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This report presents the results of audit of the Feeder Roads
Maintenance and Improvement Project in Bangladesh. The audit
was a program results audit with the specific objectives to
evaluate (1) program accomplishments againsc the project

Oopjective and goal, (2) the Government of Bangladesh
compliance with the terms and conditions of che Project
Agreement, and (3) the adequacy of USAID/Bangladesh

management of the project.

After five years and $7.8 million in AID expenditures, little
measurable accomplishments were made toward the project
objective to institutionalize an effective program of routine
annual maintenance and development of roads or toward the
project goal of increased agricultural production. The
Government of Bangladesh did not comply with critical
elements of the Project Agreement. USAID/Bangladesh d&id not
effectively manage project implementation to ensure
compliance with the terms and conditions of the Project
Agreement and the proper use of AID funds.

The audit disclosed five problem areeas. First, several
important components which were essential to the success of
the project were not achieved. A second was the Government
of Bangladesh did not make its required contributions to the

project. Two others were questionable payments to the
technical assistance contractor and to the Government of
Bangladesh. The £{ifth problem was delays in the procurement

of equipment.

Despite the limited success of the project, USAID/Bangladesh
and the Government of Bangladesh amended the grant agreement
on August 31, 1986. This amendment extended the project for
four more years with an expected additional AIL obligation of
$12.5 million.
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We are making £five recommendations requiring 22 separate
actions by USAID/Bangladesh. These actions should resolve
problems encountered in the project implementation and
Preclude similar problems occurring during the project
extension. The recommendations include (1) limiting
additional AID funaing until specific actions are taken, (2)
establishing periodic reporting reguirements on critical
elements essential to the effective and efficient
implementation of the project, (3) establishing procedures to
ensure that the Government of Bangladesh complies with the
terms and conditions of the Project Agreement, and (4)
recouping gquestionable payments made to the technical
assistance contractor and tne Government of Bangladesh.

JSAID/Bangladesh's written comments were considered in
finalizing this report. The comments generally concurred
with the intent of the audit recommendations. However, the
comments did not 1indicate that there were any plans to
implement some of the recommended actions. The status of the
22 actions recommended is: 9 remain open because the comments
did not indicate appropriate action to be taken, 1l are
considered resolved and will be closed upon complation of the
planned corrective actions, and 2 are considered closed upon
issuance of this report. The comments are discussed in
appropriate sections of the report, and are included as an
appendix to the report. '

Please advise me within 30 days of the actions taken or
planned to implement the recommendations that were not closed
upon issuance of this report. We appreciate the cooperation
and courtesy extended our staff during the audit.



EXECUTIVE SUMMARY

The purpose of the Feeder Roads Maintenance and Improvement
Project (formerly Zilla Road Maintenance and Improvement
Project) in Bangladesh was to improve farm-to-market roads by
institutionalizing an effective program of routine annual
maintenance and development of roads under the jurisdiction
of three districts in Bangladesh. Major emphasis was to be
placed on developing an annual road maintenance program., The
goal of the project was to increase agricultural production
-- particularly food grains. The project was approved on
August 20, 1931 and had an anticipated completion date of
August 31, 1986. The total estimated cost of the project was
$13.8 million, with AID and the Government of Bangladesh
providing $9.2 million and $4.6 million, respectively. AID
had expenditures of $7.8 million as of September 30, 1986.

On Augqust 21, 1986, USAID/Bangladesh and the Government of
Bangladesh signed an amendment to the grant agreement which
eXtended the project completion date to June 30, 1990. The
amendment also reassigned responsibilities within the
Government of Bangladesh for project implementation. AID
planned to obligate an additional $12.5 million and the
Government of Bangladesh was expected to «contribute an
additional $3.1 million.

The Office of the Regional Inspector General for
Audit/Singapore mnade a program results audit of the project
activities from inception of the project on August 20, 1981
to September 30, 1986. The audit objectives were to evaluate
(1) program accomplishments against the project objective and
goal, (2) the Government of EBangladesh compliance with the
terms and conditions of the Project Agreement, and (3) tnhe
adequacy of USAID/Bangladesh management of the project.

After five years and $7.8 million in AID expenditures, little
measurable accomplisnments were made toward the project
objective to institutionalize an effective proaram of routine
annual maintenance and development of roads or toward the
froject goal of increased agricultural production, The
Government of Bangladesh dié not comply withn critical
elements of the Project Agreement. USAID/Banglacesh did not
effectively inanage project implementation to ensure
compliance with the terms and conditions of the Project
Agreement and the proper usc¢ of AID funds.

The audit disclosed five problem areas. First, several
important components which were essential to the success of
the project were not achieved. A second was the Government
of Bangladesn did not maxe its reguireé contributions to the
project. Two others were guestionable pavments to the



technical assistance contractor and to the Governiment of
Bangladesh. The fifth problem was delays in the procurement
of equipment,

The Project Agreement and project design 1included several
important components which were essential to the success of
the project. The components included the (1) reorganizing
and fully staffing the Government of Bangladesh institutional
Structure responsible for a roadé maintenance and improvement
program, (2) developing a comprehensive road inventorv, (3)
performing economic feasibility and impact studies, and (4)
performing annual project evaluations. None of these
components were achieved under the project., The required
criteria for prioritizing road maintenance and improvement
activities were also not developed. A basic cause for these
deficiencies was that USAID/Bangladesh did not have
estahlished policies and effective procedures to ensure that
the Government of Bangladesh complied with the project
covenants and that other critical components of the project
were performed. The failure to accomplish these components
resulted in AID spending $7.8 million with little measurable
accomplishments of the project objective or goal. The
project objective was to instituticnalize an effective
program of routine annual maintenance and development of
roads. The project goal was to 1increase agricultural
production. This report recommends several specific actions
prior to significant funding for the project extension.
USAID/Banglacdesh, 1in commenting on the draft report,
generally concurred with each of the recommended actions;
however, its comments in some cases were not responsive to
actions recommended. '

The Project Agreement regquired the Government of Bangladesh
to contribute a stipulated amount of loca’ currency, The
Agreement also required, 1in accordance wi“h the Foreign
Assistance Act, that the contribution had to be at least 25
percent of total project costs. The Government did not
provide the required amount of local currency -- only 6
bercent of total project costs was provided. The shortfall
in the Government's contribution was about $1.1 million. The
shortfall resulted in little road maintenance work performed
and precluded any chance of establishing an effective rdad
maintenance program which was the primary focus of the
project. USAID/Bangladesh did not know ‘the amount »of
Government of Bangladesh contributions because it 4id not
have procedures to ensure that the Govearnment provicec the
required contributinns. This report recommends establishing
procedures to ersure. that the Government provides its
requirad contrivbutions and *to resolve the problem of the
shortfall, JSAID/3angladesh <claimed that &the Government's
shortfall was less than that identified but agreec to
establish the recommendec¢ procedures for future use anrd to
resolve the problem of the shortfall.
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AID Handbook 11 stipulated that only costs incurred that were
allowable (reasonable and allocable) for the regquired work
under host country contracts were reimbursable to the
contractor. The claims made by the technical assistance
contractor for the project were «clearly questionable for at
least a seven-month period when there was little productive
work required under the project. USAID,Bangladesh payments
to the contractor for <costs claimed during this period
amounted to $466,500. These payments were made without a
USAID/Bangladesh evaluation of the allowability of the labor
hours and other technical aspects of <costs billed by the
contractor. This report recommends an evaluation on
allowability of «costs claimed and recoup questionable
payments made to the contractor. USAID/Bangladesh commented
in its response to the draft report that it had already
determined the «costs were allowable as part of the voucher
approval process and did not agree to perform the recommendec
evaluation.

The construction contracts awarded by the Government of
Bangladesh under the project included provisions for
assessing penalties against the contractors for work not
completed on time. The Project Agreement stipulated that the
Government of Bangladesh would pe reimbursed o3
USAID/Bangladesh for payment to the contractors. The penalty
provisions were not routinely enforced by the Government of
Bangladesh. USAID/Bangladesh payments would probably have
been reduced by more than $100,000 had the penalties been
enforced. The Government of Bangladesh was also submitting
reimbursement claims to USAID/Bangladesh for payment tc
contruction contractors. These claims included amounts which
were retained by the Government £fo: a specific period of
time., This practice resulted in USAID/Bangladesh making
improper cash advances to the Gcvernment, and in unnecessary
interest costs to the U.S. Government during the past three
years of about $32,000. The outstanding advances as of
September 1986 amounted to about $110,000. USAID/Bangladesn
did not have procedures to ensure that the Government of
Bangladesh enforced the penalty provision. concerning che
improper cash adv-nces, USAID/Bangladesh relied on the
certification by the techknical assistance contractor and dic
not know that the advances were made or the status of the
advances. This report recommends actions for improvec
internal controls over reimbursement <c¢laims submitted for
construction activities and to recoup guestionable payments
made to the Government of 3angladesn. USAID/Bangladesn
agreed to implement the actions recommended.
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AUDIT OF
FEEDER ROADS MAINTENANCE AND
IMPROVEMENT PROJECT IN BANGLADESH
PROJECT NO. 338-0056

PART I - INTRODUCTION

A. Background

The purpose of the Feeder Roads Maintenance and Improvement
Project (formerly Zilla Road Maintenance and Improvement
Project) in Bangladesh was to improve farm-to-market roads by
institutionalizing an effective program of routine annual
maintenance and development of roads under the jurisdiction
of three districts in Bangladesh: Faridpur, Rangpur and
Sylhet. Major emphasis was placed on cdeveloping a management
capability within each district which would resul:t in
implementing an annual road maintenance program. Thre goal of
the project was to increase agricultural production --
particularly foodgrains. :

The Government of Bangladesh was responsible for overseeing
all aspects of project implementation. The primary
responsibility for 1implementing the road maintenance and
construction was to reside with each district. A technical
assistance contractor was to develop and train district
technical personnel in improved rural roads maintenance and
construction practices. USAID/Bangladesh was to monitor
project implementation to ensure compliance with the terms
and conditions of the Project Agreement anc¢ the effective and
proper use of AID funds.

The project was approved on August 20, 1981 and was to be
completed by December 1, 1984 which was extended to August
31, 1986. The total estimated cost of the project was $13.8
million, witnh AID and the Government of Bangladesh providing
$9.2 million and $4.6 milli»n, respectively. AID had
expenditures of $7.6 million as of September 30, 1986.

On August 31, 1986, USAID/Bangladesh and the Government of
Bangladesh 'signed an amendment to the grant agreement
extending the project completion date to June 30U, 1990. The
amendment also reassigned responsibilities within the
Government of 3angladesh for project implementation. AID
planned to obligate an additional $12.5 million and the
Government of Bangladesh was to contribute an additional $3.1
million,



3. Auditc Ocjectives and Scope

The Office of the Regional Inspector General for
Audit/Singapore made a program results audit of the project
activities from inception of the project on August 20, 1981
to September 30, 1986. The audit was done during the period
June 29, 1986 through September 30, 1986. The audit covered
AID expenditures of $7.8 million.

The objectives of the review were' to evaluate (1) progran
accomplishments against the project objective and goal, (2)
the Government of Bangladesh compliance with the terms and
conditions of the Project Agreement, and (3) the adequacy of
USAID/Bangladesh management of the project.

Audit work included a review of project files and records and
interviews with responsible officials of USAID/Bangladesh,
the Government of Bangladesh and the technical assistance
contractor. In addition, selected roads improved under the
project wer2 inspected. The audit was made in accordance
with generally accepted government auditing standards.



AUDIT OF
FEEDER ROADS MAINTENANCE AND
IMPROVEMENT PROJECT IN BANGLADESH
PROJECT NO. 338-0056

PART II - RESULTS OF AUDIT

After five years and $7.8 million in AID expenditures, 1little
measurable accomplishments were made toward the project
objective to institutionalize an effective program of routine
annual maintenance and development of roads, or toward the
project goal of increased agricultural production. The
Government of Bangladesh did not comply with «critical
elements of the Project Agreement, USAID/Bangladesh did not
effoctively manage project implementation to ensure
compliance with the terms and conditions of the Project
Agreement and the proper use of AID funds.

The audit disclosed five specific problem areas. First,
several important components which were essential to the
success of the project were not achieved. A second was the
Government of Bangladesh did not make its requirec
contributions to the project. Two others were questionable
payments to the technical assistance contractor and to the
Government of Bangladesh. The fifth problem was delays in
the procurement of equipment.

