or
banking services paid for the foundation to businesses represented on
the Board would not be illegal so long as the rent or fees paid were
necessary for the operation of the Foundation and reasonable in
amounts. On the other hand, any grants, loans, or equity investments
in organizations should be more closely scrutinized. For example, a
grant, loan or investment in a for-profit business (such as a dairy
or farm) where a Board member is part owner should be strictly
avoided."

The potential "self-dealing' and conflict of interest concerns expressed
in these documents did not result in any specific restrictions on Board
membership. The only reference to wmembership qualifications is in
Article 4 of JADF's Articles of Association which specifies that "the
qualifications for membership in the Foundation shall be determined by
the Directors and such criteria may be made available to the public."

The Appearance of Conflict of Interest - Several companies have benefited
by their ielationship with the Foundation. These fnclude the following:

Grace, Kennedv, & Cn. Inc. is one of the largest companies {n Jamajca,
The  company has ownership interest in foods, insurance, shipping and
other businesses. Several of fts members, including the chairman of the
Board of Directors, have contributed greatly to the establishment of the
Foundation. Three of its wembers were among  the founding  seven  who
signed the Foundation's Memorandum of Association in January 1983,  Since
then Grace, Kennedy, & Co. Inc., has alwavs been represented on the
Foundation's  Board of lirectors, Inftially, two of the spx Board
Directors with voting rights were employed by this company, In addition,
the Foundation's Board secretary has always been emploved by Grace,
Kennedy, & Co. Inc, Recognizing the potential problems that may have
occurred by having two voting directors from this company, the
Foundation's Board of Directors subsequently took measures to limit the
number of directors from any company to one.
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Grace, Kennedy, § Co. Inc. appears to have benefited from business
dealings between the Foundation and M™iry Industries, a subsidiary of
Grace, Kennedy, & Co. Inc., which was contracted with by JADF to process
the PL-480 Title II cheese ana butter donated under the program. Dairy
Industries is the only cheese and butter processor in Jamaica capable of
handling large volumes of these commodities. Because of this monopoly
position, Dairy Irdustries has benefited since the beginning of the
project from processing and marketing fees as well as from technical
assistance provided to it under the project, Having access to the
Foundation's strategy and decision making process provided an unfair
advantage to Grace, Kennedy. § Co. Inc. and its subsidiary Dairy
Industries. Both appeared to have benefited under this arrangement,

This  arrangement benefited Dairy Industries in settling an
end-of -contract claim against the Foundation, In October 1985, Dairv
Industries presented a  $1.3 million claim to the Foundation for
additional costs incurred under its first year processing contract, which
ended in August 1985. The Foundation's accountants agreed to about
$568,000 of the claimed amount but disputed the balance of the claim on
the basis that the expenses were not authorized under the contract
agreement.  One item in dispute was the amount included for management
fees charged bv Dairy Industries' parent companv, Grace. Kennedy, § Co.
Inc.  The almost $200,000 charge was about eight times higher than
expected under the contract terms. During the next four months the claim
amount  was discussed and negotiated among the Foundation, Dairy
Industries and Grace, Kennedy, § Co. Inc. and was finally settled, at
USAID/Jamaica's  behest, at about $824,000. USAID/Jamaica's Project
Manager stated that the claim was probablvy settled at about $60,000 to
$80,000 higher than his analvsis indicated was fair. but that this was
better than having the claim continue to litigation, thereby dominaving
JADF and USAID management time and therebvy  having it jeopardize the
project. He said it would have been difficult to get Grace, Kennedv, §
. Inc. to come further down in its demands.

Financial  assistance  was  also provided by the Foundation to  two
apriculture sector ventures in which Grace, Kenpedv, & Co. Inc, has
financial  interests - Lvford Farms Ltd., which received a $183,150 loan
and a $6,.410 grant, and Produce  Packers Ltd.  (formerly  Jamaica Fresh
Produce  Ltd,),  which received $61,30C equity  financing. 1t should be
noted that Jumaica Fresh Produce Ltd, went bankrupt, and  that  JADE  lent
to vt at USAID urping,  In additson,  the Foundation frequently used
another Grace, Kennedv, § Co, Inc business - Grace, hepneds  Travel Apency
for travel services, especially  n arraenping  ar transportation  for
Foundation Board nmembers  pesiding  in the Mjted States, e wore told
that Grace, Aennedyv Triavel hae been used mch more than other  1rave)
agencies,  even  thouph the others arte more convententiyv Jocated to e
Foundation s of face,  Daring the period Julv 19K throuph Felbiuary 1960,
the  Foundation  spent about  $15,060 on airfare to bring tts 1,4, Board
members to Jamatca to attend Board meetings,

land O'lakes was responsible for the project projosal - and has  been
instrumental in the  Foundation‘s development and management ever since,
Land 0'Lakes (LOL) is represented on the Foundation's Board by Its Vice
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President of International Development and Governmental Affairs
Division. Because of their expertise in dairy commodities, especially in
the processing of cheese and butter, LOIL. has received Foundation
technical assistance contracts. Since the middle part of 1984 through
October 1985, LOL has received over $185,400 for its technical assistance
services.

In addition to these contracts, LOL sold about 100 metric tons of cheese
to the Foundation. To rectify a potential problem with deteriorating
cheese, LOL recommended to the Foundation that vounger cheese, 1 to 2
months old, be acquired and blended with existing stocks of aped cheese,
As there was no young cheese in inventory nor in the PL-480 commodity
pireline, the Foundation had to purchase the cheese on the open  market,
Because of its working relationship with LOL the Foundation requested
them to provide the necessary cheese.  The Foundation  paid  about
$400,000, including shipping costs, which was reportedlv  about three
times the world market price. It was subsequently reported that  th
voung cheese mav not  even have been needed.  The Foundation reported)y
lost about $183,150 oa this transaction after the cheese was  blended  and
sold.

Jamaica Citizens Bank - The Chairman of the Foundation's Board of
Directors was also the Chief Fxecutive Officer of Jamaica Citizens Bank.
He received no salary or fees from his role in JADF,  The revenues from
the sale of the donated PL-480 Title Il commodivies were deposited into
an account in the Jamaica Citizens Bank. An operationa) account was also
maintained there. As of March 2, 1986, these account balances were
$61,810 and $6,330 respectivelv, In  addition, according to the
Foundation's Financial Swummary ending Februarv 28, 1986, the Foundation
had  about $675,800 invested in certificate of deposits  at Jamaica
Citizens  Investment  Ltd,,  an affiliate of Jamayca Citizens Bank,
According to tte Foundation's General Manager, the decision to use the
Jamaica Citizens Bank  was  based on the services it provided which were
sard to be better than those offered by other banks,  There was  no
evidence that the rates and services were detrimental to JADE,

The Law  Firm of  Tenn, Russell, Chin Sang, Wamilton § Ramsav - This firm
was anvolved 1 establiching the Tepa) status of  the Founlation and  has
rematned  as jts prymary  attorney,  One of the law firm members is the
brother of one of JADF's  former  Directors,  Unt1]l recentlv,  Foundation
chients were required  to use this law firm for preparation of lepal
docuents reaqired by the  Foundation, Sotie  of  these cltents  have
strongly  conplatned  that lepal fees charped by this firm were hipher than
the pore,  One Joan Tecipient we talbed to clatmed he was over=charped by
ahouyt $700 by this frm,

According  to the  current USATD Jumatcn Divector, vepatdless of  the
underlving facte, the tiere appearance of  “sedf-dealine”  or conflict  of
interest  can he just as damaging as 3f 10 were actund lv occurring, He
was concerned, however, that the situation should be analveed and  dealt
with without detracting from the contributions made bv the various
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participants, and without harming the reputations of public spirited
people who acted with the full knowledge and concurrence of previous
Mission management.

Membership qualification provisions should be adopted to prevent
"self-dealing" and conflict of interest situations from occurring.
Action should be taken to ensure that required services -- travel.
banking, legal, etc. -- are procured from all qualified sources instead
of from only those entities linked to the Foundation. Another step that
can be taken is to replace the present Secretary of the Board of
Directors with someone who has no other links with the Foundation,

Management Comments

USAID/Jamaica generally apreed that the JADF project had the potential
for self-dealing or conflict of interest. It did not agree, however,
that  the examples discussed in the report demonstrated an existing
self-dealing or conflict of interest problem. Nevertheless, it supgested
wording changes to the report's recommendation to better ensure against
such occurrences.

Inspector General Comments,

The report's discussion of the conflict of interest clearly demonstrates
an awareness of this potential problem from the project's inception.
Failure to take appropriate corrective actions will only add additional
opportunity for real of apparent conflicts of interest situations to
develop. USAID/Jamaica's suggested wording changes for the
recomendation and for parts of the discussion were incorporated in the
final report.
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4. Grant Repayment Requirements Were Not Adequately Moni tored

As of March 27, 1986, USAID/Jamaica had not required the Foundation to
repay a $500,000 reimbursable grant which, according to the grant
agreement, was to be repaid on September 30, 1985, following
USAID/Jamaica's written 1instructions as to the form and means of
repayment. In addition, USAID/Jamaica violated AID policy (AID Handbook
3, .Chapter 6) and a Government of Jamaica agreement when it amended the
grant agreement on Novemb:r 8, 1984 because (1) repayment terms were
modified in such a manner that the grantee could possibly pay back less
than the equivalent of $500,000, and (2) USAID/Jamaica did not obtain the
Government of Jamaica's approval as required under the grant's funding
source project agreement. As a result, the United States Government has
incurred interest costs of about $16,000 during the six-month period that
actval USAID/Jamaica  disbursements have remained unrecovered and
unavailable for other projects.

Fur thermore, Mission officials said there may be other reimbursable
grants in their portfolio which have not been repaid because of
inadequate accountability controls over such grants. As a result, the
United States Government may be incurring additional interest and/or
opportunity costs,

Recomnendation No. 4

We recommend that USAID/Jamaica:

a. revoke the November 8, 1984 amendment to the April 26, 1984 grant
agreement, and require that reimbursement be made as originally
prescribed in Attachment 1, Section E (2) of the agreement;

b. issue written instructions to the Jamaica Agricultural Development
Foundation requesting reimbursement ir full of the funds disbursed;

c. designate a USAID/Jamaica approved project which is to be the
recipient of the reimbursable grant and, if no such entity can be
designated, advise the Foundation that repayment be made directly to
the Mission;

d. review the Mission's portfolio for other reimbursable grants and
ensure that recoveries be made in accordance with their funding
authorization; and

e, establish Mission accountability controls to ensure that current and
future rcimbursable grants are properly prepared, monitored and
managed.

Discussion
On April 26, 1984, USAID/Jamaica approved a bridge financing grant to the
Foundation for the equivalent of $500,000 ($310,000 plus the equivalent

of $190,000 in Jamaican currency). The grant agreement provided that,
unless otherwise agreed to by AID in writing, the grantee would reimburse
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AID the total amount of funds disbursed under the grant in Jamaican
dollars, and that reimbursement of the U.S. dollars would be converted
"at the highest rate of exchange which is lawful in Jamaica on the date
of reimbursement to AID." The grant agreement also provided that
reimbursement would be due on September 30, 1985, and would be made by
the Foundation pursuant to AID written instructions. As of March 27,
1986, USAID/Jamaica had not specified who should receive reimbursement of
the approximately $415,100 disbursed under the grant.

Funds for the grant came from USAID/Jamaica's Technical Consultation and
Training Grant Project (532-0079), According to USAID/Jamaica's
Controller, this project provides grant funds to many entities involved
with developing Jamaica's private sector. He added that all grants made
under this project require the approval of USAID/Jamaica and the
Government of Jamaica.

At the request of the Foundation, on November 8, 1984, USAID/Jamaica
amended the grant agreement repayment provision to allow the Foundation
to convert the U.S. dollars disbursed under the grant at the highest
lawful exchange rate in effect at the time of each AID disbursement
instead of at the time of reimbursement to AID as originally prescribed.
On April 3, 1985, USAID/Jamaica apain amended the apreement to extend the
period that expenditures were authorized under the grant by eight months
from April 30, 1985 to December 31, 1985.

The November 8, 1984, grant reimbursement amendment was not valid because
it (1) contradicts the grant provision and general AID policy of
requiring exchange rate conversions at the highest lawful rate on the
date of reimbursement and (2) was approved only by USAID/Jamaica, and not
by the Government of Jamaica and the Mission as required. As a result of
this amendment, reimbursement may yield less than the equivalent of
$500,000 which grant approval was conditioned upon.

Grant Status - As of March 1986, USAID/Jaraica has not issued any
reimbursement instructions to the Foundation. The Foundation, in turn,
has asked for a waiver not to repay the Grant, arguing that grant funds
were primarily used to provide technical assistance to the local
processor involved with processing the Foundation's donated cheese and
butter commodities and for general opecating expenses incurred during
JADF's early months of operation. Foundation officials have also argued
that repayment may, to some extent, affect the JADF's cashflow and future
jnvestment opportunities in Jamaica's agriculture  sector, These
officials have been encouraged in their petition by officers from the
USAID/Jamaica's Office of Project Development and Support who  recoraended
that the USAID/Jamaica Mission Director waive the repayment requirement.
During the audit, the Mission Ditector refused to waive repaviment to A
designated recipient as originally required,

Waiving the repayment requirement would have been inappropriate and
unjustified, In this report we question some of the Foundation's
operating expenses which appar excessive for a non-profit organization,
Waiving the grant repayment requirement would send the wrong signal to



the Foundation and possibly encourage more wasteful spending. Secondly,
as of March 1986, the United States Government has given or made
available about $7.5 million ($5.9 million equivalent of commodity
donations and $1.6 million in grant funding) to JADF, not including about
$800,000 in commodity ocean transportation costs. The Foundation has
used these funds to generate assets totalling about $5.4 million, In
addition, the program provides for another three and a half years of
Uni ted States commodity donations to the Foundation. Finally, although
it~ would 1like to see the repayment requirement waived, JADF has
acknowledged its responsibility and has for some time included a grant
repayment amount in its financial reports under the accounting category
long-term liabilities,

Careless vc.ant Administration - Administration of this grant, as amended,
has bec: made difficult because of mistakes and errors made during its
preparation and implementation. Some of these are as follows:

-- Technical Consultation and Training Grant Project funds -- the
funding source for the Foundation grant -- were disbursed prior to
receiving authorization from the Government of Jamaica, which was a
reqirement under this Grant Project. As a result, approval was not
obtained from the Govérnment of Jamaica until seven months after the
first disbursement. In addition, USAID/Jamaica Controller's office
released grant funds without prior issuance of a Project
Implementation Letter authorizing such action.

-- The April 3, 1985 amendment to the grant agreement extending the
period that expenditures were authorized under the grant from April
30, 1985 to December 31, 1985, did not extend the grant's repayment
date of September 30, 1985. As stated, repayment was due prior to
all disbursements being made.

-- The November 8, 1984 amendment to the grant agreement which allowed
for the conversion of U.S. dollars to Jamaican dollars based on the
exchange rate at time of disbursement versus reimbursement, was
unclear as to what time period it actually covered. As stated, it
could be interpreted as covering either from November 8, 1984, to
March 1, 1985, or from April 26, 1984, to Mc ch 1, 1985,

-- Finally, the Grant shows actual amounts in both U.S. and Jamaican
dollars. Showing actual Jamaican dollars instead of providing for
the equivalent of U,S. dollars in Jamaican currency creates
accounting and reimbursement problems because of  exchange rate
fluctuations,

Other Reimbursable Grants - USAID/Jamaica officials were unsure whether
or not there were any other reimbursable grants in their  project
portfolio because they had no system to keep track of such grants, The
Mission Director indicated that there were more of these grants and had
asked his staff to research how many were in existence. Because of the
potential for other reimbursable grants in the Mission's portfolio the
report includes recommendations for follow-up on this matter,
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Mission Comments

USAID/Jamaica agreed with the finding and has taken action to fully
implement all but part "a" of the recommendation. With respect to this
part of the recommendation, the Mission stated it had instructed JADF to
repay the disbursed portion of the US$500,000 grant as required in the
amended grant agreement, which allows the Foundation to convert the U.S.
dollars disbursed under the grant at the highest lawful exchange rate in
effect at the time of each AID disbursement instead of at the time of
reimbursement to AID as originally prescribed.

The Mission stated that although it found no basis for the audit report's
allegation that AID policy requires that reimbursement of U.S. dollars be
converted at the highest 1lawful rate of exchange on the date of
reimbursement to AID, it was wiiling to reinstate the original formula if
required,

Based on the amended agreement, USAID/Jamaica calculated that the
Foundation will repay US$248 less than it would have been required under
the original agreement terms and based on the small difference requested
that the recommendation be’ closed.

Inspector General Comme:ts

USAID/Jamaica has provided adequate evidence that it has implemented
parts b, c, d, and e of the recommendation. With respect to
Recommendation No. 4a, it is AID policy to obtain the highest lawful rate
of exchange in effect at time of conversion of U.S. dollars to local
currency. Regarding the JADF grant, conversion of U.S. dollars to
Jamaican dollars occurred at the time of reimbursement to AID.
Therefore, the repayment terms of the original agreement wer: correct and
should not have been amended. Furthermore, as stated in che repori, the
amendment was not valid as.it was unilaterally approved by USAID/Jamaira
without the required approval of the GOJ. This recommendation will be
closed upon receipt of evidence that the November 8, 1984 amendment to
the grant agreement has been revoked and that the terms of repayment as
originally prescribed have becn fully met.
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5. Project Oversight Needs to be Strengthened

USAID/Jamaica had not adequately monitored the use of, or the continued
need for, project funds. USAID/Jamaica was responsible for moni toring
the Jamaica Agricultural Development Foundation Project to ensure that
PL-480 Title II sale revenues and AID grant funds are used in accordance
with their intended authorized purposes. The Mission has not been able
to monitor this project as closely as needed, partly because of other
time-consuming project-related problems. As a result, (1) funds which
could be used to develop Jamaica's agriculture sector were used instead
to pay questionable Foundation operating expenses, and (2) unnecessary
AID grant tunds were not reprogrammed o' ‘leobligated.

Recommendation No. §

We recommend that USAID/Jamaica:

a. require the Jamaica® Agricultural Development Foundation  Project
Manager to review project expendiitures quarterly to ensure that
project revenues and grant funds are being used in accordance with
their funding source authorizations;

b. request AID's General Counsel for an opinion as to the
appropriateness of funding entertainment expenses and subsidizing the
private use of project vehicles from funds generated from the sale of
PL 480 Title II commodities and to ake appropriate action based on
the opinion;

c. reprogram or deobligate grant funds budgeted for the unfilled
marketing specialist position;

d. evaluate the continued need for the existing full-time marketing
specialist and, if this position is no longer required, reprogram or
deobligate the remaining budgeted funds; and

e. review the remaining Operational Program Grant line items to
determine if the budgeted amounts are still justified nder current
conditions and, if not, make cppropriate adjustments.