We are recommending that USAID/Bangladesh resolve problems
encountered in the project implementation, and preclude
similar problems occuring in the future. The recommendations
include (1) limiting additional AID funding until specific
actions are taken, (2) establishing periodic reporting
reguirements on critical elements essential to the effective
and efficient implementation of the project, (3) establishing
procedures to ensure that the Government of Bangladesh
complies with the terms and conditions of the Project
Adreement, and (4) recouping questionable payments made to
che technical assistance contractor and the Government of
Bangladesh.



A. Findings And Recommendations

l., Little Was Accomplished Under the Project

The Project Agreement and project design 1included several
important comporients which were essential to the success of
the project. The components included (1) reorganizing anc
fully staffing the Government of Bangladesh institutional
Structure responsible for a road maintenance and improvement
program, (2) developing a comprehensive road inventorv, (3)
performing economic feasibility and impact studies, and (4)
performing annual project evaluations. None of these
components were achieved under the project. The required
criteria for prioritizing road maintenance and improvement
activities were also not developed. A basic cause for these
deficiencies was that USAID/Bangladesh did not nave
established policies and effective procedures to ensure that
the Government of Bangladesh «complied with the project
covenants and that other critical components of the project
were performed. The failure to accomplish these components
resulted in AID spending $7.8 million with 1little measurable
accomplishments of the project objective or goal. The
project objective was to institutionalize an effective
program of routine annual maintenance and development of
roads. The project goal was to increase agricultural
production.

RECOMMENDATION NO. 1

We recommend that USAID/Bangladesh limit funding to necessary
technical assistance until:

a. the Government of Bangladesh establishes and fully sta‘fs
the organizations assigned responsibility for project
implementation;

b. the Government of Bangladesh agrees to provide quarterly
reports on the status of staff in the organizations
responsible for project implementation;

C. <criteria are developed for the selection and scheduling
of road improvement and maintenance activities;

d. a road inventory which <classifies the condition of the
roads covered by the project and type of work reguired is
developed and wused in the selection and scheduling of
road maintenance and improvement activities;

e. an economic feasipility study is initiated for potential
road maintenance and improvenment activities to be
included under the project;



f. an economic impact study is initiated for roads alreagy
improved under the project;

g. procedures are developed to ensure that USAID/Bangladest
approves road maintenance and improvement activities
based on established criteria for the selection anc
scheduling of those activities;

h. procedures are developed for semi-annual review anc
reporting on the status of meeting the project covenants;
and

i. a specific policy 1is established that the requireaq
project evaluations be made and reported to the Director
of USAID/Bangladesh.,

Discussion

This section of the report discusses four important
components of the project that were essential to the success
of the project. The failure to achieve these components
resulted 1in the lack of measurable accomvlishments under the
project.

Institutional Structure - The Project Agreement required the
Government of Bangladesh to establish at the district level
organizations which were to be responsible for road
maintenance and development 1in the three districts. The
technical assistance contractor was to assist in the
development of these organizations. Establishing the
maintenance organizations was specifically provided for as a
project covenant. Another covenant required the Government
of Bangladesh to increase the staffing of the maintenance and
development organizations when required for the proper
implementation of the project.

In October 1983, the technical assistance contractor
developed a proposed organizational structure with increased
staffing levels for the maintenance and improvement
organizations. This proposal was never approveéd by the
Government of Bangladesh because the Government decided to
decentralize all development activities to a level of
government helow the district. This decentralization
eliminated the three district organizations which were the
pr~ject's institutionalization target.

The technical assistance contractor concluded in its draft
project completion report that large parts of its
organizational and management studies were rendere
completely invalid due to the reorganization and redelega-ion
of responsinilities instituted by the Government of
2angladesnh. The contractor alsd> stated in 1its monthly



progress report for May 1986 that the £full picture of the
scope and responsibilities ot the new organizationa.
Structure implemented by the Government had still not Dpeer
clarified.

USAID/Bangladesh did not examine the impact of the
Government's institutional <change on project implementatior
or assess the continued wvalidity of the project objective
until the design for the project extension was 1initiated ir
November 1985, USAID/Bangladesh merely allow:d the project
to continue at the expense of time and costs.

In August 1986, the Project Agreement was anendérd to extenc
the project for anotner four years with basically the same
objective, i.e., to institutionalize an effective system of
annual routine maintenance and 1improvements of roads. The
institution gquestion was the primary issue of the
negotiations for the project extension,

Initially, USAID/Bangladesh maintained that the project
should be 1implemented at the district leve. of the 14 new
districts. The new districts were created out of the three
old districts covered by the original project.
USAID/Bangladesn believed the local governmenrts bpelow the
district level were not capable of implementing the project,
On the other hand, tne Government of 3angladesh wanted the
responsibility for project implementation at the level below
the district. This resulted in a compromise agreement that
in 11 of the 14 new districts, the district organizations to
be established woulc implement botn road maintenance ancd

construction activities. In the remaining 3 districts, these
district organizations would implement only the roia
construction program. Responsinilities for road maintenance

activities would be assigned to 19 local government entities
below the cdistrict level.

The persistence on the part of the Government of 3angladesh
on tnis issue «casts doubt upon their commitment to
institutionalize an effective road maintenance and
improvement program at the district level. A top Government
of Bangladesh official responsible <£for roac mainternance and
construction activities made it «clear that the Government
would transfer the functions of farm-to-market roac
maintenance and improvement from the d.stricts to the lower
ievel local governments by the enc of the project, He also
said there would e no need for the technical expertise at
the districts after the project (s enaedg, This position  was
contrary to the objective cf the project --
institutionalization of a program of ro¢d maintenance and
improvement at the district level,



We Dbelieve that the significance of problems experienced in
project implementation and the questionable commitment by the
Government of Bangladesh to institutionalize an effective
road maintenance and improvement program warrants increased
management attention to ensure there 1is timely progress to
establish and staff the organizations assigned responsibility
for project implementation during the project extension.

Road TInventory - The original project design and the
technical assistance contract provided that the technical
assistance contractor would develop a road inventory which
classified the road networks by priority and the type of
maintenance or improvement required. A reliable inventory
was considered essential for developing an effective annual
road maintenance and improvement program. The project design
and the AID regional bureau wanted the initial inventory to
be completed by October 1983 and updated annually.

The data for the 1inventory, which was based on fiela
inspections made in 1983 and 1984, was not compiled until
November 1984. The final road inventory was not completed
until June 1985.

The inventory was not used in the selection and scheduling of
road maintenance and improvement activities under the
project. At least 17 of the 21 road networks improved under
the project were selected before the inventory work was
started and no maintenance activities were scheduled andg
started under the project after the inventory was completed.
In addition to being late, the inventory did not provide the
required classification for maintenance or improvement work
required on each road segment. Further, the inventory was
not complete -- 3 of the 21 roads improved under the project
were not included in the inventory.

USAID/Bangladesh officials thought that a current anc
comprehensive road inventory classifying the road networks by
priority and type of maintenance or improvement reguired had
been developed. This assumption was pasec¢ on their
discussions with the technical assistance contractor and
Government of Bangladesh officials.

The importance of a comprehensive road inventory for the
development of an effective road maintenance and improvement
program was emphasized in numerous reports and other
documents we reviewed., For example:

- The technical assistance contractor's progress report for
December 1984 stated that a comprehensive road invencory
updated periodically is the basic foundation for
selecting road maintenance and imdrovement activities
based¢ on technical considerations.



- The design approved by USAID/Bangladesh in May 1986 for
the project extension stated that a road inventory was
necessary for the development of a road maintenance
program.

- A report issued in June 1986 by a contractor for &
project administered by the Asian Development Bank statec
that details of various features of individual road
sections including their conditions constitute the
essential basis for the development of a detailed road
maintenance progranm.

In our opinion, a reliable road inventory should be developed
prior to AID funding of road maintenance and improvement
activities. Without the inventory, USAID/Bangladesh cannot
ensure that the roads developed and maintained under the
project will result in the most cost effective and beneficial
use of AID funds.

Economic¢ Study - The Project Agreement required that economic
impact assessments be performed to monitor the specific
economic benefits achieved wunder the project. The project
design wanted these assessments performed throughout project
implementation. These assessments were also to provide data
for evaluating the e.onomic feasibility of the project. The
rroject design stated that the assessments were considered
crucial to the review and refinement of selection criteria
for roads to be maintained or improved. The assessments were
also considered essential for quantitative assessment of
benefits achieved under the project.

There were serious delays in performing the assessments. The
contract to perform a baseline study was not awarded until
July 1985. This was four years after the initially planned
start date for the study. A draft report on the study was
submitted to the Government of Banglacdesh in July 1986. The
delay was due mainly to disagreement between the Government
of 3Bangladesh and USAID/Bangladesh in the selection of the
contractor to do the work. The delay precluded the study
from being used in the selection of roads to be maintained or
improved under the project. Therefore, there was no basis to
determine that the roads selected would produce the most
economic benefits to the Government and people of Bangladesnh.

Also, the scope of the study was substantially reduced to
include only the collection of ©baseline data on road links
already selected for improvement under the project. As a
result of the reduced scope, the study did not assess the
economic benefits achieved under the project.



The design for the project extension did not consider an
economic study important for the selection of roac
improvement and maintenance activities under the project,
The design only provided for baseline data to be collected on
selected road 1links already designated for improvement under
the project. The design also provided that in two or three
years, comparative data would be collected and analyzed.
This analysis would provide USAID/Bangladesh valuable
information about the social and economic impact of roac
improvement and maintenance activities in Bangladesh.

Two or three more years is too long to wait to determine |if
this project 1is economically feasible. An economic study
should be made not only for assessing economic impact of the
project but also should be used in the selection of road
maintenance and improvement activities to be funded by the
project. This would give USAID/Bangladesh some assurance
that activities selected would result in the effective use of
AID funds and the most economic benefits to the Government
and people of Bangladesnh.

Project Evaluations - The Project Agreement included a
covenant that USAID/Bangladesh 1in conjunction with the
Government nf Bangladesh would perform evaluations during the
project implementation. These evaluations were to (1)
evaluate progress toward attainment of the project
objectives, (2) identify problem areas or constraints which
may inhibit such attainment, (3) assess how the information
developed may be used to help overcome such problems, and (4)
evaluate the overall development impact of the project.

The AID regional bureau directed that annual evaluations be
performed. The bureau determined that the difficulty in
pringing about the institutional change at the three
districts and the related financial and development problems
justified establishing an annual evaluation program under the
project. Specific benchmarks were established to form the
basis of the evaluations. In November 1982, USAID/Bangladesh
also sent a letter to the Government of Bangladesh setting
forth the requirement for the annual evaluations.

Concerning the 28 specific benchmarks which the AID regional
bureau directed USAID/Bangladesh to evaluate against, little
or no progress had been achieved in mesting at least 13 of
the Dbenchmarks. This 1included 6 of 10 benchmarks which were
to be achieved by the end of the first vear. Exhibit 1 1lists
the benchmarks that were not met.

Hone of the required project evaluations were performed.
USAID/Bangladesn officials stated that they had attempted an
in-house evaluation of this project in April 1985, but due to
the shortage of the staff personnel and other priorities, the
work was terminated after verv little =2ffort.



The evaluations would have highlighted the significance of
the failure to accomplish essential components of the project
and the need for corrective action,

The amendment to extend the project required that the
Government of Bangladesh, 1in <cooperation with the technical
assistance contractor, develop and implement a system of data
collection and analysis. The results of this effort were to
be reported to USAID/Bangladesh on a quarterly basis. The
project design also provided that USAID/Bangladesh, in
coordination with the Government of Bangladesh and the
technical assistance contractor, develop mutually agreed
indicators for evaluating the information and measuring the
project activities, The design called for a "rapid
appraisal"” during the first three months of the extension
period to evaluate project status and accomplishments. It
also called for a series of <case studies during the second
year of the extension period regarding the progress in
institutionalizing an effective maintenance and improvement
program, An end of project impact evaluation was also to be
conducted.

In our opinion, based on the failure to perform the required
annual evaluations during the initial four years of project
implementation, USAID/Bangladesh should devote an increased
management attention to the adeguate and timely
implementation of the evaluations provided for in the design
for the project extension.

Lack of Measurable Accomplishments - The design approved by
USAID/Bangladesh in May 1986 for the project extension
recognized that 1little was accomplished in achieving the
objective of the project. The design stipulated that the
four year extension period would 1include working with the
Government of Bangladesh in generating information (manpower,
equipment, material and financial requirements) for the
appropriate structure for the organizations responsible for
maintaining and improving the roads under the project. This
was precisely the same objective and primary scope of the
original project.

Concerning the specific area of road maintenance, there was
little accomplished. For example, USAID/Bangladesh and
Government of Bangladesh records showed that only about
$180,000 was spent on approved road maintenance activities
compared to $1.5 million intended wundsr the project design,
In July 1985 - a month after the Government of Bangladesh
considered the project ended - the technical assistance
contractor reported that there had been little effort devoted
to the creation of an effective road maintenance program.