Discussion

Revenues penerated from the sale of donated PL 480 Title Il commodities
were used to finance Jamaica's agriculture develoment activities, and
for JADF's operating expenses,  Lower operating exjenses would leave more
funds available for Jamaica's agriculture. This was especially critical
because actual revenues available to the Foundation were less  than
originally planned, ,

Questionable Operating  Expenses - JADF operating expenses  included
certain cost items which appear questionable and/or unnecessarv to the
achievement of project pgoals. Two examples were the costs for personal
use of Foundation vehicles and ecntertainment. According sto the JADF's
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Financial Manager the Foundation paid for all operating and maintenance
costs for the five vehicles assigned to the Foundation's staff. These
vehicles were assigned full-time to the staff. In addition, the JADF
has provided to the same five employees credit cards which are used for
business-related expenses including entertainment. He said that, for
example, entertainment expenses included paying for meals for clients and
bank officials. During the first eight months of the Foundation's
current fiscal year, the Foundation spent about $11,900 on motor vehicle
and $8,700 for entertainment expenses. The amount of vehicle expenses
attributable to personal use was not known. In lieu of subsidizing the
personal use of vehicles and entertaining clients and bank officials,
these funds could have been used for agriculture development activities,
It does not appear that the Foundation's focus was consistent with the
project's original intent or that its priorities were in order when it
spent more on expenses like these than it had on assisting the dairy
agricultural sector. One former Foundation Board Director was concernad
that the Foundation's‘ operations were not efficient and that management
appeared to be "empire building'.

Reduction In Grant Fund Needs - On August 30, 1985, USAID/Jamaica
approved a $1 million Operational Program Grant for the purpose of
reinforcing the capacity of the Foundation to do better loan and equity
financing. Specific budget elements to be covered during the three year
grant period include:

Element Obligated Amount
Technical Assistance $ 500,000
Training 50,000
Commodities 150,000
Personnel 135,000
Public Relations . 62,000
Other Support Costs 103,000

$1,000,000

=11 Xt

Neither the Foundation's nor USAID/Jamaica's project files contained
information  fully justifying the’ need for this amount, One
USAID/Jamaica official involved with reviewing the Grant proposal said
the budgeted amounts were not justified. The Foundation's Financial
Manager was also unable to fully explain the differences and/or
relationship between certain sub-items within the budget categories, and
mentioned that some planned items may no longer be required.

For example, included in the grapt amount was $50,000 for two marketing
officers. These positions were planned to assist in marketing the
processed cheese and butter products in order to increase sales, thereby
increasing the JADF's revenues. The Foundation contracted one of the two
planned marketing officers in December 1985. The Financial Manager said
he did not believe there was a continued need for two marketing officers
since the Foundation had extricated itself from the marketing of finished
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products. He said that, under the current arrangement, JADF sells bulk
quantities to interested buyers prior to having them shipped from the
United States. He indicated that the existing marketing specialist would
work on expanding the overall market demand. A former JADF Director
questioned the need for any marketing consultant, especially under an
arrangement where bulk commodities are sold directly to processors.

It. is even questionable whether the Foundation should have hired a
marketing officer under the old processing arrangement. That processing
agreement, which was signed on July 20, 1984 with Dairy Industries
provided that the processor would be entitled to a fee of 10 percent of
the product sales for marketing the finished products.

Because there was no longer a requirement for two marketing specialists,
USAID/Jamaica needed ‘to ensure that the unnecessary funds are
reprogrammed or deobligated so as not to incur opportunity costs.
Furthermore, the Mission should reexamine the need for and/or use of the
existing marketing officer and the other budgeted grant items in view of
the new coummodity sales arrangement and questionable support for some of
the budgeted items. If the examination reveals other adjustments are
warranted, USAID/Jamaica should make them and continue to monitor the
grant in accordance with AID regulations.

Moni toring Responsibility - USAID/Jamaica had not closely monitored all
aspects of this project, in part because it has been busy resolving
comnodity-related problems. However, this project, possibly more than
others, requires close attention because of its unique funding concept,
diverse project components, and because it was being administered by a
newly established private voluntary organization whose employees were
unfamiliar with AID procedures and regulations.

Management responsibility for the Foundation project was split between
two Mission offices. . Primary project management responsibility rests
with a newly hired personal service contract (PSC) employee assigned
within the Office of Project Development Support. Tiis employee has a
strong hanking backgroua!, which was considered important to analyzing
this as well as other Mission projects with intricate financing
elements. However, the PSC manager has no previous AID experience. Also
actively involved with the project was a PSC commodities specialist who
was assigned with the Office of Program and Economic Planning. This
person was involved with all commodity related-matters. Although
occasional differences of opinion have arisen, no major difficulties have
been reported due to this shared responsibility. The Office of Project
Development Support's Director personally monitored the project prior to
the PSC arriving in late 1985. He continues to backstop the activity.

The Office of Agriculture and Rural Development was not involved in the
management of this project although the project goals and objectives were
to help develop Jamaica's agriculture sector, Two USAID/Jamaica
employees expressed the view that the project should be managed by the
Office of Agriculture because of its agriculture focus and expertise.
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However, the head of the Office of Agriculture did not believe management
responsibility should be transferred to his office because of the
office's existing large work load and because he thought the Office of
Project Development Support was adequately managing the project, He
added that he was kept informed about the project through reports and
quarterly project review sessions. :

Based on the issues that have been discussed in this report, we believe
the Mission should take appropriate action to ensure that the pilot
project is monitored more closely and that project funds are actually
needed and being used efficiently and effectively. In this regard, the
Mission's existing project management arrangement should be evaluated to
determine if it is appropriate for this type of project.

Management Comments

USAID/Jamaica implemented part "a'" of the recommendation and had begun
the review of the operational program grant line items as recommended in
part "e". It has included parts "d'" and 'c" in this review and will
forward the results as soon as the review is completed.

With respect to the use'of project vehicles for personal use and the use
of project funds for entertainment expenses, USAID/Jamaica stated that it
was a standard practice in the Jamaican business community to provide,
among other benefits, use of company-owned vehicles, as part of the
overall employee benefit and salary package in order to reduce the amount
of income tax liability. The Mission also pointed out that the audit
report did not indicate what portion of the cost might be for personal
use. In regard to the use of project funds for entertainment pur poses,
USAID/Jamaica indicated that these funds were used for representational
purposes and to further the goals of the Foundation. USAID/Jamaica said
neither of these uses contravene any regulation or guidance which the
Mission is aware of regarding use of funds initially generated from
monj tized commodities. Nonetheless, the Mission stated it would continue
to review these expenditures to ensure that they are limited in amount
and contributing to the ultimate goals of the Foundation. The Mission
stated it would also ask the Foundation to review these procedures for
the same purpose but did not believe these expenditures should be
prohibited. ‘

Inspector General Comments

USAID/Jamaica has implemented part "a'" of the recommendation and it is
therefore closed upon issuance of the report. The final disposition of
parts ''c", 'd", and "e'" will be determined upon completion of review of
the operational program grant line,items.

We recognize that the use of funds initially generated from monitized
commodities is a gray area, and an area which should be addressed by
AID. Because USAID/Jamaica plans to continue to review automobile and
entertaimnment expenses to ensure that they are limited in amount and
contribute to the ultimate goals of the Foundation we have revised the
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draft recommendations on this issue. Instead of (1) ensuring that the
Foundation restrict the use of its vehicles for business purposes and/or
require reimbursement for personal use, and (2) ensuring the Foundation
discontinue the practice of funding entertainment expenses, we are
recommending that USAID/Jamaica request AID's General Council for an
opinion as to the appropriateness of funding such activities from donated
commodity sales revenues and, based on this opinion, to take appropriate
action.
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6. Remaining Commodity Problems Need to be Resolved

United States donated PL 480 Title II cheese and butter commodities have
not generated the sales volume that was estimated in the Jamaica
Agricultural Development Foundation Project proposal. Butter, in
particular, did not meet initial expectations. The Foundation has in
inventory over 1200 metric tons of donated butter which has, for the most
part, been in cold storage since July 1984, It also appears to be
legally responsible for 211 metric tons of additional butter brought in
independently of the donated commodities to satisfy commercial import
shortages. Based on the average monthly sales volume, it will take
another one and a half years to draw down the 1200 metric tons of donated
butter if it does not deteriorate first. In the meantime, storage costs
continue to erode JADF's revenues. USAID/Jamaica and the Foundation have
been successful in reducing the levels of apged cheese in inventory
through special sale arrangements, however, they have been unable to do
the same with butter because of its limited market appeal. USAID/Jamaica
has been developing but'ter marketing options, but, no decisive action has
yet been taken,

Recommendation No. 6

We recommend that USAIDYJamaica. in consultation with the Jamaica
Agricultural Development Foundation:

a. analyze each of the butter marketing options, as presented by the
Mission's Commodity Specialist, and take decisive action on those
which can be justified under PL 480 Title II legislation and which
result in a significant reduction in inventory levels;

b. request, in the interim, that the contracted food processor and other
parties involved with storing the butter accept the equivalent dollar
amount in butter in lieu of dollar payment to cover storage and other
related costs; and

c. delay calling forward any more butter until existing inventories have
been disposed of or comnitted, and until an advance sales agreement
has been arranged.

Discuission

Sponsors  of the Jamaica Agricultural Develoment Foundation Project
claimed at the project's outset that although a decline in per capita
consumption of butter was observed, a steady demand for the commodity,
especially among higher economic levels, was still in place. Contrary to
expectations, butter showed 1ittle market demand during the 18 months it
was available. As a result, as of . March 14, 1986 ijnventory levels were
exceedingly high at 1,200 metric tons. Only 800 metric tons of the 2,000
metric tons originally delivered were sold. Although there was
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considerable processing problems with cheese, the demand for  this
product was greater than for butter. In addition to the initial 2,000
metric tons delivered in 1984, more cheese was ordered.

The revenues from the sale of both cheese and butter were expected to
provide the Foundation with an endownent of about $25.6 million over a
six-year period, or about $4.3 willion per year, However, because of
reduced butter sales and other reasons, project revenues are running
about $2 million less than anticipated. As of December 31, 1985, cheese
and butter sales have generated gross revenues of $4.9 million and $1.5
million respectively for a total of $6.4 .illion. During thi3 same
period marketing and processing cousts totaled about $2 million, 27 Net
revenues were therefore, about $4.4 million,

From the start it was noticed that there were and would continue to be
marheting problem. with butter:

Butter Deliveries and Sales Volume During
The Period Junc 1984 Through Tecember 1985
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¥/ No deliveries were requested after the initial 2,000 metric tons
arrived.

2/ This amount does not include $824,176 in marketing and processing
costs paid to the contractor in February 1986 in scttlement of a

contract claim.
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As the graph shows, butter deliveries totaling 2,000 metric tons arrived
over a 5 month period. In 16 wmonths, only 789 metric tons, or ahout
one-third, was sold.

The average butter sales volume during the sixtecn-mcnth period September
1984 through December 1985 (during which processed products were first
available) was 49.3 metric tons per month, Based on this average sales
volume it will take another two years to draw down the remaining 1,2)]
metric tons of butter assuming the butter does not deterijorate in the
meantime. USAID/Jamaica officials said that slow sales were due to the
availability of lower-priced substitutes (e.p. margarine), and &
preference by Jamaicans for butter with less salt content than found in
the U.S.-donated butter,

Even though it appeared that by early 1985 butter sale volumes would be
insufficient to draw down inventories in a reasonable time frame, we did
not find any evidence that USAID/Jamaica or the Foundation took anv
substantive corrective action to deal with this specific problem until
the latter part of 1985, In the last quarter of 1985  product
advertising was increased, discounts were offered, and a marketing
specialist was contracted. These efforts, did not have a significant
effect on sales however. In January 1986, during a quarterly review of
the project the Mission Director requested the  Mission  Commodity
Specialist to prepare a list of marketing options for reducing the butter
inventory levels., This options paper presented eight options which were
still being considered, among others subsequently suggested, at the end
of the audit, The Mission cannot afford to allow the matter to remain
unresolved, as maintaining a large inventorv of aping butter seriously
prevents achieving JADF's goals and objectives.

Usual Marketing Requirements - Further exacerbating the above situation
s that 1n addition ta the 1,200 metric tons of butter currently in
inventory, JADF apprars to be legally responsible for 211 metric tons of
butter brought in to satisfv commercial import shortapes.

The Foundation, in addition to its other activities, also has to ensure
that commercial importers of butter and cheese are not  adversely affected
or displaced by the importation of donated commodities under the
project, To do this, targets for "butter and cheese are annually
established based on the average commercial imports into Jamaica during
the five preceeding vears.  These target  amounts, known as the Usual
Marketing Kequirements (UMR), are monitored by JADF,  The Foundation  was
expected  to  take action to make up the difference if actual 1mports are
less than the IMR targets,

This occurred with butter in 1985, To make up the shortage of commercial
butter immorts, the Foundation arranged with 1ts contracted processor,
Dalry Industries, a regular commercial importer of butter and cheese, to
purchase 211 metric tons of butter to meet the expected MR shortages,
In September 1985, unsalted Danlsh butter was purchased by  Dairy
Industries for about $275,000, under a bank puaranty for which JADF was
still liable, Howrver, Foundation officials sald the butter would most
likely be sold quickly resulting in no actual outlays of Foundation
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funds. As of February 1986, the butter was still in storape and Dairy
Industries has subsequently requested the Foundation to cover their bank
guaranty which the Foundation ugreed to do. If this butter was not
quickly sold it appeared the Foundation would have to make payment as
agreed, further reducing its project revenues,

Mission Comments

USAID/Jamaica reported that on April 11, 1986, JADF had sold al
remiining butter to Dairy Industries. It also reported that on May 27,
1980 it had requested a Section 416 grant of wheat, rice and non-fat dry
milk with all sales proceeds going to JADF, USAID/Jamaica also stated
that new procedures have been established that will prevent a  recurrence
of inventory buildup.

Inepector Genera! Comnents

The recommendation  will  be  closed upon receipt of documentation
supporting the sale of the butter inventory to Dairy Industries,
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B. Compliance and Internal Controls
1. Compliance

The audit disclosed three compliance exceptions:

-- Jamaica Agricultural Development Foundation investment/lending

actices were not 1in compliance with the project's original intent,

" a result, certain targeted agricultural subsectors have not
benefited from project operations and resources (see Finding 2).

-- Grant funds were disbursed prior to obtaining required approvals (see
Finding 4).

== Grant repayment provisions were not complied with and, as a result,
the United States Government has unnecessarilvy incurred interest
costs and funds are not available for other projects (see Finding 4).

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

Internal Controls

The audit disclosed internal control weaknesses in the following areas:

-- USAID/Jamaica had not established adequate controls to track
reimbursable grants. There were indications that the Mission's
portfolio contains reimbursable grants which may not have becen repaid
as required. As a result, tho United States Governnent may be
incurring interest and/or lost opportunity costs (see Finding 4).

-- JADF had not established adequate commodity accountability controls
and reporting requirements. As a result, it has been difficult to
reconcile bulk deliveries with finished products, and there is no
assurance that all cheese and butter deliveries have been properlv
accounted for (see following section).

With the above exceptions, both USAID/Jamaica and JADF appeared to have

adequate internal controls over the receipt and disbhursement of project
funds,
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C. Other Pertinent Matters

Six other 1issues were identified during the audit. First, it was
reported that many Mission officers do not take seriously the annual
vulnerability assessment. One official referred to it as a '"joke" and
said that the previous Mission Director had not shown any interest in
it. Office of Management and Budget Circular No. A-123 requires Agency
action on maintaining viable internal control systems. This circular
requires agencies to perform annual wvulnerability assessments and
internal control reviews. If not taken seriously, internal control
weaknesses may not be identified axl corrected.

Second, we noted that the Miszion had not established procedures to
effectively coordinate agriculture investment activities. The Mission
funds at least three projects with components that provide financing to
the apriculture sector. Each of these projects was managed by a
different USAID/Jamaica ‘office with no formal mechanism in place to
effectively collect, summarize, and coordinate project outputs. As a
result, project benefits may not be fully realized and potential
irregularities and abuses may therefore go undetected.

Third, while not explicitly stated in project documents, there was
evidence that PL-480 Title Il commodity sales revenues were not to be
used to increase the production of certain crops which would compete with
domestically-produced American commodities, including certain types of
vegetables, sugar, cotton, citrus etc. If this is the position of the
United States Government, then USAID/Jamaica needs to ensure that these
prohibitions are made known to JADF and incorporated into its new
investment policy.

Fourth, the review of JADF project files showed that 1loan recipients may
often purchase non-American products and equipment with their loan
funds. Although the project presents opportunities to '"buy American'" the
project's authorizing documents do not comment on this matter. JADF and
USAID/Jamaica officials said, however, that encouraging clients to "buy
American" was a possibility that was worth pursvuing,  DBesuause
opportunities exist an assessment should be made on how best to take
advantage of these opportunities.

Fifth, it was reported that it was difficult to account for all of the
PL-480 Title 11 commodities brought in under the project because of
problems with the processor's inventory procedures and records, anld
because of the reporting procedures used for bulk and processed comnodity
quantities. This situation may not be as important in the future if
title to the bulk comnodities was transferred at the port of entry to
whomever purchases such commodities. In  the interim, it is important
that effective accountability controls and reporting requirements be
established to better ensure against commodity losses and thefts,

Finally, USAID/Jamaica has not fully documented the problems and mistakes
it has experienced with the JADF Project, especially as regards the
handling of commodities, so that others contemplating similar projects,
can benefit. An evaluation of the Project was not scheduled until the
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end of its third year of operation or about June 1987, Waiting until
then may be too late, in that institutional knowledge may be lost, and
since it would be too late as well to assist those currently planning
such projects. Recent Congressional budget hearings indicate that both
AlID/Mashington and the Congress supported increasing the number of such
projects. Without timely feedback, there was less assurance that the
mistakes made in this project would not be repeated elsewhere. The
Mission Director agreed that a lessons-learned paper would indeed be
valuable and stated that one would be prepared. The paper should be
prepared as soon as possible to help minimize lost resources and time.
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Il1lustrative Examples of JADF-Funded Projects
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United States Agency for International Development
Mission to Jamaica

6B Oxford Roasd,
Kingston 5, Jamaica
Tol: 9294850
MEMORANDUM June 6, 1986
TO: RIG/A/T:Coinage Gothard
FRONM: DIRECTOR:WRJoOS1i
SUBJ: praft Audit of USAIHMamaica Agricultural Development

Foundation Project Project No. 532-0105

Enclosed for your review and action is the Mission's response to the
subject draft audit report. Per our telephone conversation on
Wednesday, June 3, also enclosed is a copy of your draft report with
my hand written comments,

The Mission's response to the draft report on the Agricultural
Marl:eting Development Project, No. $32-0060, will be sent via

courier early next week., Regret any inconvenience caused by our
delay in responding timely to the draft reports,

encl. a/s

) //\



USAID/Jamaica Response to APPENDIX 1

Page 2 of 36

Regional Inspector General Draft Report
On Jamaica Agricultural Development

Foundation Project No. 532-010%

The purpose of this presentation is to provide Mission response to
comments and recommendations included in subject audit report.
The audit was conducted during the period of January to March
1986, with draft report provided to the Mission in May. Auditors'

recommendations are as follows:

Recommendation No. 1

"We recommend that USAlD/Jamaica, in
consultation with JADF adjust project
objectives and operations in accordance with

reduced commodity sale revenues."

A. Discussion

The audit noted that during the 18 month period under review sales
of donated butter and cheese have been substantially below
original projections. It further states that "USAlD/Jamaica and

JADF officials had not evaluated the impact of reduced revenues on
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the program's objectives. Likewise, no assessment had been made
of the Foundation's operations to determine if changes are

warrented due to income shortfalls".