There was also 1little measurable accomplishments to develop
an effective road improvement program. The project did
enhance the road networks in the districts by developing
about 70 miles of roads and constructing numerous bridges and
culverts, However, the roads improved under the project were
selected without the support of any analysis to show that
they would result in economic benefits to the Government and
people of Bangladesh. The economic benefits produced by the
improved road networks could not be determined because data
essential to make an evaluation was never developed under the
project as required by the Project Agreement. There was also
little basis to ensure that the most cost effective and
prudent road improvement activities were included under the
project. As of.September 30, 1986, AID ard the Government of
Bangladesh expenditures for road improvement activities under
the project were about $2.7 million and $1.0 million,
respectively.

The economic benefits of at least some of the roads improved
under the project were questionable., An example was the 19
miles of improved road segments the audit staff physically
inspected. The audit staff was accompanied during the
inspection by officials from the Government of Bangladesh,
USAID/Bangladesh and the technical assistance contractor.
These roads segments were separated by a 2.4 mile segment of
badly deteriorated surface. The deteriorated segment of road
was practically unusable to vahicles, our four-wheel jeep
could not safely proceed at a speed in excess of five miles
per hour,. This may have contributed to the fact that there
was not much vehicle usage 1in the entire length of road
excluding the vehicles used by the auditors and project
officials., puring our two-hour inspection trip, we saw only
two oil trucks and several ox carts and bicycles. AID spent

approximately $1.1 million -- or about 39 percent of total
AID expenditures for road improvement activities under the
project -- to improve these 19 mile segments of roads. (See

Exhibit 2 for photographs of the improved and deteriorated
surfaces,)

Another example of questionable economic benefits was a 2.7
mile segment of road which was improved to a bituminous
pavement. The work was started in July 1983 and completed in
August 1984, The contractor who performed a socio-economic
study about a year after the work was completed on this road
reported that this paved segment of road is motorable all the
year round, but is primarily utilized by non-power vehicles,
The contractor also reported that the remaining 7 miles of
this road network was earth and was not serviceable at
anytime of the year due to the presence of numerous road gaps
not yet bridged. AID spent approximately $135,000 to improve
this 2.7 miles of road.
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Some road segments improved possibly should have beer
maintained instead of improved -- especially since the major
emphasis of the project was the implementation of an annual
road maintenance program. For example, the road inventor;
prepared by the technical assistance contractor indicatec
that some road segments improved under the project were in ¢
condition that would have warranted maintenance work =-- not
improvement. There was also no evidence that the relative
costs to maintain or improve a road segment was considered.
This should have been an important factor because
USAID/Bangladesh estimated that the average cost to maintain
and improve a one-mile segment of road was $1,250 anc
$52,000, respectively.

A basic problem in the selection process of roads to be
improved and maintained was the lack of established criteria
to prioritize the roads in terms of effective use of AID
funds and the most benefits to the Government and people of
Bangladesh. The technical assistance contractor reported
that to obtain the greatest benefits from available funds,
criteria must pe developed for selecting and programming road
maintenance and improvement activities. The criteria should
consider such things as budget limits, identified urgency of
needs, route «continuity, cost-benefit analysis to maintain or
improve the road, and the wultimate social and economic
benefits of road |uce. The lack of criteria problem was
compounded because the decision on which roads were included
under the project was unilaterally made by the Government of
Bangladesh,

Tne technical assistance contractor officials said they
worked for the Government of Bangladesh and were not in a
position to gquestion the Government's selection of road
segments to be included under the project. USAID/Bangladesh
saic they did not evaluate the selection in terms of whether
the roads selected for improvement were the most cost
effective and beneficial roads to develop under the project
or whether maintenance should have been performed instead of
improvement.

The accomplishments toward the project goal of increased
agricultural production could not be measured because
economic data essential to make an evaluation was never
developed under the project as reguired under the Project
Agreement.

Conclusion

After five years and $7.8 million in AID expenditures, little
measurable accomplishments were ade against the project
objective and goal. There was also 1li:ttle bhasis to ensure
tnat the roads improved and maintainec resulted in the most

[



effective and beneficial use of AID funds. A basic problen
was that USAID/Bangladesh did not have adequate policies anc
procedures to ensure that the Government of Bangladesr
complieéd with th: project covenants and that other essential
components required under the project were performed. Unless
USAID/Bangladesh 1improves 1its management of this project, AIL
funds will continue to be spent with 1little assurance that
the project objective and goal will be accomplished.

Management Comments

USAID/Bangladesh thoroughly acknowledged implementation
problems discussed in the report. However, it took 1issue
with the statement that after five years and $7.8 million in
AID expenditures, little measurable accomplishments were made
toward the project objective to institutionalize an effective
program of routine annual maintenance and development of
roads. JSAID/Bangladesh <c¢laimed that the statement was
unsubstantiated.

USAID/Bangladesh also stated that the audit was conducted in
the rroject officer's absence, USAID/Bangladesh commentecd
that hac the audit peen conducted while the project officer
was present, many of the inaccuracies and misunderstandings
contained in the report could have heen avoided.

Office of Inspector General Comments

USAID/Bangladesh comments did not prcvide any evidence or
direct reference that there were measurable accomplishments
toward the project cbjective to institutionalize an effective
program ©of routine annual maintenance and development of
roads. The report supports that there were little measurable
accomplisnments toward the objective or toward the project
goal »2f increased agricultural production.

We do not understand the USAID/Bangladesh comment that the
audit was conducted in the project officer's absence. This
comment 1s not «correct. The audit wWwork was initiated when
the project officer wasc on leave, pbut, for that very reason,
the audit staff went back to Bangladesh at a later date to
complete the audit when the project officer was present. in
addition, the initial draft report which included each of the
findings in this report was provided to the project officer
for the purpose of confirming the facts presented in the
report. The audit staff also fully discussed eacn finding
with the project officer. The one case of a misunderstanding
citec by USAID/Bangladesh in 1its comments was correctad in
finalizing this report.



lanagement Commeants

USAID/Bangladesh agreeaq to limit funding to necessary
technical assistance until (1) the Government of Bangladest
establishes and fully staffs the organizations assignec
responsibility for project implementation, (2) the Project
Agreement 1is revised to require that the technical assistance
contractor report in 1its regular progress reports on the
Status of staff 1in the responsible organizations and (3) a
mission order is issued requiring reviews and reporting on
the status of planned evaluations and the Government of
Bangladesh adherence to the project covenants.

Office of Inspector General Comments

USAID/Bangladesh actions 1initiated or planned are responsive
to parts (a), (b), (h) and (i) of the recommendation. These
parts are considered resolved and will be closed upon
completion of the corrective actions.

Management Comments

USAID/Bangladesh concurred with the recommended action to
develop criteria for the selection and scheduling of +toad
improvement and maintenance activities. USAID/Bangladesh
further commented, however, that two systems of criteria had
been established in 1978 and 1982, respectively.

Dffice of Inspector General Comments

USAID/Bangladesnh comments were not responsive to the
recommenaqed action. Therefore, part (c) of the
recommendation remains open. Although USAID/Bangladesh
concurred with this part of the recommendation to develop
criteria for the selection and scheduling of roaé¢ activities,
it did not indicate what corrective action was planned,
USAID/Bangladesh instead 1implied that the required criteria
already existed. These criteria were not identified to the
audit staff during the audit. USAID/Bangladesh apparently
did not consider the criteria important pecause its comments
noted that the road segments improved were only recently
assessea to determine if they conformed to the «criteria of
one of the two systems. USAID/Banglacdesh did not comment on
whether or not the criteria under one or both of the systems
were adequate for the selection and scheduling of road
improvement and mairtenance activities, Furthermore, the
existing <criteria referred to in the commenats did not include
several <Zfactors Identified in the report that should »ne
considered to obtain the greatest Dbenefits from available
funds.




Management Comments

USAID/Bangladesh concurred with the recommended action tc
develop a comprehensive road inventory and use the inventory
in the selection and scheduling of road maintenance and
improvement activities. USAID/Bangladesh further commented
that the first revision of the road inventory was completed
in the spring of 1986. The comments stated that the
technical assistance contractor will provide a detailed
analysis of the scores given in the inventory and describe
how this relates to the development of a composite feeder
road maintenance plan.

Office of Inspector General Comments

USAID/Bangladesh comments were not responsive to the
recommended a=tion. Therefore, part (d) of the
recommendation remains open. USAID/Bangladesh d4id not
indicate that the work to be done by the technical assistance
contractor was to include road improvement activities. 1In
addition, USAID/Bangladesh commented that the first revision
of the inventory was completed 1in the spring of 1986. The
only inventory identified to the audit staff and discussed
with responsible project officials was the initial inventory
completed in June 1985. This initial inventory was also
referred to in a <cable sent on October 8, 1986 from
USAID/Bangladesh to the audit staff on roads that were
improved or planned for improvement which had not been
inventoried. The cable noted that several roads planned tc
be improved haé not bDeen inventoried but would be during the
first few montnhs of the project extension which began August
31, 1986,

Management Comments

USAID/Bangladesh generally concurred with the recommendation
that an economic feasibility study oe initiated for potential
roads to be included under the projects. USAID/Bangladesh
agreed to perform the studies on new road segments to be
improved prior to any AID investment; but, it did not b2lieve
that studies were required for road segments on which
improvements had already begun and would he continued under
the project extension. USAID/Bangladesh made reference to a
phase II of a rural roads study. This study reportecly
concluded that an economic evaluation on five roads 1indicated
that the oprocedures employed in "defining the road network"
provea effective as all five roads were considered 1in terms
of eaconomic impact to be excellent candidates £for an
improvemen: investment,



Office of Inspector General Comments

USAID/Bangladesh comments were not fully responsive to the
recommended action, Therefore, part (e) of the
recommendation remains open. We Dbelieve that an economic
analysis should be undertaken not only on new roads to be
included 1in the project, but also on roads previously
improved where sizable investments are planned. The cost of
previous improvements on some roads was minimal in relation
to the work planned. For example, work done on one road in
1983 <cost less than $6,000. The estimated cost of the
planned work is about $400,000. Concerning the reference to
a phase II of a rural roads study, this study was not
identified to the audit staff during the audit.

Management Comments

USAID/Bangladesh stated that it concurred with the
recommended action to initiate an economic impact study for
roads already improved under the project. However,

USAID/Bangladesh took issue with the timing of the study.
The 1initial economic baseline study was performed September
1985 to May 1986. USAID/Bangladesh stated that it was
standard practice to wait at least two years before
comparative data is collected to judge the economic impact of
road construction and maintenance activities. ©On this basis,
USAID/Bangladesh plans to collect comparative data 1in early
1988 ancé then again 1in 1990. The USAID/Bangladesh comments
emphasized that the analysis of the data «collected would be
directed toward the impact of road maintenance activities.,
No mention was made of plans to assess the impact of road
improvement activities.

Office of Inspector General Comments

USAID/Bangladesh comments were not responsive to the
recommended action. Therefore, part (f) of the
recommendation remains open. The recommended action was for
economic impact studies on roads already "improved" under the
project. Many of these activities were <completed several
years ago. As stated in this report, these impact studies
were considered in the project design to be crucial to the
review and refinement of selection criteria for roads to be
maintained or improved. We do not pelieve that
USAID/Bangladesh should proceed to spené an additional $12.5
million in AID funds under this project before it determines
the economic impact of roads already improved under the
project.,



Management Comments

USAID/Bangladesh concurred with the recommended action tc
develop procedures to ensure that it approves roac
maintenance and improvement activities based on criteria tc
be developed for the selection and schedvling of those
activities, USAID/Bangladesh further explained that the
review process in place provided for final approval by
USAID/Bangladesh of individual road activities.

Of fice of Inspector General Comments

USAID/Bangladesh comments did not indicate that corrective
action was planned and, therefore, were not responsive to ‘the

recommended action, As a result, part (g) of the
recommendation remains open. We do not auestion the
existence of the review process which provides

USAID/Bangladesh the right to approve or refuse AID funding
of activities proposed by the Government of Bangladesh, 1A
primary point of our concern, however, is that the exXisting
review process 1is not effective to ensure that the approval
of road activities 1is based on appropriate criteria for
selecting and scheduling road activities under the project,
Accordingly, there 1is no reasonable assurance that the roads
selected are the most cost effective and economically sound.
We believe that all road improvement and maintenance
activities approved by USAID should be based on the specific
criteria to be developed.



2. The Government of Bangladesh Did Not Make Its Requirec
Contributions

The Project Agreement required the Government of 3angladesrt
to contribute a stipulated amount of 1local currency. The
Agreement also required, 1in accordance with the Foreigr
Assistance Act, that the contribution had to be at least 25
percent of total project <costs. The Government didé not
provide the required amount of local currency =-- only 16
percent of total project costs was provided. The shortfall
in the Government's contribution was about $1.1 million. The
shortfall resulted 1in 1little road maintenance work per formec
and precluded any chance of establishing an effective road
maintenance program which was the primary focus of the
project. USAID/Bangladesh did not know the amount of
Government of Bangladesh <contributions because it did not
have procedures to ensure that the Government provided the
required contributions.

Recommendation No. 2

We recommend that USAID/Bangladesh:

a. take actions to ensure the Government of Bangladesh
provides the amount of the shortfall in its <contributions
to the project;

b. establish procedures to ensure that the Government of
Bangladesh provides its reguired contributions; and

c. require that the Government of 3angladesh proviae
quarterly reports on the status of the Government's
contributions.

Discussion

The Project Agreement required the Government of Bangladesh
to contribute a stipulated amount in local currency. The
Agreement also reguired, in accordance with Section 110 of
the Foreign Assistance Act, that in no case should the
Sovernmant of 3angladesh contributions bhe less than 25
percent of total project costs.

The Government of Bangladesh did not provide the required
amount of local currency. The Government proviced only anhout
$1.5 million of the total project costs of $9.3 million -- or
about 16 percent of the total project costs., The shortfall
in meeting the minimum 25 percent reguired by the »Project
Agreement and Foreign Assistance Act amounted to about $¢1.1
million.



The shortfall was attributed to a devaluation of the local
currency and the failure by the Government of Bangladesh to
provide the amount of 1local «currency stipulated in the
Project Agreement. The exchange rate during project
implementation went from 15 Taka at inception of thne project
to 30 Taka for §1. To accommodate for the devaluation and
maintain the reguired percentage of total project costs,
either AID's level of funding should have been reduced or the
Government of Bangladesh contribution of 1local currency
increased. Neither of these action was taken.

The Project Agreement required the Government to contribute
69 million Taka in local currency. Based on the level of AID
expenditures, the Government should have contributed about
58.9 million Taka as of September 30, 19856. However, the
Government only contributed about 33.4 million Taka. The
shortfall of 25.5 million Taka was at the time of cur audit
equivalent to about $850,000. (See Exhibit 3 for a breakdown
of the shortfall by cost categories.)

The 1local «currency shortfall was primarily in the funding of
road maintenance work under the project. Based on the levei
of AID funding to the project, the Government of Bangladesh
should have contributed about 19.7 mwillion Taka to the
maintenance fund as of September 30, 1986. However, the
Government contributed only about 1.6 million Taka -~ or
about 8 percent of the required contribution. Using the
exchange rate as of September 30, 1986, the shortfall of 18.1
million Taka was eguivalent to about $600,000.

In terms of dollar eguivalent of the Government's actual
contribution for maintenance work and what was intended under
the project design, the Government contributed only $54,000
of the $1.5 million originally intended. The difference
between these amounts ($1.46 million) and the  $600,000
shortfall noted above was attributed to the devaluation of
the local currency. However, tnhnis larger amount was not
considered for report purposes as a shortfall bhecause,
although the project design intended to have the 3Jovernment
contribute 33 percent of total project costs, the Project
Agreement required that the contribution not be 1less than 25
percent. Therefore, the overall shortfall N E the
Government's contribution was calculated on the 25 percent
requirment.

Tne shortfall of Government of 3angladesh contributions %o
the maintenance fund resulted in 1lit:tle maintenance work
per formed. The monthly progress reports preparad Dby the
technical assistance contractor a0 approvec maintenance
activities repeatedly discussed the problems of cancellations
and aelays 1in maintenance worx due to the shortage o2&
Sovernment of 3angladesh contributions., Tor =2xample, the



progress report for March 1985 identified that maintenance
work was cancelled or being delayed in at least 9 of the 17
roads included in the maintenance program at that time.

The absence of a routine maintenance program resulted and
Wwill continue to result in substantial waste of AID and
Government of Bangladesa funds because of the excessive
deterioration of roads. The technical assistance contractor
reported that .f proper road maintenance is not practiced,
road distress will be accelerated which, in turn, will 1lead
to premature need for rehabilitation of the road.

In September 1984 USAID/Bangladesh allowed RID funds
allocated for the road improvement component of the project
to be used for routine road maintenance to encourage progress
toward obtaining 1its originai. objective to implement an
annual maintenance program, This would not hnave been
necessary had the Government of Bangladesh provicded its
required contributions to the road maintenance program.
Furthermore, the Project Agreement stated that the financing
of road maintenance work under the project would be the "sole
responsibility" of the Government of Bangladesh. As of
September 30, 1986, AID expenditures for maintenance work
amounted to $126,945.

The Government of Bangladesh provided USAID/Bangladesh
documentation in September 1986 that showed the Government
dida fund additional road maintenance and improvement
activities under separate programs in each district, These
programs, which were reguired by the Project Agreement and
confirned by Project Implementation Letter Number 6, were to
fund only "approved" maintenance activities under the
project. However, activities funded under these programs
were neither approved nor monitored by USAID/Bangladesh or
the technical assistance contractor to ensure that road
maintenance work and not road improvement work was actually
performed. In fact, Government of Bangladesh records showed
that essentially all £funds spent under these programs were
for road improvement activities which wacs in direct <conflict
witn the Project Agreement and the basic objective of the
project.

Tne deficiency in the Government of Bangladesh contributions
was due to the general lack of monitoring by all responsiole
parties, The Government of 2angladesa did not monitonr the
level of its contribution as required by the ?2roject
Agreement, The technical assistance contractor dia not
menitor and report on the government of Banaqlacesnh
contributions as required by *the contract, JSAld/Banglacesn
did not closely monitor the course of project imzlementition
inclucding the quantity of project inputs as intended opy *the
project desicn.



Government of 3angladesh and USAID/Bangladesh officials
stated that they simply failed to monitor the level of
Government of 3angladesh contributions in terms of what was
specifically required under the Project Agreement. Technical
assistance contractor officials said they did not realize it
was their responsibility to monitor and report o0a the level
of contributions.

The shortage of the Government of Bangladesh overall
contributions -- especially for the road maintenance program
-- indicated serious guestions concerning its commitment to
develop an effective road maintenance program, and whether it
had the ability to finance continuation of project activities
when AID participation 1is completed. In fact, it appeared
the Government of Bangladesh had little commitment or ability
to finance the project activities 1if AID participation was
phased out. The USAID/Bangladesh project officer noted in a
memorandum of a meeting with the Government of Bangladesh
officials in February 1986 that the Government of Bangladesn
considered the project ended as of June 30, 1985, The
memorandum also noted that the Government of Bangladesh did
not provide funding for the project in its Fiscal year 1985
budget (July 1, 1985 through June 30, 1986), and that this
lack of funding resulted in unfinished road improvement
activities.

The design for the oroject extension recognized the
constraints on the Government of Bangladesh ability to
contribute funds to the project. Therefore, USAID/Bangladesh
reduced the reguired level of the Government's contribution
to 20 percent, In an attempt to ensure that the Government
does provide its required contributions, the amendment for
the extension provided that AID funds would not be disbursed
for each year's road maintenance and improvement activities
until the Government of Bangladesh providad evidence that it
nhas budgeted and will disburse the amounts reguired for these
activities, Neither the design nor the amendment stipulated
what type of evidence is required to show that the Government
nas budgeted and more importantly will disburse the funds.

We concluded that the problems associated with the shortage
of Government of Bangladesh contributions to the project
warrants immediate action by USAID/Bangladesh to ensure that
the reguired contributions are made 1in accordance witn the
Project Agreement and the Foreign Assistance Act.,

Management Comments

USAID/Banglaaesn agreed to the substance of the three parts
of the recommenaation. However, it suggested that parts (a)
and (b) be modified. USAID/Bangladesn also <claimed tnhat the
amount of Government of Bangladesn contributions was more



than the amount in the audit report, Most of the increased
amount was for road maintenance activities.

USAID/Bangladesh identified that the Government's
contribution "to date" was Taka 58 million which was still
short of the Taka 69 million stipulated in the original
Project Agreement. This shortfall 1in 1local «currency was
equivalent to about $370,000. USAID/Bangladesh stated that a
schedule of annual contributions to be made by the Government
will be developed. The schedule will incorporate the amount
of the shortfall with the 1level of contributions already
stipulated in the Agreement for the remaining four vyears of
the project. USAID/Bangladesh believes that as long as the
Government of Bangladesh contributions equal the total amount
of local currency stipulated in the Agreement, the Government
will be in compliance with the Agreement.

Office of Inspection General Comments

The modifications to parts (a) and (b) suggested by
USAID/Bangladesh were incorporated in this report,
USAID/Bangladesh actions planned are responsive on parts (h)
and (c¢) of the recommendation. These parts are considered

resolved and will be closed upon completion of the planned
actions.

Part (a) will remain open until several actions are
completed. One action 1is for USAID/Bangladesh to provide
evidence to support the 1increased amounts of contributions
and that the additional contributions were spent for approved
activities -- especially maintenance activities. As stated
in this report, documents provided by the Government of
Bangladesh to USAID/Bangladesh in September 1986 showed that
essentially all the additional funds reported 1in these
documents were for road improvement activities.
USAID/Bangladesh should also develop a revised schedule of
Government of Bangladesh contributions because the schedule
currently included as part of the Project Agreement does not
pbrovide for the amount of the shortfall. This revised
schedule should be made part of the Project Agreement. 1In
addition to ensuring that the Government <contributes the
stipulated amount of local currency, USAID/Bangladesh should
also ensure that the Government provides at least 25 percent
of the total project costs (excluding the contributions and
costs stipulated in the amendment for the project ex:tension)
as required by the Project Agreement and the Foreign
Assistance Act.



3. Questionable Payments Were Made to the Technical
Assistance Contractor

AID Handbook 11 stipulated that only costs incurred that were
allowable (reasonable and allocable) for the required work
under host country contracts were reimbursable to the
contractor. The claims made by the technical assistance
contractor for the project were clearly questionable for at
least a seven-month period when there was little work under
the project, USAID/Bangladesh payments to the contractor for
costs claimed during this period amounted to $466,500. These
payments were made without a USAID/Bangladesh assessment of
the allowability of the 1labor hours and other techn:cal
aspects of costs billed by the contractor.

Recommendation No. 3

We recommend that USAID/Bangladesh:

a. perform a technical evaluation on the allowability of the
labor hours and other technical aspects of costs billead
by the technical assistance contractor; and

b. take action to recoup questionable costs claimed by the
technical assistance contractor.

Discussions

The contract between the Government of Bangladesh and the
technical assistance contractor was amended .twice to extena
the contract from November 30, 1985 to August 31, 1986. The
USAID/Bangladesh authorized the first of these amendments for
the contractor to procure and arrange for delivery of project
eguipment and to monitor road improvement activities. The
second amendment required the contractor to monitor
"scheduled works being carried out" by the Government of
Bangladesh and to provide continuity for the proposed
follow-up phase of the project. AID Handbook 11 Stipulated
that only costs incurred that were allowable (reasonable and
allocable) to perform the work under host country contracts
for authorized project purposes were reimbursable to the
contractor. United States statute 31 U.S.C. section 82C
prohibits payments for unallowable costs claimed by
contractors.

This review did not include a financial audit to determine
the allowaoility of- all costs claimed by the contractor, but
there were obvious guestions concerning at leas- the $466,500
of costs claimed by the contractor and paid DY
USAID/Bangladesh for the seven-month nerioc ended
June 30, 1986,
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During most of this seven-month period in question, the only
work authorized by USAID/Bangladesh was for the contractor to
assist the Government of Bangladesh procure and arrange for
delivery of 31 equipment items to the districts and to
monitor five small road improvement activities. The work
required to assist in the procurement and delivery of the
equipment did not appear to be a large effort. The 31 items
were to Dbe procured under sixX contracts. As of November 30,
1985, two of the contracts had already been awarded, and the
procurement documents had been prepared for two other

contracts. Very little was accomplished during the
seven-month period on the award of the remaining two
contracts. Concerning the delivery of equipment to the

districts, only six of the 31 items had been received during
the seven-month period and those had not been delivered to
the districts as of August 30, 1986. Ten of the remaining 25
equipment items were in transit from the United States, and
the contracts for the remaining 15 had not been awarded.

The work required to monitor the five active road improvement
activities also did not appear to be a large effort. The
actual cost of each activity was between $19,500 and
$36,200. Furthermore, all five activities should have been
completed by July 1985. See Exhibits 4 and 5 for a listing
and status of the equipment items and improvement activities
during the seven-month period.