B. Mission Response

Both JADF and Mission have been aware of the impact of less than
anticipated sales of butter. Rather than automatically accept a
reduction in projected sales, however, JADF and Mission staff hav
worked together to expand butter and cheese markets as well as to
investigate the viability of importing alternative commodities to
replace whatever shortfall may remain in the sale of butter. The
Foundation no longer has an inventory of either butter or cheese;
it has sold all previous stocks. JADF is now evaluating whether
it should call forward additional supplies of butter in addition
to the 1000 MT of cheese scheduled for importation prior to the
end of Fiscal Year 1986 (Fiscal-year'total 1713 MT). On May 27,
1986, USAID requested a Section 416 grant of wheat, rice and
non-fat dry milk with all sales proceeds going to JADF. 1f this
request is approved, USAID will ask that NFDM be regularly
provided for JADF's account at an annual level of 2000 MT,
yielding US$2,200,000 million. 1t is evaluating the other

commodities for regular supply.

As a result of these new opportunities, it is likely that total
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revenues for the six year life of the program will approximate
original projections in spite of problems encountered in the first

18 months -of the project. USAID suggests that the recommendation

be recorded as follows:

"We recommend that USAlDb/Jamaica, in
consultation with JADF take action to either
increase the flow of commodity-derived
resources to JADF, or adjust project
objectives and operations in accordance with

reduced commodity sale revenues."

USAID certainly agrees that the audit correctly focuses attention
to the problem, but did not give sufficient weight to both sides of
the equation. 1In light of the measures to resolve
commodity/revenue problems, USA1D feels it is premature to adjust
project objectives downward, so has taken action to increase
revenues. Attachea hereto acs Appenaix 1 is a current projection of

revenues.

Inspector General Camments

Appendix 1 infornmation was considered in finalizing the report, however, it has

not been included herewith.
C. Conclusion

Mission believes that amended recommendation should be closed on
issuance of the report since action has been taken which will

provide revenues sufficient for the project goals to be
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reasonable. 1f these efforts are not approved, USAID will formally
review program objectives to bring them in line with resource

levels.

Recommendation No. 2

"We recommend that USAID/Jamaica, in consultation with JADF:

a. develop an investment/lending policy that
(1) accurately reflects the original program
investment goals, objectives, and concerns,

(2) ensures that resources will be used
strictly to finance agricultural activities,
and (3) ensures that resources will be used to

benefit the small farmer and dairy industry;

b. translate the investment/lending policy
into tpecific but flexible guidelines that,
among other things, ensure preferential
treatment be accorded small farmers and dairy
industry activities by means of lower interest
rates, reduced collateral requirements or by

other incentives."
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A. Discussion

The audit .noted that JADF has adopted a policy of investing 25
percent of its funds outside the agricultural sector: made lending
decisions based on traditional conservative bankina criteria; and

not provided financial assistance to the dairy industry.

The audit further states that: "It was understood by program
sponsors that the Foundation would be a creative agriculture
development organization which would focus on assisting Jamaica's
dairy industry and which would take qreater risks in investments

than practiced by normal lending institutions,”

B. Mission Response

In reviewing the JADF loan and equity investment portfolio the
audit, as indicated above, commented on the finance criteria of
the project &s cet forth in the First Trancfer Authorization. The
Authorization also states that "Specifically, the goal of JADF is
to help mobilize a new and needed private sector resource base for

Jamaica's Agriculture and Agri-business development effort."

The audit targeted three loan/equity situations as being outside
the stated purpose of the project i.e., investment in Trafalqar

Development Bank (TDB) an AlD financed institution which ig not
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primafily focused on agriculture, and two projects devoted to
woodcraft and parquet flooring. 'Both of these decisions were
fully discussed at JADF Board Meetings. Althouqh the equity
investment in TDB may seem to be outside the scope of JADF
activities, it was the opinion of the Board of JADF that
Trafalgar's funding could be melded with JADF's when financing in
excess of JADF's capacity was required. Given Trafalgar's limited
capacity to evaluate such agricultural activities, it was felt
that JADF's involvement on the Trafalgar Board would be helpful in
this process. Several potential joint projects have been
evaluated, though none have been financed to date. Trafalgar has,
however, made sizeable loans in agriculture. With reqgard to the
woodcraft and parquet flooring projects, these are normally
considered to be agro-industry, in that a finished product is
produced from an agricultural product. This point was discussed
thoroughly by the JADF Board. The projects in question produce
foreign exchanqe, provide or expand employment, and otherwise meet
the goals ac stated in the Fircst Trensfer AulLorization. Whethe:
or not these projects should also include managing the lumber
gource was not considered important in the review process. 1t is
reasonable to second quess the decision, and to conci.de that

further such loans are inappropriate, But it is not a compclling

case, either way.
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The audit commented in this and other gections that JADF is not
devotlng its activities to the dairy industry as originally
intended.  The audit refer to this concept as "Being understood by
the program sponsors.® As the program sponsors who developed the
original concept, Land O'Lakes (LOL) and Grace Kennedy (GK) have a
primary interest in the dairy industry the concern is
understandable. keferring to the Transfer Authorization as the

primary source of project purpose, no specific reference is made

of the dairy industry.

The Board of Directors and manaqement are, nevertheless, aware of
the importance of the dairy industry. The JADF Manaqing Director
was certainly correct in noting the extent that Government policy
constraints have created obstacles for dairy farmers. These
constrainte, while perhaps serving other purposes, have haa a
neqgative effect, and thus helped create a scarcity of viable dairy
Projecte, certainly ones with positive rates of return. JADF §s
perhape unaerstandably reluctunt to fund thot¢ that arc not
"Eacily managable and have a hiqh probability of success® ag
quoted by the audit from the First Trancfer Authorization. After
all, a series of Joan faflures would likely bring audit criticiems
a8t well. As Appendix 11 we are attaching o report recently
prepared by the Planning Institute of Jamaica, which detatls the
effect of qovernment policy congtraints on the dairy induetry,

Inspector General Cannents

11 information was considored in finalizing the report, howover, it has
mt been included herewiti,
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USAID included dairy industry policy conditions in its PL-480
Title 1 self-help measures in FYy ﬁ986. In support of these and
"GOJ efforts to improve policies, JADF hac made a loan to finance a
-hew venture to package non fat dried milk in individual 1l liter
packets, (which will be the only source of retaijl subsidized non
fat dried milk uncer the new policy) which will allow the GUJ to
concurrently increase non fat dried milk pPrices to processors to
levels which provide incentives to use fresh whole milk, This
seriec of steps, which JADF is helping to make possible, should be
a big step toward making the dairy industry viable. Regardless of
the portfolio analysis, the JADF role in this reform

implementation shows significant interest in dairy issues,

Inspector General Caments

Deleted - Relates to matter not included in the final report.
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The audit comments extensively on the degree of risk that JADF is

'willing to take in the approval process, further saying that:

1. Project sponsore understood *That the
Foundation would be a creative Agricultural
Developrent orgenization which would focus on
assisting Jamaica's dairy industry and which
would take greater risks in investmente than

practiced by normal lending institutions."

2. "Because of divergent views among Board
Members as to the risk position,.... 1t is
doubtful that some of the high-risk agriculture
activities intended to be financed by the

project will receive any assistance.®

3. "The Credit Manual states that the
"*Foundation will take more risks and be more
creative and flexible than commercial banks or

other financial institutions,"
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‘A Teview of the loan portfolio indicates that the degree of risk
plus other factors would make most, if not all, of these loans
unacceptable to traditional banking institutions. Ultimately,
repayment history will be the detérmining tactor as to whether the
JADF Board of Directors is too conservative in its lending policy,

but it now appears that they are fulfilling both the terms and

spirit of the project.

C. Conclusion

Mission believes that this recommendation should be closed, since
the JADF is acting in accord with recommendation No. 2. Morever,
recent changes in Government policies have had a favorable effect
on potential for dairy industry investment. Therefore, the
mission is satisfied that JADF Board is acting with the
consioeration of the rick factor anc is Otherwjse conducting the

business of the Foundation properly.
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Recommendation No, 3

*"we recommend that USAID/Jamaica, in consultation with JADF, amend
its Articles of Association to preclude JADF Board Members, or the
companies they represent, from directly benefiting from JADF

operations and investments."

A. Discussion

On the subject of "conflict of interest" the audit targeted Grace
Kennedy, Land O'Lakes, Jamaica Citizens Bank, Grace Kennedy
Travel, and JADF's Law Firm as companies that can influence policy
and at the same time receive benefits from the Foundation's
activities. The audit recommends that the Foundation's Articles

of Association be amended.

B. Mission Response

In view of LOL's and GK's role as the primary sponsors of the
Project, with LOL funded by AID/W to engage in such activities,
all parties involved, including AID/W and the Mission, must have
recognized the fact that their participation had at least an
element of self interest. That LOL would be in a position to
provide technical assistance and that this was included in each

grant document would indicate that LOL was expccted to (in draft
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‘udit terms) "benefit® from the Project, to the extent that

1

upplying technical assistance provides any significant benefit to

LOL as company.

The audit also comments on GK's monopoly position as the only
processer in Jamaica. While Grace Kennedy and its Chairman are
well known for involvement in public spirited activities, no doubt
this was one of the factors which qenerated GK interest in the
project. Prior to the establishment of the Foundation, GK's
affiliated processing company, Dairy Industries, (Dl) was
operating at 20% capacity and availability of the JADF commodity

would alter that shortfall,.

The audit reviewed the (D1) claim against JADF that resulted from
the terms of the original processing contract, inferring that D]
received a bencfit due to GK's revresentation on the Board of
JADF. As the two sides had reached an impasse tﬁat would very
likely heve ended up in arcitration and/or a Jlaw sUit, ana
preoccupied of most JADF management time and attention, the
Mission established a framework from which manaqement of JADF and
GK ultimately neqotiated a settlement. The terms of the
settlement were presented to the Board of JADF and were approved
without participation of GK representativec. The Misrcion is
satisfied that GK employeer on the JADF board had no insidc

influence in the outcome of the claim.