Notwithstanding the minimal work required under the contract,
the contractor claimed monthly salary costs for between 60
and 64 persons durinyg the first six months of the seven-month
period. The number of persons reportedly working under the
contract appeared to be excessive considering the 1little work
that was required.

The contractor also reported 1in his monthly progress report
for January 1986 that much of the staff time during this
period was for work outside the scope of the contract. For
example, the report stated that since November 1985, a good
deal of staff effort was expended in the preparation of an
amendment to the expired contract between the contractor ang
the Government of Bangladesh. Thus, the contractor hag
reported that much of the staff time for at least two months
was spent on work beneficial to the contractor's interests
and not within the scope o0f work required under the
contract. The contractor claimed costs for this two-month
period of $151,000,

USAID/Bangladesh officials had little direct knowledge on hnow
many people were accually working under che technical
assistance contract or what they wer doing during the
seven-month period ended June 30, 1986. This was because the
responsible USAID/3angladesh officials haé not visited the



contractor's district offices or project sites during that
period. The project officer's administrative approval of the
Contractor's vouchers for work under the contract was based
on discussions with the Government of Bangladesh officials.

The contractor had submitted the required monthly progress
reports to USAID/Bangladesh through May 1986. However, as of
September 30, 1986, no progress reports were submitted for
the months of June through August 1986. When we asked the
responsible USAID/Bangladesn official why no reports were
submitted for this three month period, he stated that there
wWas no progress to report.

The U.S. Defense Contract Audit Agency performed a series of
audits during 1985 on the financial systems and procedures of
the technical assistance contractor and its major
subcontractors, The Agency reported that U.S. Government
technical evaluations had not been performed to determine the
propriety and the necessity of the labor hours and other
technical aspects of costs claimed by the contractor or the
subcontractors. The Agency concluded that such an evaluation
may result in disapproved costs.

We believe based on the issues discussed in this section that
there is a need for a technical evaluation on the
allowability of labor hours and other technical aspects of
all costs oilled .under this project by the technical
assistance contractor and its subcontractors. This
evaluation should be made to ensure that all costs claimed by
the contractor and its subcontractors were rezsonable,
allocable, and allowable to perform the work authorized by
USAID/Bangladesh and required under the contract. At a
minimum, there should be an analysis for at 1least the
seven-month period in question in addition to any claims made
for July and August 1986 of labor hours and other costs
required for the contractor to monitor the road improvement
activities and to assist in the procurement and delivery of
equipment.

Management Comments

USAID/Bangladesh did not concur with the recommendation. It
maintained that the vouchers submitted by the technical
assistance contractor were reviewed by USAID/Bangladesh and
determined that the costs incurred were allowable in
accordance with the terms and conditions of :the contract.
Therefore, it did not believe it was in the best interest of
the U.S. Government to perform a technical evaluation Dbpeyond
the review performea in approving the vouchers,
JSAID/Bangladesh stated that the Defense Contract Audit
Agency reatained the authority to audit costs under the
contract. USAID/Banglacesh also stiat=2d that substantive work



was performed by the technical assistance contractor cduring
the seven-month period. No analysis or description was given
on what wWork was specifically done,

Of fice of Inspector General Comments

USAID/Bangladesh did not provide any additional evidence that
would resolve the finding or recommendation. This
recommendation remains open. Concerning USAID/Bangladesh's
position that the wvouchers were reviewed and the costs
incurred were determined to be allowable, this report states
that USAID/Bangladesh officials had 1little direct knowledge
on how many people were actually working under the contract
or what they were doing during the seven-month period ended
June 30, 1986. This was because the responsible
USAID/Bangladesh officials had not wvisited the contractor's
district offices or project sites dur ing that period.
USAID/Bangladesh stated that the Defense Contract Audit
Agency retained the authority to audit costs under the
contract. Our report identifies that the Agency performed a
series of audits during 1985 on the financial systems and
procedures of the technical assistance contractor and its
major subcontractors. The Agency reported that U.S.
Government technical evaluations nad not been performed to
determine the propriety and the necessity of the labor hours
and other technical aspects of costs claimed by the
contractor or the supbcontractors. The Agency concluded that
such an evaluation may result in disapproved coOsts. We
oelieve it 1s 1n the pest interests of the U.S. Government to
perform a teachnical! evaluation as recommended. we also
believe that the payments for unallowable costs should be
recouped from either the contractor or the Government of
Bangladesh.

[ 8]
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4. Questionable Payments Were Made to the Government of
Bangladesh

The construction contracts awarded by the Government of
Bangladesh under the project included provisions for
assessing penalties against the contractors for wWwork not
completed on time. The Project Agreement stipulated that the
Government of Bangladesh would be reimbursed Dy
USAID/Bangladesh for payments to the contractors. The
penalty provisions were not routinely enfcrced by the
Government of Bangladesh. USAID/Bangladesh payments could
have been reduced by more than $100,000 had the penalties

been enforced. The Government of Banc¢ladesh was also
submitting reimbursement claims to USAID/Bangladesh for
payment to construction contractors. These claims included

amounts which were retained by the Government for a specific
period of time. This practice resulted in USAID/Bangladesh
making improper <cash advances to the Government, and in
unnecessary interest costs to the U.S. Government during the
past three years of about $32,000. The outstanding advances
as of September 1986 amounted to about $110,000.
USAID/Bangladesh did not have procedures to ensure that the
Government of Bangladesh enforced the peralty provision,
Concerning the improper cash advances, USAID/Bangladesh
relied on the «certification by the technical assistance
contractor and did not know that the advances were made or
the status of the advances.

Recommendation No. 4

We recommend that USaID/Bangladesh:

a. require the Government of Bangladesh to enforce the
penalty clause 1in the completed construction contracts
when there were unjustified delays in completing the work;

b. recoup from the Government of Bangladesh the amount of
penalties assessed;

c. estaplish procedures to ensure the Government of
Bangladesh routinely enforce the penalty clause in
construction contracts;

d. instruct the Government of Bangladesh and the technical
assistance contractor that claims are only to be mnade for
actual payments made by the Government and authorized by
USAID/Bangladesh;

e. review the Governm=znt of 3anglacdesh records to ensure a
proper accounting nf the advance payments to the
sovernment for construction activities; and



f. recoup outstanding advances retained by the Government of
Bangladesh.

Discussion

In accordarce with AID Handbook 11, Chapter 2, the
construction contracts awarded under this project included
provisions for assessing penalties against contractors for
work not completed on time. The penalty could not exceed ten
percent of the estimated contract cost. These penalties
would be considered as reasonable compensation without
reference to whether or not any damage or loss was
sustained. If the contractor was unavoidably hindered in its
execution, the contract required the contractor to submit a
written request to the Government of Bangladesh explaining
why an extension was Jjustified. The construction contracts
also provided that ten percent of the billed amount would be
retained by the Government of Bangladesh for a specified
period of time after the work was completed. The Project
Agreement stipulated that the Government would be reimbursed
by USAID/Bangladesh for authorized payments made to the
contractors,

Questionable payments were made to the Government of
Bangladesh because the Government did not routinely assess
the penalties when warranted. Data received from the
technical assistance contractor on scheduled and actual
completion dates disclosed that work under 132 contracts was
not completed on time. The average length of delay for these
contracts was about six months -- ranging from 7 days to
about two years. Data received from the Government of
Bangladesh showed that only 13 of the contractors had
penalties assessed due to the delays.

A review of the the contractors' requests for extensions and
data reported by the technical assistance contractor
indicated that at least 54 of the contractors should have had
the full penalty assessed for not completing the work on
time. Assessment of these penalties would have reduced AID
payments under the project by about $108,000.

These figures on the number of contractors which probably
should have had penalties assessed and the amount of
penalties are conservative estimates based on available
data., They include primarily contracts where the technical
assistance contractor reported that the delays were
specifically attributed to poor planning and performance by
the construction contractors. Many other contractors
possibly should also have been assessed penalties.



The technical assistance contractor representatives and the
responsible USAID/Bangladesh officials told us that one of
the problems that attributed to some work being delayed past
the scheduled completion dates was the unrealistic time
limits placed in the contracts. However, the technical
assistance contract required that the contractor approve all
tenders for construction work including the time allowed to
complete the work.

The technical assistance contractor repor ted to
USAID/Bangladesh as a general observation that among the
primary contributors for the slow execution of the
construction work were the non-availability of gqualified
contractors and the "practice of political patronage at the
district 1level on benhalf of the 'border line' contractors".
This practice could be one reason why penalties were not
routinely assessed.

Another area of questionable payments to the Government of
Bangladesh concerned the Government's practice to reguest
reimbursement from UsaAID/Bangladesh for the cost of
construction work. The amount paid the contractors was
actually ten percent less than that certified by the
Government of Bangladesh and the technical assistance
contractor as being paid and submitted to USAID/Bangladesh
for reimburcement. Government of Bangladesh and technical
assistance contractor officials said the total amount was
submitted for administrative convenience. The Government of
Bangladesh officials said the money retained was eventually
paic upon the reguest of the <construction contractor if the
work remained in good condition for the time specified in the
contract.

At the request of the audit staff, USAID/Bangladesh requested
an accounting from the Government of Bangladesh on the status
of the money retained under each contract; i.e., how much was
paid the contractor, amount disallowed to the contractor, and
current amount retained. The Government reported that as of
September 1986, the total amount of AID payments retained
during the course of the project and still being retained was
about $310,000 and $110,000, respectively. The average
retention period was about 13 months. The Government also
reported that at least $42,000 of the money still retained
haa not been paid to the contractors because funds were not
available. Some of this money had ©been retained for over
three years. In addition to the lack of USAID/Banglacdesnh
accountability over these improper advances to the Government
of Bangladesh, we westimate that the advances resulted in
unnecessary interest costs to the U.S. Goverament during the
past three years of about $32,000.
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USAID/Bangladesh did not monitor the enforcement of the
penalty clause when construction work was not completed on
time. USAID/Bangladesh officials said they &id not Dbelieve
this was a significant area under this project. Concerning
the money retained under construction contracts,
USAID/Bangladesh officials said they did not know the status
of the money that was retained by the Government of
Bangladesh until the data was provided in September 1986. In
fact, USAID/Bangladesh officials thought the amounts
identified in the reguests for reimbursement submitted by the
Government were the actual amcunt paid to the construction
contractors, These officials said they relied on the
certifications by the technical assistance contractor that
the payments were made,

In conclusion, the exact amount of questionable payments
could not be readily icdentified, but it is substantial. The
payments were made primarily because USAID/Bangladesh did not
have procedures to ensure that the Government of Bangladesh
enforced the penalty clause in construction contracts for
unwarranted delays in completion of the work, andé
USAID/Bangladesh officials were not aware that the Government
of Bangladesh was submitting faulty claims for
reimbursement. These problems would have been mitigated hacd
the technical assistance contractor adequately reviewed the
claims made by the Government of Bangladesh.

Management Comments

USAID/Bangladesh concurred in the finding anc
recommendation, It agreed to take actions to ensure (1) the
penalty orovisions in construction contracts are enforced,
(2) an appropriate amount of each penalty assessad is
refunded to AID and (3) the claims for reimbursements will be
made only for actual payments. USAID/Bangladesh took action
to ensure a proper accounting for the advance payments to the
Government of Bangladesh for construction contracts and to
recoup outstanding advances.

Office of Inspector General Comments

Based on the apbove actions, parts (a) through (d) of the
recommendation are considered resolved and will be closed
upon complation of the corrective actions. Parts (e) and (f)
of the recommendation are considered closed upon issuance of
this report,



5. Equipment Procurements Were Delayed

The Project Agreement authorized equipment valued at
$674,000. Additional equipment valued at $500,000 was to be
procured under the project extension. Most of the eguipment
initially authorized was not delivered to the project sites
and some items were not even procured until four years after
the scheduled delivery date. The procurement problem
resulted in serious delays and inferior work of various road
maintenance and improvement activities. A major cause of the
delays was the absence of effective action and monitoring by
USAID/Bangladesh to ensure timely procurement actions.
Delays could also occur for the project extension because the
design for the extension did not include a detailed
procurement plan or specific time schedule for the
procurement.,

Recommendation No. 5

We recommend that USAID/Baagladesh:

a. prepare a detailed procurement plan which 1includes a
specific time schedule for completing the award of all
contracts for the equipment to be acquired, and

b. notify the Government of Bangladesh of the policy not to
approve AID financing of any contracts awarded after the
final scheduled date specified under the procurement plan.

Discussion

The Project Agreement 1included the procurement of various
eguipment items valued at $674,000. Additional eguipment
valued at $500,000 was to be procured under the project
extension. The initially authorized equipment was to be
procured and delivered at the r-oject site by October 7,
1983. However, equipment valued at over $464,000 was not yet
delivered and some of the items were not even procured as of
September 1986. See Exhibit 4 for the listing and status of
equipment not delivered to the project sita.

Delays in the procurement caused s2rious problems in the
implementation of various road maintenance and improvement
activities, The technical assistance contractor often
repor ted instances of work delays and substandard work
quality resulting from the lack of required eguipment.

The delays in the equipment procurement were due to the
unfamiliarity of AID procurement regulations on the part of
the Government of Bangladesh anc techniczl assistance
contractor personnel., The lack of sufficient management
attention by USAID/Bangladesh was also attributable to the
delays.



The project design for the extension did not include a
detailed procurement plan for the equipment or specific time
schedule for implementing the procurement, except to mention
that there was a possibility that the equipment could be in
country around May 1987. 1In order to prevent recurrence of
problems similar to those experiencsad in project
implementation, we believe that USAID/Bangladesh shoula
develop a detailed procurement plan and establish a firm time
schedule for «completing the award of all contracts for
equipment.

Management Comments

USAID/Bangladesh agreed to work with the Government of
Bangladesh and the technical assistance contractor to prepare
a detailed procurement plan for the purchase of equipment to
be acquired. USAID/Bangladesh believed, however, that a
certain degree of flexibility be maintained to permit
adjustment to the schedule when modifications are justified,

Office of Inspector General Comments

Part (a) of the recommendation is considered resolved and
will be <closed upon completion of the procurement plan. Part
(b) of the recommendation remains open. We agree that
justified adjustments to the plan should be allowed.
However, based on the exorbitant delays experiencead in
purchasing equipment for the project, we believe the
Government of Bangladesh should be formally notified that any
adjustments to the plan must be justified.
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B. Compliance ané Internal Controls

Compliance - The major compliance exceptions noted were as
follows:

- The Government of Bangladesh did not comply with the
project covenants in the Project Agreement (Finding 1 and
the following section).

- The project evaluations were not under taken by
USAID/Bangladesh in <conjunction with the Government of
Bangladesh as required by the Project Agreement and
mandated by the = respective AID regional bureau
(Finding 1).

- The Government of Bangladesh did not provide the level of
contributions required by the rroject Agreement and
Section 110 of the Foreign Assistance Act (Finding 2).

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

Internal controls -~ USAID/Bangladesh had reasonably good
procedures for reviewing reimbursement claims for
construction work. In the year ended July 30, 1986,

USAID/Bangladesh disallowed some of the costs claimed under
10 of the 18 requests for reimbursement when full payment had
been endorsed by the technical assistance contractor. The
primary reason for the disallowances was because the clainms
under the construction contracts exceeded the amount
authorized by USAID/Bangladesh. The total amount claimed and
disallowed were about $830,000 and $225,000 respectively.

The audit did, however, reveal two major internal control
exceptions:

- USAID/Bangladesh voucher approval process did not prevent

guestionable payments to the technical assistance
contractor anc the Government of Bangladesh (Findings 3
and 4).

- USAID/Bangladesh management controls did not ensure that
the Government of Bangladesh complied with the terms andg
conditions of the Project Agreement and that other
critical components of the project were per formed
(Findings 1, 2 and 5 and the following section).

ther than the weaknesses cited, internal controls were found
to be generally acdequate in all material respects,



C. Other Pertinent Matters

The audit noted that the Government of 3angladesh did not
comply with five of the seven project covenants incluading the
three covenants discussed in Finding 1. The other two
covenants not complied with were (1) improvement of the
financial condition of each of the three districts covered by
the project and (2) assurance that at least 25 percent of the
oudget of each of the districts was used for road maintenance
activities. No record was available to 1indicate whether or
not the Government of Bangladesh complied with a sixth
covenant which required the Government to continue its
regular allocation of funds for road improvement activities
in the three districts. USAID/Banglacdcsh did not have
established policies and procedures to ensure that the
Government of Bangladesh complied with the project covenants
in all 1its projects. Appropriate policies and procedures
would preclude similar non-compliance proplems in other
projects.

The contractor was also routinely requesting reimbursement
from USAID/Bangladesh for subcontractor costs bpefore actual
payments were made. For example, on May 17, 1986, the
contractor reguested reimbursement for the subcontractor's

Mar ch 1986 expenses. The contractor did not pay the
subcontractor for these reported costs until August 21,
1986. This practice was contrary to the reimbursement

procedures stipulated in the technical assistance contracr
and provided the contractor cash advances whicn resulted irn
unnecessary interest costs to the U.,S. Jovernment. The
contractor should be instructed to request reimbursement only
for actual payments made,
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EXHIBIT 1
Page 1 of 2

List of Project Benchmarks Not Met

of Year One

1,

The Government of Bangladesh will have authorized the
establishment of a trial maintenance unit in each of the
three project districts.

Each maintenance wunit will have its principal positions
fully described and staff will be in place.

The road networks in each district will have been
classified by priority and type of maintenance required.

Trial relationships between villages and the district
engineers for simple maintenance activities will have
been established.

The principal issues related to the project district
revenue will have been identified and preliminary
recommendation to improve revenue <collective efficiency
will have been made.

A review of the budget process of the project districts

will have been completed and preliminary recommendations
made.

of Year Two

End

The organizational structure of each maintenance unit is
sufficiently well established so that future activity can
concentrate on improvements in efficiency and techniques,

An appropriate relationship with local villagers for road
maintenance has been agreed to and is operating.

Routine maintenance is being carried out on at least 25
percent of each district's road networks,

of Year Three

10.

The organization of each maintenance unit including the
involvement of villagers will have been finalized and the
Government of Bangladesh will have issued the related
authorizing directives.



11,

12.

13.

EXHIBIT 1
Page 2 of 2

Routine maintenance will have been carried out on 50
percent of the road networks in each project district.

The final version of the maintenance manual will have
been completed and distributed to all districts in the
country.,

The Government of Bangladesh will have implemented or
will be moving to implement the principal recommendations
made by the finance study relative to improving the
fiscal efficiency of the Project districts.
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Data

Date Work Stated: May 30,
1983

Date Work Completed: Nov 3,
1985

Miles Improved: 19 miles
Total Cost: $1.2 million

AID Cost: ¢1.1 million



Shortfall in Government of Bangladesh Contributioans in Local Currency

As of September 30, 1986

Contribution in Thousands of Taka Shortfall in
US Dollar
Amount Amount Amount Net Equivalent (3)
Budgeted Reguired (1) Provided (2) Shortfall ($000)
Technical Assistance - - - - -
Equipment - - - - -
Training 395 337 337 - -
Road Maintenarnce 23,096 19,701 1,565 18,136 604
Road Development 35,629 30,392 25,792 4,600 153
Finance Analysis - - - - -
Economic Study - - - - -
Staff Salary 9,930 8,470 5,689 2,781 93
TOTAL 69,050 58,900 133,383 25,517 ss0

l) Represents the amount of budget as adjusted to the proportionate 1level of U.S. Dollar
expenditures (85.3%) as of September 30, 1986,

) Actual amounts were not available. Pigures shown were estimated based on the best available
information.

}) Exchange Rate of Tk 30 to US$1.00 used.
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Listing and Status of Equipment Items Not Delivered to the Project As Of November 30, 198s

No.to be
Type of Item Procured

Flat-bed Trucks

Road Rollers

Concrete Vibrators

Plate Compactors

Shop Equipment

Tool Sets

3

Status of Procurement
As of November 30, 1985

Contract decision approved by
Government of Bangladesh and
USAID/Bangladesh.

Contract documents were approved

by UsAID/Bangladesh and sent
to Government of Bangladesh for

approval. (The contract was signed

Status of Procurement
As of August 30, 1986

In process of shipment from
the United States,

In process of shipment from
the United sStates,

by the Government on January 20, 1986).

Consultant had requested tne
Government of Bangladesh to

request USAID/Bangladesh for
a "Source and Origin® waiver,

In process of shipment from
the United States,

*Source and Origin® waiver which
was granted by USAID/Bangladesh
wWas no longer valid because a
Supplier was available from the
United States. Procurement
being delayed until USAID/
Bangladesh decides whether or
not funds were available.

Being stored in contractor's
warehouse until it is decided
where they should be sent.
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Note:

Project
Serial

Number

SYLHET

District

26
32
45

RANGPUR

District

7

FARIDPUR

District

27

This exhibit

Listing and Status of Improvement Pro

jects Active During the

Actual

Seven-Month

Period Ended June 30, 1986

Contract

Cost

$31,100
$36,200
$35,100

$19,500

$32,100

does

not

include

Scheduled Percentage
Completion Complete
Date as of 11/30/85

6/5/85 15%

5/21/85 50%

6/20/85 75%

6/5/84 70%

7/31/85 . 60%

amount of work performed during the

seven-month period.

Actual
Completion
Date

4/20/86
3/30/86
4/15/86

6/-/86

3/31/86

five other uncompleted projects which had no or small
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UNITED STATES GOVERNMENT

November 26, 198 memorandum

Dr. John Westley /Ypirector, USAlID/Bangladesh

Credit of the Fedder Roads Maintenance & Improvement
Project in Bangladesh (Project Number 388-0056)

Mr. Richard B. pDerricl, RIG/A/Singapore

Enclosed please find the Mission's comments on the subject draft
audit report prepared by your staff.

While the report contains certain constructive recommendations which
will assist the Mission in project implementation during the project
extension phase, many of the findings draw conclusions from incom-
plete or inaccurate analysis,

AID acknowledges that nearly all projects with significant institu-
tional development components experience sustained implementation
difficulties. The Feeder Roads Maintenance and Improvement Project
is no exception, Strengthening the lnstltutional'capability of the
BDG to manage an effective program of routine annual maintenance and
development -of roads, requires a long term commitment of time and
regources as well as flexibility in project design. uUnsubstantiated
statements such as ‘*after five years and $7.8 million in AID expen-
ditures, little measureable accorplishments were made toward the
project objective tc {institutionalize an effective program of
routine annual maintenance and development of roads ,,.", will
certainly attract headlines but will do ‘ittle towards supporting
the USAID in its efforts to achieve the overall project objective,

As stated {in our cable phaka 8454, this Mission views audits as a
valuable management tool. To be completely effective, however,
there must be a mutual trust developed between the audit and mission
staffs and the audit methodology should be fully discussed prior to
initiating the audit. In the case of the subject draft audit, we
requested the audit not be conducted prior to the pProject Officer's
(P.0.) return to post from leave., This was not the case, the audit
was conducted 1in the P.0.'s absence., Had the audit been conducted
while the P.0. was present many of the {inaccuracies and misundec-
standings contained in the report could have been avoided.
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For example, page 38 cites a statement which was included in the
February 1986 consultant report. This statement was misinterpreted
by the audit team and paraphrased in the audit report to support the
auditors statement that the contractors were spending significant
staff time on work beneficial to the contractor's interest and not
within the scope of work required under the contract, This 1is not
the case as we have indicated in our response,

I hope our response to the audit will allow prompt resolution to
each of the recommendation and assure you the Mission staff will be
working over the next few months to close all recommerndations under
terms mutually acceptable to our two offices,

I look forward to meeting with you in the near future to discuss our
concerns in greater detail,

-1
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USAID/BANGLADESH RESPONSE TO AUDIT REPORT ON FEEDER ROADS
MAINTENANCE AND IMPROVEMENT PROJECT

The Feeder Roads Maintenance and Improvement project (FRMIP)
represents one of USAID/Bangladesh's primary institution-
building activities in support of rural infrastructure
development--a critical component of the USAID strategy to
stimulate rural employment and agricultural productivity. A
long-term effect on sustained economic activity and productive
employment opportunities requires that rural infrastructure be
maintained and a reliable rural transportation system developed.

In the FRMIP, we have begqun to institutionalize a routine road
maintenance program in Bangladesh. We recognize that in this
country, as elsewhere in the developing world, governments
initially perceive little tangible benefit from, and thus
provide little financial support to simple, routine
infrastructure maintenance activities, The value of asset
maintenance is critical to sustained economic growth, although
it is admittedly difficult to inculcate. AID's Policy Paper on
Institutional Development, as well as AID evaluation experience
acknowledges that quote nearly all projects with significant
incstitutional development components experience sustained
implementation difficulties. unquote. The Paper similarly
argues for the need for considerable experimentation in
institution-building projects,

A commitment to building an institutional capability especially
in rural asset maintenance, requires both a long-term
commitment of time and resources, as well as flexibility in
design. "Institutional development takes time-time to build
capacity, time to develop effective working relationships with
local populations, time to adapt a priori models of
institutional development to on-the-ground circumstances.