. \(’ '\
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Any out of court settlement of a claim is subject to second
quessing; but so0 too would be a decision to let it drag on with
JADF iﬁcuiring continuing charges for cheese and butter storaqe,
and a substantial risk of commodity spoilage. The draft audit
second guesses the settlement without fully stating the situation
facing JADF and the Mission, or putting the amount of alleged
overpayment in the settlement into context in relation to the
risks. The audit allegation is frankly objectionable; it
penalizes a problem solving approach in favor of a penny saving

dollar wasting approach, i.e., don't make "mistakes" even if you

do real damage to a project.

The audit includes comments on the use by JADF of the services of
Grace Kennedy Travel, a GK subsidiary, as a benefit derived
through representation on the JADF Board. GK Travel is considered
one of the more efficient and professional of local travel
agencies and, as such, is included on a list of only four such
agencies approved by the U.S. Embassy in Jamaica. As the cost of
airline tickets is standard throughout the travel business, the

Mission does not believe there is evidence of conflict to alter

the current procedures.

The fact that the Chairman of the Board of JADF it the Managing
Director of Jamaica Citizens Bank (JCB) has also been cited as

questionable. However, JADF reports that service provided by JCB
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is ac good or better than that offered by other banks because of
this connection. With regard to 'return on deposits, in
determininag where to deposit funds, the JADF managinq director
canvasses at least three banks to determine rates available for
the amount of funds he wishes to deposit. Funds are deposited
with the bank offering the highest rate for the term required.
Generally, JCB has offered the highest rate and when this is the
case, funds are deposited with JCB. Thus, market rates of
interest are paid on JADF fixed deposits. JCB also offers the
added feature that deposits may be withdrawn without penalty prior
to maturity date, if necessary. A change in these procedures
(which seem to also be good business practice) probably would be

detrimental to the best interests of the Foundation.

Comments concerning the requirement that JADF clients must use the
Foundations Law firm is, according to the audit, no longer in

effect. Therefore, no conflict éppears to exist at the present

tire,

The audit recommended that JADF Secretary of the Board, an
employee of GK, be replaced. GK made available their experienced
and highly regarded employee as a service to the new Foundation,
Certainly, it may be bossible to question GK's motives. This has
been discussed by JADF management on several occasions; it has

been concluded, however, that any information that might be of
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interest to GK woulgd, technically, be available through another
Board Member who is also an employee of a subsidiary of GK.
Little practical effect would be accomplished by this change, and
it would require familiarizing a new secretary with the

Foundation's business.

With regard to the directors of the Foundation, it should be
pointed out that Jamaica has a relatively small business community
with many interlocking directorships. 1t would be next to
impossible to attract the desired calibre of director for the
Foundation if it were hecessary to avoid every individual who had,
or could have in the future, a connection with a loan proposal or
other activity of the Foundation. Experience with JADF indicates
that in situations of potential conflict the Director in question

does not participate.

Conclusion:

Considering the points raised above and noting that the
recommendation is at some variance with the discussion and the
advice of the General Counsel of the Council on Foundations, Inc.,
we suggest the following rewording of the recommendation:

"We recommend that USAID/Jamaica, in

consultation with JADF, amend itg Articles

of Association to preclude JADF Board
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members, from directly benefiting from JaADF

investments; and to eénsure that they wijll

absent themselves from any consideration of

transactions between JADF and themselves or

companies they represent: and that in the

Case of any such transactions or investments

there shall be specific recorded

determination that the transaction jis in

JADF's interest or the investment js being

made pursuaht to JADF policies with full

knowledge of the potential conflict. "
This would require sound business Practices, remedy potential
Problems, and Properly credit the importance of avoiding the
appearance of conflict. Any director would be obliged to absent
himself from a Board Giscussion of operational issues which could
have the appearance of conflict., 1If this approach is acceptable,
the Mission will recommend to JADF that it pPromptly take the

&rprofrizte cteps to implement the recomwencation as amended.

Recommendation No, 4

The audit commented extensively on the subject of the US$500,000

reimbursable grant provided to JADF ip April 1984, with particular

57
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reference to the subsequent amendment which altered the age 1

calculation of the rate of exchange to be used at repayment date.
1t further commented that at the 'time of review no repayment
_instructions had been provided to JADF. The audit recommended
that the exchange rate amendment be revoked and that JADF be

provided with repayment inctructione.

A. Mission keplv

The Mission had not provided instructions to JADF reqarding
payment prior to the auditors' arrival as the original intended
recipient of the repayment did not prove to be appropriate. The
Mission Director rejected the proposed waiver prior to the end of
the audit. The Mission, therefore, reviewed other possible
recipients consistent with the agreement with JNIP and JADF. Upon
identifying an appropriate recipient, the Mission on June 5, 1986,
instructed JADF to repay the disbursed portion of the US$500,000
grant calculated at rate of exchange as required in the amended
Grant Agreenint. Instructicns incluce the nhame of the pzree, &
USA1D/Jamaica approved project. The letter transmitting these
instructions is apended as Appendix 111. The Mission finds no
basis for the audit's allegation that AlD policy requires one or
the other formula, but will reinstate the original formula if

required. 1n fact, the total amount of difference between the

original and the amended exchange rate formula isg US$248.84. On

the other hand, it is obvious that the process used was ronfusing,
Ins r General Caments

L I11 inlormation was oconsidered in finalizing the report, however, it has
not been included herewith.
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B. Conclusion

The identification of all other outstanding reimbursable grants
the Mission has been completed. Monitoring compliance has been
systematized as part of the Mission's quarterly project review,
The most recent comprehensive repc.t is attached as Appendix 1V.
Thus we request that recommendations No. 4. b, ¢, d, and e be
closed on issue. As to 4a, we believe it should be deleted on
principle. 1f you decide otherwise, however, we will implement
promptly on notification as we have already spent at least
US$248.84 of time on the issue and cannot afford further

investment just to argue the merits.
r General Caments
Appendix IV information was considered in finalizing the report, however, it h
not been included herewith.
Recommendation No. 5

The audit indicates that this project has not been adequately
monitored, with the result that "Funds which could be used to
develop Jamsica's Agricultural sector have becen used instead to
pay “"questionable” Foundation operating expenses, and (2)

unnecessary AID Grant funds have not been deobligated.
Auditors comments, in summary, recommended that:

l. Project Manager review project expenditures

quarterly to ensure compliance with Project

Authorization.
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2. Ensure Foundation vehicle use is restricted
to business purposes and/or reimbursement

required for personal use.

3. Ensure that Foundation discontinues

practice of funding entertainment expenses.

4. Reprogram or deobligate funds budgeted for
unfilled market specialist position, as well as
existing marketing specialist if position is no

longer required.

(5) Review remaining OPG items to determine if

budgeted amounts are still justified.

A. Discussion

Under the heading of "Questionable Operating Expenses," the audit
pointed to the personal use of Foundation-owned automobiles by
staff members. Furthermore, those same staff members have been
provided with credit card facilities which apparently are used for
business related expenses. Automobile expense for an eight-month
period for 5 cars totalled about US$11,900. The audit did not
indicate what portion of the cost miqht be for personal use,

Expenses charged to entertainment for the same period was
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US$8,700. The audit concluded by saying: "]t does not appear that
the Foundation's focus is consiséent with the project's original
intent or that its priorities are in order when it spends more on
questionable operating expenses like those than it does on
assisting the dairy agricultural sector. One former Foundation
Board Director was concerned that the Foundation's operations were
not efficient and that management appeared to be ‘Empire

Building'

B. Mission Reply

1t has long been the practice in the Jamaican business community
and GOJ parastatals to provide, among other benefits, use of
company-owned vehicles. This is a form of compensation that would
not be subject to Jamaica's inordinately high income tax. These
benetits are neqotiated as part of the overall pbenefit and salary
package, in lieu of additional salary. Thus, they cannot be
eveluated acs adoitional to the g£alary, but as part of the overali
compensation plan. The Foundation must use commonly-accepted

inducements to attract qualified staff.

As concerns the use of a limited amount of Foundation funds for
business related entertainment expense, the Manaqing Directors'
position is clearly representational. Used with discretion,

benefits are to be derived from use of JADF operating fundc in
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furtherance of the goals of the Foundation. Neither of theee uses
contravene any requlation or guidance which the Mission is aware

of reqgarding use of funds initially generated from monitized

commodities.

With reference to the audit's comment regarding the Foundation's
"focus,”™ it should be noted that whether the automobile and
entertainment expenses are appropriate, there is no apparent
relationship to whether or not the dairy industry is receiving the

proper consideration.

With regard to the audit's comments concerning the current
$1,000,000 Operational Program Grant, the Mission has bequn a
review of specific budget items to ensure that the utilization of
funds is maximized for project objectives. Any excess will be

reprogrammed or deobligated,

In additien to Questioning the need for s scoonc Mot heting
Ofticer, the audit queried the need for the existing Marketing
Officer since the terms of the processing aqreement provided a fee
to Dl to perform that function. 1In this reqard it should bc noted
that the marketing officer wus hired several monthc after the
expiration of the contract, thus, there wag no overlap. He was
hired because there was a necd to seck out markets other than

those supplied by D1. Indeed, USAID hao urged JADF to develop
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markets in addition to D1. This fact may not have been made
clear. This officer has filled a very important function
especially in negotiating the sale of excess inventory. With
.recent changes in the U.S. Farm Bil), new surplus commodities may
"be available to the Foundation, and it is expected that the
morketing of ficer will be directly involved in these new

opportunitiec,

The Mission has noted audit comments concerning project management
responsibility with particular reference to the office within the
Missinn that is currently holding that responsibility. The
Mission has reviewed this structure, as well =s the location of
PL-CEO issues in the Program Office. USAID has requested AlD/W
concurrence to establish a Food For Peace position in the Office
of Agriculture, transferring those functions from Program. 1f
this is approved, JADF will also be reviewed. At this time the
work load in Aqriculture prevents such a transfer of JADF
recordlerse of iils decirability, Thic is an unfortunate fact of

ever reduced ceilings on direct linc positions.