Thus, AID must be in a position to make longer term commitments
to institutions (both public and private), and must be prepared
to support a wide range of institutional development
requirements, "

The USAID thoroughly acknowledges implementation problems
discussed in the audit. Nearly all had been discussed at
numerous meetings of the Project Paper (PP) Supplement where
issues were raised, discussed and consensus reached. Common
implementation problems were discussed with other donors making
investments in feeder roads and USAID took the lead in
formulating recommendations to the BDG. The USAID had two
options: (1) end the project at the Project Assis:ance
Completion Date (PACD); or (2) extend the time and add the
resources required to ensure continued progress toward the
achievement of the original objectives, After considerable
discussion, the USAID decided to approve the supplement. On
August 31, 1986 a four-year extension to the project was signed
to provide additional time and resources to further the project
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objective-~to institutionalize a program of annual routine
maintenance and to increase the pace of feeder road development
in Bangladesh., Although we recognize the difficulties inherent
in this kind of activity, the critical importance of
maintenance, and the catalytic effect that successful road
maintenance may have on other rural infrastructure convinced us
that the investment is worthwhile,

The importance of the lead role performed by USAID cannot be
overemphasized., The donor community looks to USAID to provide
the primary qguidance because of our extensive involvement and
experience with this category of infrastructure and the
relative level of success we have been able to achieve. The
Scandinavian donors have recently signed an agreement with the
BDG that contains a feeder road development component. The
implementation mechanisms to be employed in carrying out this
activity simply makes a reference to the system agreed to under
the USAID FRMIP. The Swiss Development Cooperation (SDC) has a
proposed project with a feeder road element similar to that in
the FRMIP. They have described project implementation
precisely in the same terms as in the FRMIP.

Two important achievements of project implementation that have
received limited to no discussion are the improved rate of
feeder road construction realized in the later years of project
implementation and the success of the overall training effort,
The level of feeder road improvement performed in the last year
of the project is a stroang indication of the positive effects
of the presence of the Consultant and from the technology
transfer occurring from the on-the-job training effort and
training in general. The latter point was highlighted in a
draft evaluation report (submitted May 1986) of training
activitivies funded by various donors working with the Local
Government Engineering Bureau (LGEB), the technical unit in
the MLG implementing rural infrastructure development projects,

Recommendation No., 1 a. The Government of Bangladesh
establishes and fully staffs the organizations assigned
responsibility for project implementation.

USAID concurs with the recomendation and believes that systems

and procedures are in place to address the concerns identified
in the recommendation.

The Project Grant Agreement Amendment No. 3 contains two
Conditions Precedent (CPs) that address this recommendation.
CP 4.1 (c) requires the BDG to establish the agreed ' Project
Implementation Office (PIO) and appoint a Project Dir.ctor.
USAID will not consider the establishment of the PIO completed
until all of the positions have been filled. CP.4.2 requires
the BDG to appoint an additional Sub-Assistant Engineer (SAE)
in eleven of the fourteen districts to supplement the existing
district technical staff. This SAE will be assigned the
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responsibility for feeder road maintenance, CP 4.2 must be
satisfied prior to the release of the annual AID allocations
for the Road Development Fund and Road Maintenance Fund,

Accordingly, USAID requests recommendation be closed,

Recommendation No. 1 b. The Government of Bangladesh agrees to
provide quarterly reports with the names of individuals working
in the organizations responsible for project implementation,

USAID does not concur with the recommendation.

Upon satisfaction of CP 4.1 (c) and 4.2, referenced above,
USAID will issue a Project Implementation Letter (PIL) to
advise the BDG of their compliance. This PIL will stress the
importance of maintaining a fully staffed organization and will
require the Consultant to include a section in their reqular
progress reports on the status of the staff in these

positions. USAID does not see the additional value in having a
quarterly report of the names of the individuals occupying the
positions in the implementing organization,

Accordingly, USAID requests recommendation be modified. USAID
will request recommendation be closed following issuance of
PIL.

Recommendation No. 1:

c. Criteria are developed for the selection and scheduling of
road improvement and maintenance activities; and

e. An economic feasibility study is initiated for potential
road maintenance and improvement activities to be included
under the project,

USAID concurs with these recommendations. 1In fact, criteria
were established under the Rural Roads Study Phase I (dated
Auqgust 1978) and by the Bangladesh Planning Commission for its
strategy for rural development for Bangladesh,

The Rural Roads Study Phase I utilized the standard approach
contained in the World Bank Staff Working Paper No. 241, The
Economic Analysis of Rural Road Projects (August 1976). The
five broad criteria used in ranking the roads were: (1)
agriculture potential; (2) population density; (3) equity; (4)
other economic activity; and (5) institutional and
administrative capacity. Data was collected on a number of
road links in the four selected districts of Faridpur, Rangpur,
Patuakhali and Sylhet. The results of this effort was the
identification of a core body of roads that formed the proposed
road network to be reconstructed,

3 Wo
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The BDG in 1982 adopted a strategy for rural development based
on the fact that certain markets would act as poles for
economic activity and classified these as Growth Centers

(GCs) . The initial criteria used in selecting markets as GCs
was that: (1) there would be at least three and not more than
four GCs in each Upazila; (2) the area of influence of each GC
would be considered as the area within a radius of four miles
of the market; and (3) the rank ordering would be det«rmined as
a result of an economic survey of all of the markets in the
country. The survey was a three year effort that collected
data on sixty-one ‘'variables that contributed to establishing a
rating for the 6,000 markets in the country. There were 1,400
nmarkets identified as GCs that form the basis for the long term
(ten year period) rural development strategy of the BDG.

USAID recently matched the road segments improved under the
project against the basic criteria established by the Rural
Roads Study Phase I and those developed by the Planning
Commission and found that, as we believed, the list does
conform to the criteria of one of the two systems.

Future investments in feeder roads improvements under the FRMIP
in the old districts of Faridpur and Rangpur will be limited to
the completion of those segments on which work had already
bequn during the first phase of the project. It was agreed
that an economic feasibility study would not be required for
these roads,

In the old Sylhet district, new feeder road segments will be
considered for improvement under the FRMIP. USAID did agree to
undertake a review of the proposed list of roads to be included
in the project and plans to perform appropriate economic

analysis prior to any agreement on an AID investment on these
roads. '

It is noted that evcn in Phase II of the Rural Roads Study, not
all of the roads identified in the road network were included
in the full economic feasibility study. The Consultant for
that study noted "To complete a thorough economic evaluation of
thirty rural roads, totalling more than 235 miles, would
require much more time and personnel than allotted in Phase IT
of this project." A representative sample of five road segments
out of the twenty nine were selected with a total length of 69
miles out of the total of 235. During the Audit, USAID raised
similar concerns that the cost and time required to conduct a
full scale economic evaluation would be extensive and the
results of the Phase II study indicate that the procedure
employed in defining the road network proved effective as all
five roads included in the complete economic evaluation were
considered in terms of economic impact to be excellent
candidates for an improvement investment.
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The program for feeder road maintenance is based on the
Maintenance Management report developed by the Consultant. In
this report, maintenance activities were planned for all of the
feeder roads that can be maintained as identified by the road
inventory described below. The list of roads included in the
inventory adheres to the criteria established by the the Rural
Roads Study Phase I or the Planning Commission GC Strategy,

Accordingly, USAID requests these recommendations be closed,

Recommendation No. 1 d. A road inventory which classifies the
condition of the roads covered by the project and type of work
required is developed and used in the selection and scheduling
of road maintenance and improvement activities,

USAID concurs with the recommendation,

The initial road inventory was, in fact, completed by the
Consultant and submitted to USAID in October 1984. The
inventory was used as the basic source of information for the
proposed maintenance program that was field tested and
adjusted as data on production rates were generated by the
field. Maintenance tasks were prepared and performance
standards developed that included such items as manpower
requirements by skill category, equipment needs by type and
material requirements, The rates for these performance
standards were established by the Consultant based on
experience in other developing countries and through
discussions with local experts. The proposed maintenance
program quantified the manhours, equipment hours and material
needs from the information supplied by the inventory.

The development of an inventory is a dynamic process which must
be updated periodically as conditions change, The initial
inventory performed under the FRMIP provided a starting point
from which a proposed maintenance plan was developed., It was
never envisioned that the process would stop ¢nce the exercise
was undertaken, but that constant review would be required,

The first revision of the inventory was completed in the spring
of 1986,

One aspect of the process that has not yet been completed was
the description of the scale to be used to interpret the values
assigned to -the various road components. The Consultant,
during the next five month period, will provide a detailed
analysis with a description of the significance of the scores
given in the inventory and how this relates to the development
of a composite feeder road maintenance plan,

Accordingly, USAID requests this recommendation be closed,

Recommendation No. 1 f. An economnic impact study is initiated
for roads already improved under the project,

O\D
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USAID concurs with the recommendation and has taken the intial
steps to collect baseline socio-economic data.,

The Socio-Economic Baseline study was performed September 1985
to May 1986 (the final report was submitted in September 1986)
with the purpose of gathering data on roads improved under the
project to determine the impact of a feeder road maintenance
activity in rural Bangladesh, The focus of the FRMIP is to
demonstrate the value of feeder road maintenance to the BDG and
one mechanism to accomplish this is to collect data on the
situation prior to the initiation of a routine maintenance
program, to collect data at a later date and perform
comparative analyses on the two sets of data to determine the
impact.

USAID takes issue with the argument presented in the audit that
two to three years is too long to wait to dctermine the impact
of AID investment, Standard practice for road construction is
to wait at least two years before comparative data is collected
to judge the impact of the road on an area and it is widely
accepted that the effects of maintenance take cven longer,
However, under the FRMIP extension, comparative data will be
collected in early 1988 and then again in 1990. USAID
continues to believe this approach is valid for assess!ng the
impact of feeder road maintenance in the project areas and does
not believe it would be useful to collect data before
sufficient time has passed for the full effects of the effort
to have taken place.,

Accordingly, USAID requests this recommendation be closed.

Recommendation No. 1 g. Procedures are developed to ensure
that USAID/Bangladesh approves road maintenance and improvement
activities based on established criteria for the selection and
scheduling of those activities,

USAID concurs with the recommendation. The review described
for Recommendation Nos. 1. ¢ and e above will lead to the
development of a list of feeder roads to be included in the
program,

As in the past, BDG requests for the release of AID funds for
improvement and maintenance will contain a list of roads on

which the funds are to be invested. USAID's release of funds
will be based on not only the level of proposed funding, but
also that the feeder roads are included in the approved list.

USAID also retains approval authority over specific activities
on approved road segments. In the past, not all proposed
improvement activities to be financed by AID were actually
funded. For example, in Sylhet district for the 84/85 program
a 265 ft. long bridge was proposed., The project paper stated
that bridges with lengths of up to 75 ft. would be for

A
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inclusion in the project for AID funding. The Sylhet
administration tried to present a justification for the bridge
based on its importance to the area and guaranteed the bridge
would be completed by June 30, 1986. USAID eventually
determined that the design was faulty and the bridge was not
included in the project,

The review process does provide for final approval by USAID of
individual activities prior to implementation. This process
has proven to be effective., Accordingly, USAID requests this
recommendation be closad.

Recommendation No, 1:

h. Procedures are developed for semi-annual review and
reporting on the status of meeting the project covenants; and

i. A specific policy is established that the required project
evaluations be made and reported to the Director of
USAID/Bangladesh,

USAID concurs with the recommendations and has already taken
steps to establish reporting on covenants and a policy is being
drafted on evaluations,

A new Mission Evaluation Order on project reporting and
evaluation requirements, recently drafted with assistance from
AID/W and consultants, will provide decision makers with
accurate and timely information on critical aspects of project
activities so that implementation modifications can be
initiated when required. A section of the reporting format
will deal with reporting on the status of planned evaluations
and the BDG adherence to project CPs and covenants,

Accordingly, following the issuance of the Mission Order, USAID
will request this recommendation be closed,

Recommendation No. 2 a. Limit future payments to necessary
technical assistance until the Government of Bangladesh
provides the amount of the shortfall in its contributions to
the project,

USAID does not concur with this recommendation.