Conclusion

The Miesion Director has implemented Recommendation Sa (see
Appendix V). As to 5b and ¢, there do not appear to be specific

Al1D requlations pronibiting either the personal use of company
insoector General Caments

Apvendix vV information was considered in finalizing the report, however, it has
not been included herewith,
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owned automobiles or the use of Foundation funds for
representational purposes. Nonetheless, the Mission will continue
to review these expenditures to ensure that they are limited in
amount and contributing to the ultimate goals of the Foundation.
The Mission will also ask the JADF to review these procedures for

the same purpose. We request that they not be prohibited, i.e.,

that the recommendationss be deleted.

Recommendations 5d and e are included in Sf, and should be
deleted:; we have bequn the review specified in S(f), and will

complete it as promptly as possible. We will forward the results

as soon as the review is completed.

Auditors' Recommendation No. 6

The audit commented extensively on the inventory of butter that
existed at the time of inspection. The Mission has taken note of
comunents anu reconmendations. Thne fact ic that on April 11, 198¢,
JADF sold all remaining butter to D1, following USAID insistence
that the matter be resolved. Decisive action was taken. Since
all inventories of bulk commodity have been sold there appears to
be little need for further discussion except to note that new
procedures have now been established that will prevent a
recurrence of inventory buildup. 1t should be noted, however,

that the Marketing Officer whose position was criticized arranqed



24 APPENDIX 1
Page 25 of 36

the sale of butter inventories. 1n doing s0, the excess supply of
butter in the market has been depleted. JADF expects to call
forward 200 tons of butter prior to the end of the fiscal year, as

soon as arrangements are finalized for sale ex-ship.

The audit also commented on the Usual Marketing Requirement (UMK)
which seemed to create the necessity for the commercial
importation of butter to ensure compliance with the UMK. Although
D1 was the purchaser of record, this purchase was carried as a
liability on the records of JADF, Since the date of the
inspection, all of the butter in question has been sold. The JADF

liability was liquidated without use of any JADF funds.

Conclusion

The Mission believes this recommendation should be closed in its
entirety. USA1D steps to identify additional commodities were
descrivbea carlier, Tnie sitaation, ac comnecntea on by thc
auditors, no longer exists and the necessary steps have been taken

to ensure there is no recurrence.

Compliance and Internal Controls

Under the heading of ®"Compliance and Internal Controls” the audit

made several comments concerning the Keimbursable Grant and the
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lending activities of the Foundation. These concerns have been

discussed elsewhere and are not repeated here.

- The Mission has taken note of matters discussed under the heading

of Other Pertinent Matters including the following:

l. With regard to the annual vulnerability
assessment, present Mission management strongly
endorses the vulnerability assessment. 1In
fact, we have an outside team in Kingston right
now reviewing vulnerability concerns in three

offices.

2. Coordination of agricultural investment
activities; insofar as it is accurate to say
that three different activities are managed by
three different offices within the Mission,
cooraination 1s accumplisheo through quarteriy
and semi-annual project reviews, as well as a
project committee approach to issues. Mission
proposed relocation of PL-480 issues was

described earlier.

3. Accountability controls as they concern
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commodities in the possession of the processor

is no longer an issue given the total switch to

bulk processing arrangements.,

4. A "Lessons Learned"” document to record for
institutional purposes the problems and
mistakes encountered with the JADF has been

prepared and is eppended as|[Annex 5] Appendix VI,

Doc. $4#0303P
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MEMORANDUM

TO : DIR:WJoslin May 12, 1986
FROM: OPDS:Brucei“eatly
SUBJ: JADF "Lessons Learned" Analysis

As requested I am attaching an snalysis of the JADF Project and
the lessons to be learned from the problems that developed from
the date of Project conception. The analysis §s perhaps more
detailed than might be necessary if it were to be solely an
internal docunent, but in the event it should be made available to

AID/W or other Missions the background summary may prove to be
helpful.

/

Clearances: '
OPDS : EKadunc ‘
DDIR:JSchlotthauer .

=
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May 27, 1986

JAMAICA AGRICULTURAL DEVELOPMENT FOUNDAT1ON
PROJECT NO. 532-0105 - LESSONS LEARNED

‘In view of the actions taken over the past several months it would
seem to be appropriate at this time to determine what lessons may
have heen learned from the problems that arose in the
implementation of this project. The project, as originally
conceived, was innovative and, as such, could be expected to
develcp unanticipated problems. With the benefit of experience
and hindsight it is now poscible to review the project and to
Pinpoint those areas that could have been dealt with differently.
This should be beneficial for management of the project in the
future and may be of assistance to AlD/W and other USAID when
contemplating the establishment of similar programs.

1. Backqround

In August of 1982, Land O'Lakes (LOL) was pProvided a matching
qrant by USAID/W, "To fund a joint effort directed at overseas
cooperative development on a direct cooperative to cooperative
basis to be funded jointly by LOL, American Cooperative
Development International (ACDI), and AID on & cost sharing
basis.®™ Under the terms of the grant it was gtated that a
particular area for exploration may be the use of PL-480
commodities to develop new investments, introduce new products,
and develop new markets as a basis for new agricultural
production. A concept paper was prepared by LOL in which they
recommended that a Foundation be formed by LOL and Grace Kennedy

(GK) to receive, process, and market PL-480 donated butter and
cheese.

After consultation with Mission personnel LOL and GK prepared a
joint presentation which resulted in further grant financing to
LOL by AID/W in the amount of US$56,824 and by USAID/Jamaica in
local currency equivalent of US$49,808 (0$144,500) to finance
initial technical assistance costs. With the assistance of this
grant the Jamaica Agricultural Development Foundation was
established on January 5, 1984, with the purpose of importing
surplus butter and cheese for commercial sale, and utilizing the
proceeds generated from these sales to provide development
assistance to the agricultural sector through loans, grants, and
equity investments. The commodities were available under the
Bection 416 dairy donation program. Due to difficulties in
cecuring approval for monetization under Section 416, however,
they were (and continue to be) provided through PL480 Title 11.
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In order to meet start-up costs and operating expenses, pending
the arrival and sale of commodity, a "Reimbursable Grant® for
US$500,000 was extended to the Foundation. The period of the
grant was March 1, 1984, to December 31, 1985,

In Auqust of 1984, JADF entered intc a one year contract with
Dairy Industries Jamaica Ltd. (D1JL) for the latter to process the
bulk commodity on a cost-plus basis with JADF to receive all
proceeds of the sale of processed product. This "value-added"
concept was developed to ensure maximum returns to JADF. The
contract expired in Auqust of 1985, and an interim agreement was
in place through December of 1985, Subsequent sales have been
handled on a bulk basis without JADF participation in the
processing operations.

In determining the amount of commodity to be imported under the
program, it was necessary to ensure that normal market forces in
Jamaica were not disrupted by the importation of substantjal
amounts of donated butter and cheese. 1In order to do" 50, the
"Usual Marketing Requirement (UMR)" was established. The UMR for
a given year is the average of commercial importation of a qiven
commodity over the previous five years. As long as the UMR was
met by private commercial importation, the donated commodity would
not be considered to have caused market disruption.

In accordance with the terms of the first Transfer Authorization
(TA), 2000 MT of cheese and 2000 MT of butter were called torward
in July 1984, for arrival in Jamaica by September 30, 1984, the
end of the fiscal year (FY). During FY 1985, an additional 688 MT
of cheese were imported to be blended with older cheese in
inventory. For fiscal year 1986, 710 MT of cheese have been
imported, and it is anticipated that a further 1000 MT will be
shipped prior to September 30. No importation of butter for FY
1284 is anticipated due to esubctantizl inventeries of bulk butter
at DI1JL.

In Augqust of 1985, a further grant of US$1,000,000 was approved
for JADF to provide funds for technical assistance, purchase of
capital equipment, and to meet additional staff expense in
connection with expanded activity of the Foundation. To date,
US$133,000 has been drawn against this qrant,

11. Project 1lmplementation Problems

The presentation at the local level for the funding of JADF in
June of 1983 was a joint effort of Land O'Lakes (LOL) and Grace
Kennedy (GK). Although the presentation included extensive
information relative to the Jamaican economy, PL-480 program,
development impact of the project, etc., it is now clear that it
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did not have sufficient information to determine consumer demand
for the commodities to be imported. The only direct reference to
consumer demand is a statistical table for cheese and butter
imports for 1969 - 1980. These fiqures indicate a peak of 5667 MT
"of butter 4n 1971, declining to 90 MT in 1980. (Similar
statistics were available for cheese imports.) The rapid decline
-was attributed principally to the lack of foreiqgn exchange, but
was also affected somewhat by a drop in domestic purchasing

power. On this basis, the assumption was made that demand in 1984
would absorb 2090 MT of butter compared to 90 MT in 1980 and 3073
tons of cheese compared to 1073 tons for the same year.
Apparently no statistics were available, nor were estimates made
for consumption of cheese and butter in 1981 and 1982. (1t is
interesting to note that when butter disappeared from the markets
it appears that margarine 1eplaced butter in most Jamaican
households and the reappearance of competitively priced butter 4did
not cause a substantial return to butter.) Thus, the first major
problem encountered by JADF regarded lack of any but very cursory
attention to estimates of capacity of the market to absorb these
quantities of product after four years or more of scarcities.

Based on this presentation, a joint effort of LOL and GK, the
project moved forward, and the Mission provided LOL with a grant
of J$144,500 (US$49,808) and a matching grant of US$56,824
provided by AID/W. These grants provided LOL with funds for
technical assistance in establishing the Foundation.

During this period it was determined by the advisory group, made
up of representatives of LOL, GK, and local businessmen, in
consultation with A1D, that the contract to process the donated
commodity be put out to bid and advertised in the local newspaper.