The following table presents the BDG contribution to date by
project element:
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BDG CONTRIBUTION IN THOUSANDS OF TAKA

Project Element Amount Contributed
Technical Assistance -
Equipment -
Training ' 337
Road Maintenance 18,502
Road Development MLG 25,792

Road Development District Councils 7,836
Finance Analysis -
Economic Study -
Staff Ssalary 5,568

Total Tk 58,035

The BDG contribution to the FRMIP of Tk 58,035,000 has been
calculated on actual taka provided for training, feeder road
improvement and maintenance, and salarjes of only those
individuals permanently assigned to the project. It does not
include any "in-kind" BDG contributions., The difference
between the figures presented in the above table and the
figures contained in Exhibit 3 of this Audit report (Tk
33,382,000) is Tk 24,653,000 which represents the updated
figures for Rangpur and Sylhet District Council contributions
for feeder road maintenance and the inclusion of the amounts
all three District Councils invested in feeder road
improvement. USAID agrees that this investment in feeder road
improvement is -justified,

In accordance with. the terms of the project extension, the BDG

is required to contribute a total of Tk 166,149,500 over the
life of the project. A schedule of annual contributions to be
made by the BDG over the remaining four years, incorporating

the amounts shown in Tables A and B, Annex 1 of Amendment No. 3

to the Project Grant Agreement, will be developed. This
schedule will be based on prject needs for timely project
implementation.

USAID did not agree during the Audit to limit future payments
until the BDG provides the amount of any "shortfall® in its
contribution. The position agreed to was that the BDG be
required to contribute a total of Tk 166,149,500 over the life
of the project. The Mission believes that as long as the
annual BDG contribution over the life of the project meets the
project implementation schedule and BDG contributions equal

agreed upon total, the BDG will be in compliance with agreement,

Accordingly, USAID requests this recommmendation be closed.

A
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Recommendation No. 2 b, Establish procedures to ensure that
the Government of Bangladesh provides its required
contributions and deposits the amount of local currency
contributions into a special accmount at the beginning of each
program quarter,

USAID concurs with the recommendation in principle, but does
not agree with the establishment of a special account. The CP
Section 4.3 in Amendment No. 3 to the Project Grant Agreement
provides the assurance the BDG will not only make annual
allocations, but will disburse the funds.

Section 4.3, (a) states: "evidence that the Grantee has
budgeted for and will disburse the amounts shown in the Table
A, Annex 1, for the Road Maintenance Fund and the amounts shown
in Table B for the Road Development Fund, both from the
Grantee's budget for the applicable Bangladeshi fiscal year."®

USAID will consider the BDG has satisfied this annual CP only
after a review of: (1) the proposed allocations for the
upcoming fiscal year; and (2) the status of the allocations and
expenditures for the previous fiscal year. This will provide
USAID with the opportunity to look both forward for futura
planned activities and backward at performance in meeting
agreed upon commitments. These procedures will be the subject
of a PIL,

Accordingly, USAID requests recommendation be modified. USAID
will request recommendation be closed upon issuance of this PIL,

Recommendation No. 2 c. Require that the Government of
Bangladesh provide quarterly reports on the status of the
Government's contributions,

USAID concurs with the recommendation,

The PIO will be required to submit quarterly reports on the
status of project activities including the level of the BDG
contribution for the particular fiscal year of the reporting
period and cummulative contributions to date. These reporting
requirements will be the subject of a PIL.

Accordingly, upon issuance of this PIL, USAID will request this
recommendation be closed,

Recommendation No, 3:

a. Perform a technical evaluation on the allowability of the
labor hours and other technical aspects of costs billed by the
technical asistance contractor; and

b. Take action to recoup questionble costs claimed by the
technical assistance contractor,
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USAID does not concur in full with the recommendations as
presented. During the Audit, USAID agreed to review the
systems in place to verify that only allowable costs had been
paid the consultant.

Standard Agency established procedures are in place within the
Mission to review and certify Consultant payments, USAID
reviewed vouchers submitted by *he Consultant and determined
the costs incurred to be allowable in accordance with the terms
and conditions of the contract. Not withstanding this review,
the U.S, Government, through the Defense Contract Audit Agency,
retains the authority to audit costs under this contract, A
technical evaluatior as proposed by the Audit report would be a
purely subjective document which the Mission feels would be of
little value,

Substantive work was performed by the Consultant during the
seven month period identified. A management decision was made
to reduce the T.A. staff during this period to a minimal level
to enable continuation of ongoing activities and preparatory
work for the extension period As such, the expatriate staff
was reduced from five full time advisers to three and the local
staff was limited to those already on the payroll with a slight
reduction in non-essential staff and the policy that no
replacements would be named for existing or future vacant
positions. This action did result in a reduction in contract
costs and avoided additional expenses which would have been
incurred had the contract been completely demobilized and
subsequently remobilized,

USAID takes issue with the example sited in the report as an
indication that unallowable work was paid for during that
period. The Audit report references sections of T.A.
contractor's February 1986 Progress report in which work
performed by the T.A. contractor was not allowable. USAID
reviewed this report and found the following: "puring the
reporting period, the staff of the project consultant were
mainly engaged in documentation of the progress payments made
to the Contractor and in minimizing the discrepancies between
the records of the client and consultant.®

The "Contractor® referred to in the report are the 166
construction contractors and the progress payments are their
vouchers for the construction work performed. The Consultant
was minimizing the discrepancies between the records of the
client (BDG) and the Consultant for these construction
contracts.,

USAID does not believe it is in the best interest of the USG to
perform a technical evaluation beyond what is already performed
by USAID through the Project Officer's approval during the
normal voucher review process,

10
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USAID requests the reference to "technical evaluation® in

Recommendation 3 a. be deleted and replaced by "review®" and
that both recommendations be closed accordingly.

Recommendation No, 4:

a. Require the Government of Bangladesh to enforce the penalty
clausc in the completed construction contracts when there were
unjustified delays in completing the work; and

b. Recoup from the Government of Bangladesh the amount of
penalties assessed,

USAID concurs with the recommendations and plans to take the
actions described below to address the concerns identified in
the recommendations,

USAID will prepare a letter under the signature of the
Director, instructing the MLG to undertake a review of all
construction contracts funded in whole or part by AID. The
review will focus on the requests for time extensions submitted
by the contractors to determine the validity of the requests
and the amount of time the contract should be extended. 1In
those instances where full time extensions are not justified,
the BDG will be required to assess the appropriate amount of
penalty and take steps to recoup this amount from the
respective contractors. The BDG will then refund to AID the
applicable amount of the AID contribution of the penalty for
each contract,

USAID will review the BDG records to determine the level of
penalty already assessed and the amount, if any, that has been
reimhursed to the BDG will be deducted from the next set of
reimbursement requests to be submitted by the BDG.

USAID will report further on level of penalites recouped prior
to requesting closure of Recommendation 4 b. USAID will
request Recommendation 4 a. be closed upon issuance of a letter
to BDG,

Recommendation No. 4:

C. Establish procedures to ensure the Government of Bangladesh
routinely enforce the penalty clause in construction contracts;
and

d. 1Instruct the Government of Bangladesh and the technical
assistance contractor that claims are only to be made for
actual payments made by the Government and authorized by USAID/
Bangladesh,

USAID concurs with the recommendations and plans to establish
the procedures described below to address these recommendations,

11 N&
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USAID will include in the PIL earmarking funds for future Road
Development Fund activities, instructions on enforcing the
penalty clause contained in the construction contracts. In
addition, USAID will require a review of the assessment of the
pPenalty clause prior to disbursing funds for final payment to
any construction contractor. USAID believes these steps will
protect the U.S. Government interest in that an amount equal to
10% of the value of each contract is retained. This amount
equals the maximum level of penalty permitted under the
standard contract,

On the security retention issue, USAID will instruct the BDG in
this same PIL that the security retained during the course of
construction will be converted into the maintenance deposit at
the completion of the actual construction. USAID will not
consider reimbursing the BDG for this maintenance deposit
until it has been returned to the construction contractor at
the end of the specified maintenance period. Since this
maintenance period varies from district to district and for
various types of construction work, the BDG will indicate the
length of the maintenance period at the completion of each
contract. Also, the amount of the security retention will be
clearly identified on individual progress payment vouchers to
avoid the reimbursement of this item during construction,

Accordingly, upon issuance of this PIL, USAID will request
these recommendations be closed.

Recommendation No. 4:

e. Review the Government of Bangladesh records to ensure a
proper accounting of the advance payments to the Government for
construction activities; and

f. Recoup outstanding advances retained by the Government of
Bangladesh,

USAID concurs with the recommendations and has already
initiated the review and recoupment of the outstanding advances.

USAID issued a letter to the BDG, AID Letter No. 1195 dated
August 19, 1986, indicating that AID had been overbilled for

the amount being retained as security by the BDG and this

amount would be deducted from the next set of reimbursement
requests, This amount will only be reimbursed to the BDG upon
certification that the contractors have been paid these amounts.,

The BDG indicated that it is common practice for the security
retention to be converted to the maintenance deposit retained
by the BDG for a specified period of time after the
construction work has been completed. The BDG accounting
gystem thus shows that the contractor has been paid the full
amount, but has subsequently applied the security retention

12
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toward the required maintenance deposit, USAID stated that
this may be the practice, but as far as AID is concerned the
security fund converted into the maintenance deposit will only
be reimbursed at the end of the maintenance period. As stated
above, this position will be reflected in the PILs earmarking
funds for Road Development Fund,

84. Accordingly, based on the issuance of AID Letter No. 1195,
USAID requests these recommendations be closed,

Recommendation No., 5:

a. Prepare a detailed procurement plan which includes a
specific time schedule for completing the award of all
contracts for the equipment to be acquired; and

b. Notify the Government of Bangladesh of the policy not to
approve AID financing of any contracts awarded after the final
scheduled date specified under the procurement plan.

USAID concurs with the recommendations and will work with the
PIO to develop a comprehensive procurement plan.

USAID in conjunction with the BDG and the Consultant, will
prepare a detailed procurement plan for the purchase of the
equipment reguired for the FRMIP extension. The plan will
contain specific dates by which certain activities will have to
occur. USAID will not approve any PILs earmarking funds for
this project element until this plan is developed and agreed to
by both parties., USAID, however, believes that a certain

degree of flexibility be maintained to permit adjustments to

the schedule when USAID agrees that modifications are justified,

Accordingly, upon completion of the procurement plan, USAID
will request these recommendations be closed.
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LIST OF REPORT RECOMMENDATIONS

Recommendation No. 1

We recommend that USAID/Bangladesh limit funding to necessary
technical assistance until:

a,.

the Government of Bangladesh establishes and fully staffs
the organizations assigned responsibility for project
implementation;

the Government of Bangladesh agrees to provide quarterly
reports on the status of staff working in the
organizations responsible for project implementation;

criteria are developed for the selection and schedul.ng
of road improvement and maintenance activities;

a road inventory, which classifies the condition of the
roads covered by the project and type of work required,
is developed and used in the selection and scheduling of
road maintenance and improvement activities;

an economic feasibility study is initiated for potential
road maintenance and improvement activities to be
included under the project;

an economi¢ impact study 1is initiated for roads already
improved under the project;

procedures are developed to ensure that USAID/Bangladesh
approves road maintenance and improvement activities
based on establ.ished criteria for the selection and
scheduling of those activities;

procedures are developed for semi-annual review and
reporting on the status of meeting the project covenants;
and

a specific policy is established that the required
project evaluations be made and reported to the Director
of USAID/Bangladesh.

Recommendation No. 2

We recommend that USAID/Bangladesh:

a.

take action to ensure that the Government of Bangladesh
provides the amount of the shortfall in 1its contributions

to the project;

N
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establish procedures to ensure that the Government of
Bangladesh provides its required contributions; and

require that the Government of Bangladesh provide
quarterly reports on the status of the Government's
contributions.

Recommendation No. 3

We recommend that USAID/Bangladesh:

a.

b.

perform a technical evaluation on the allowability of the
labor hours and other technical aspects of costs billed
by the technical assistance contractor; and

take action to recoup questionable costs claimed by the
technical assistance contractor.

Recommendation No. 4

We recommend that USAID/Bangladesh:

a.

require the Government of Bangladesh to enforce the
penalty clause in construction contracts when there were
unjustified delays in completing the work;

recoup from the Government of Bangladesh the amount of
penalties assessed;

establish procedures to ensure the Government of
Bangladesh routinely enforce the penalty clause in
construction contracts; and

instruct the Government of Bangladesh and the technical
assistance contractor that claims are only to be made for
actual payments made by the Government and authorized by
USAID/Bangladesh;

review the Government of Bangladesh records to ensure a
proper accounting of the advance payments to the
Government for construction activities; and

recoup outstanding advances retained by the Government of
Bangladesh,
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Recommendation No. 5

We recommend that USAID/Bangladesh:

a,

prepare a detailed procurement plan which include
specific time schedule for completirg the award of all
contracts for the equipment to be acquired, and

notify the Government of Bangladesh of the policy not to
approve AID financing of any contracts awarded after the
final scheduled date specified under the procurement plan.

,O\
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