In an effort to maximize contributions to the endowment of JADF,
it was determined thet grezter profits could be generates by
taking advantaqe of the "value added" from processing the raw
commodity. The consensus was that bulk sales to the processor
would not provide the greatest financial benefit to JADF. The
processing contract, therefore, would state that JADF would
provide the processor with the commodity, reimburse the processor

for estimated processing costs plus a profit marqin, and receive
all proceeds of sales to the wholesale distributors.

Bid specifications set forth a number of other requirements as
well, the most important of which was the capacity to process a
specific amount of commodity within a specific time period. The
only company with the capacity to meet these requirements was
DI1JL, an affiliate of GK and operated by GK under a management
contract. The other major shareholder in DI1JL was the New Zealand
Dairy Board (NZDB), traditionally the major supplier of cheese and

\( \
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butter to Jamaica for whom D1JL processed cheese and butter
imported from New Zealand. As DI1JL's was the only bid to be made
on the processing contract, it was accepted. Thus, a second major
prot'lem resulted from attempting to competitively bid the contract
when it should have been clear that there was only one established
company capable of successfully bidding. This company's close
affiliation with GK and NZDB would also cause concern to JADF
board members in the future.

The processing contract between JADF and DIJL was neqotiated by
the interim manager of JADF, a foreign, short-term advisor
supported by the Mission grant, and representatives of GK/DIJL.
1t is unclear as to the extent to which either Mission personnel
or advisory committee members participated in the preparation
and/or approval of the contract, although at least the Mission
project officer reviewed the document. Subsequent cvents,
however, indicate that the terms and conditions of this contract
were direct causes of the major problems that developed over the
life of the contract.

As an integral part of the contract with D1JL, auditors estimated
the cost of processing each ton of commodity plus a profit margin
of 20%. The contract also stipulated that at the termination of
the contract the actual costs of processing the commodity would be
calculated and the necessary adjustments made, depending upon the
extent to which the various components of the costs were under or
over the estimates. No limitations were placed on potential cost
overruns or the 208 profit margin to be applied to these overruns.

Another important clause in the contract required the processor to
maintain an average production schedule which, if not met, would
presumably allow the Foundation to take corrective action.

Based on these assumptions, 2000 MT of cheese and 2000 MT of
butter were called forward during the p€riod from July to
September of 1984 under the terms of the first Transfer
Authorization. 1t is unclear as to why the entire amount was
imported in such a short period in view of incomplete consumer
demand analysis. Apparently Miseion personnel were under the
impression that if the entire amount authorized in the first
Transfer Authorization was not called forward by the end of fiscal
year 1984 it would be lost to the Foundation. .
The importation of excess commodity resulted in substantial unsold
inventories of butter and cheese which created considerable
confusion as to potential commodity deterioration and generated
substantial storage costs and additional processing costs. These
costs, and the possible loss of significant amounts of commodity

would, of coursc, be reflected in reduced inflows to the
Foundation.

\”b
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The original processing contract ‘was allowed to expire and the
resulting end of contract claim from DIJL reflected substantial
cost overruns. Although specified production levels were not
achieved by the processor, which contributed to overruns, DI1JL
pointed out several situations that were beyond their control and
which prevented them from meeting production requirements. They
were of the opinion that the cost of these problems should be
shared by all parties concerned especially since, in their view,
GK/DIJL were instrumental in the establishment of JADF and
considered themselves to be "founding members."

The claim by DIJL was ultimately resolved through negqotiations.
Commodity sales are now arranqed prior to Placing the call forward

and are covered by a bank quaranty. 1n addition, commodity is now
sold on a bulk basis and JADF is no longer involved in the

pProblems of processing costs, production schedules, and storage
expense.

111. Lessons Learned

The above is a brief discussion of the problems that developed in
the orqganization of JADF and the implementation of the AID
project. Many of the difficulties encountered in project
implementation were the result of decisions that had unforseen
repercussions. The decisions themselves cannot be reversed but

the resulting problems were possible to resolve. The following is
a list of "lessons learned".

Several of the comments are not necessarily pertinent to the
Jamaica project but are sufficiently important to include should
other Missions develop a project using surplus commodities, 1t
would be important for those Missions to:

l. Participate directly in the organization
of the development bank or foundation to be
established to operate the program and
ensure that any advisory committee set up
for the purpose of organizing that
institution include representatives of the
agriculture and businenss sectors who have no
direct or indirect connection with the
processing or distribution of the commodity
to be imported. :

2. Ensure that adequate market surveys are
undertaken to determine consumer demand,
‘such surveys to be performed by an
independent market research organization

that does not have a vested interest in the
project.



6 APPENDIX 1

Page 34 of 36

3. Make every effort to avoid involvement
in the processing of the commodity,
especially where such involvement means loss
of control of processing and storaqe costs.
While the contract negotiated by JADF was
far from perfect, the fact that only one
processor existed on the lsland, in fact,
precluded any competitive advantage.
Therefore, the preference should be for
sales to be made in bulk quantities,
ex-ship, with sales arranged prior to
calling forward the commodity and should be
governed by an appropriate bank
guaranty/letter of credit. Sales ex-ship
will avoid excessive storage expense and a
bank gquaranty will ensure timely payment,
which will, in turn, facilitate a smooth
flow of funds to the lending institution.

4. Ensure that personnel assigned to manage
the project understand the
inter-relationships of the various U.S.
government departments and agencies involved
in the allocation and distribution of
surplus commodities. This would include the
implications of UMR, the procedures for
locating and shipping of commodity, etc. It
is essential that communications between the
Mission and Washington are such that the
project will operate smoothly.

5. Participate in the establishment of
lending policies and procedures to ensure
that the developmental function of the
institution achievee the goals for which the
project was desiqgned. Policy guidelines at
JADF are not, as yet completely defined
although discussions continue on the Board
level.

6. Monitor the project more closely than
might be the case for more conventjonal
projects due to the innovative use of
donated surplus commodity. Close
monitoring, at least in the early stages, is
also necessary to ensure procedures for
financial reporting, for the benefit of JADF
Directors and AlID, are meaningful and well
establisned,

/\\\
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7.,

7. Ensure that situations in which all AID
supported institutions entering into a
contractual arrangement with a third party,
that each participant retains their own
independent legal counsel to ensure that
potential areas of conflict are identified and
that appropriate measures for resolving such
conflict are firmly established in all legal
documentation,
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LIST OF REPORT RECOMMENDATIONS

Recommendation No. 1

We recommend that USAID/Jamaica, in consultation with the Jamaica
Agricultural Development Foundation, either (i) obtain a written

commitment for additional funding sources which will ensure sufficient
revenues to achieve original project goals or (ii) issue a Project
Implementation Letter, or its equivalent, to adjust project objectives
and operations in accordance with reduced commodity sale revenues.

Recommendation No. 2

We recommend that USAID/Jamaica, in consultation with the Jamaica
Agricultural Development Foundation:

a. develop an investment/lending policy that (i) accurately reflects the
original program investment goals, objectives and concerns, (ii)
ensures that resources will be used strictly to finance agriculture
activities, and (iii) ensures that resources will be used to benefit
the small farmer and dairy industry; and

b. translate the investment/lending policy into specific but flexible
guidelines that give preferential treatment to small farmers and
dairy industry activities by means of lower interest rates, reduced
collateral requirements or other incentives,

Recommendation No. 3

We recommend that USAID/Jamajca, in consultation with the Jamaica
Agricultural Development Foundation, amend the Foundation's Articles of
Association to preclude Foundation Board members from directly benefiting
from Foundation investments; and to ensure that they will absent
themselves from any consideration of transactions between the Foundation
and themselves or companies they represent; and that in the case of any
such transactions or investments there shall be specific recorded
determinations that the transaction is in the Foundation's interest or
the investment is being made pursuant to Foundation policies with full
knowledge of the potential conflict,
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Recommendation No. 4

We recomnend that USAID/Jamaica:

revoke the November 8, 1984 amendment to the April 26, 1984 grant
agreement, and require that reimbursement be made as originally
prescribed in Attachment 1, Section E (2) of the agreement;

issue written instructions to the Jamaica Agricultural Development
Foundation requesting reimbursement in full of the funds disbursed;

designate a USAID/Jamaica approved project which is to be the
recipient of the reimbursable grant and, if no such entity can be
designated, advise the Foundation that repayment be made directly to
the Mission;

review the Mission's portfolio for other reimbursable grants and
ensure that recoveries be made in accordance with their funding
authorization; and

establish Mission accountability controls to ensure that current and
future reimbursable grants are properly prepared, monitored and
managed.

Recommendation No. 5

We recommend that USAID/Jamaica:

require the Jamaica Agricultural Develomment Foundation Project
Manager to review project expenditures quarterly to ensure that
project revenues and grant funds are being used in accordance with
their funding source authorizations;

request AID's General Counsel for an opinion as to the
appropriateness of funding entertainment expenses and subsidizing the
private use of project vehicles from funds gencrated from the sale of
PL 480 Title II commodities and to take appropriate action based on
the opinion;

reprogram or deobligate grant funds budgeted for the unfilled
marketing specialist position;
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evaluate the continued need for the existing full-time marketing
specialist and, if this position is no longer required, reprogram or
deobligate the remaining budgeted funds; and

review the remaining Operational Program Grant line items to
determine if the budgeted amounts are still justified under current
conditions and, if not, make appropriate adjustments.

Recommendation No. 6

We

recommend that USAID/Jamaica, in consultation with the Jamaica

Agricultural Development Foundation:

C.

analyze each of the butter marketing options, as presented by the
Mission's Commodity Specialist, and take decisive action on those
which can be justified under PL 480 Title II legislation and which
result in a significant reduction in inventory levels;

request, in the interim, that the contracted food processor and other
parties involved with storing the butter accept the equivalent dollar
amount in butter in lieu of dollar payment to cover storage and other
related costs; and

delay calling forward any more butter until existing inventories have
been disposed of or committed, and until an advance sales agreement
has been arranged.
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