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This report presents the results of audit of the PL 480 Title I
 
Program in Somalia. The audit reviewed program results. The
 
audit objectives were to determine if (1) the program
 
effectively supplemented Somalia's food supply without
 
discouraging local production, (2) the goal of enhancing
 
Somalia's private sector food distrioucion system was achieved
 
through public auctions of Title I food, and (3)
 
USAID/Mogadishu collected the correct amount of 1985 auction 
proceeds as required by the agreement.
 

The PL 480 Title I program did not effectively supplement
 
Somalia's food supply and discouraged local production.
 
Further, interference oy elements of tne Government of Somalia
 
imperiled the goal of enhancing Somalia's private sector food
 
distrioution system through auctions of Title I food to private
 
traders. In addition, USAID/Mogadishu did not collect the
 
correct amount of 1985 local currency proceeds from the
 
auctions as required by agreement.
 

Title I food aid to Somalia exceeded annual deficits in food
 
supplies. At November 1986, 7,007 metric tons of corn and
 
2,727 metric tons of soft wheat remained unsold in government
 
warehouses about 15 months and had deteriorated. The audit
 
staff requested a laooratory analysis of the grain, because of
 
concerns about the potential adverse impacts of the
 
distribution of unwholesome U.S. produced food. The analysis
 
determined that the grain was unfit for human consumption. In 
addition, 100 percent of the 1985 Title I food grain and 92
 
percent of the 1986 grain arrived in Somalia during the harvest
 
period - the worst possible time. The results of the commodity
 
public auctions were disappointing with only 23 percent of the
 
food auctioned in 1985 ratner than the planned 40 percent.
 
Also USAID/Mogadishu did not collect the correct amount of 
proceeds from the 1985 auctions.
 



'o correct tnese proolems, the report recommends that 
ISAID/Mogadisnu (I) reduce tne Title I program oy aoout $10 
nillion, and varify that tne commodities to oe imported will 

)rovide the minimum disincentive to local food production, 
:2) taKe actions to assure that commodity deliveries are
 
;cneduled for pre-harvest periods and are made accordingly, 
:3) include provision in PL 480 agreements that preclude 
)utside interference in the auctions, and (4) collect from the 
overnment of Somalia the correct amount of 1985 auction 
)roceeds. 

)SAID/Mogadishu essentially agreed with recommendations 1, 2 
ind 3, out disagreed witn the arguments supporting tnem. The 
lission disagreed with recommendation 4 and the related 
ationale, out did not support their position with 

Jocumentation. In the absence of documentation, we continue to 
iake recommendation 4. 

,lease advise me within 30 days of any additional information 
-elated to actions planned or taken to implement the
 
•ecommendations. Tiank you for the courtesies extended to my 
;taff during the audit. 
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EXECUTIVE SUMMARY
 

The U.S. General Accounting Office in a March 1986 report
 
recommended that the AID Inspector General review the PL 480
 
program in Somalia. This report was made in response to the
 
recommendation.
 

Under PL 480 Title I, AID provided food through concessionary
 
loans, to fill the annual gap between Somalia's food production
 

and consumption. From 1976 to 1986 the food aid totaled $142
 
million.
 

The staff of the Regional Inspector General for Audit, Nairobi
 

(RIG/A/N) conducted a program results audit of the PL 480 Title
 
I program. Tne audit objectives were to determine if (1) the
 
program effectively supplemented Somalia's food supply without
 
discouraging local production, (2) the goal of enhancing
 
Somalia's private sector foo6 distribution system was achieved
 
through public auctions of Title I food, and (3)
 
USAID/Mogadisnu collected the correct amount of 1985 auction
 
proceeds as required oy agreement.
 

The PL 480 Title I program did not effectively supplement
 
Somalia's food supply and discouraged local production.
 
Further, interference by elements of the Government of Somalia
 
imperiled the goal of enhancing Somalia's private sector food
 
distribution system tnrough auctions of Title I food to private
 
traders. Also, USAID/Mogadishu did not collect the correct
 
amount of 1985 local currency proceeds from the auctions as
 
required Dy agreement.
 

Monitoring of PL 480 food arrivals, storage and disposition was
 
improved. Food for Peace Office files contained documentation
 
on many actions taken or proposed as a result of the monitoring
 
activity.
 

Title I food aid to Somalia exceeded annual deficits in food
 
supplies. At November 1986, 7,007 metric tons of corn and
 
2,727 metric tons of soft wheat remained unsold in government
 
warehouses about 15 months and had deteriorated. The audit
 
staff requested a laboratory analysis of the grain, because of
 
concerns about tne potential adverse impacts of the
 

distribution of unwholesome U.S. produced food. The analysis
 
determined that tne grain was unfit for human consumption. In
 
addition, 100 percent of the 1985 Title I food aid and 92
 
percent of the 1986 aid arrived in Somalia during the harvest
 
period - the worst possiole time. The results of the commodity
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public auctions were disappointing with only 23 percent of the 
food auctioned in 1985 ratner than the planned 40 percent. 
Poor results were expected again in 1986. Also USAID/Mogadishu 
did not collect the correct amount of proceeds from the 1985 
auctions. 

PL 480 legislation states that Title I food aid should not
 
discourage the domestic production of food oy suostantially
 
reducing farmer's prices and profits. This criteria is put
 
into practice by limiting food aid to amounts that offset
 
annual deficits in food supplies.
 

But Title I food aid to Somalia exceeded annual food deficits.
 
For example, USAID/Mogadishu during the summer of 1985 provided 
to the Government of Somalia 1.3,016 metric tons of corn and 
7,737 metric tons of soft wheat under the 1985 Title I 
agreement. But at November 1986 7,007 metric tons of corn and 
2,727 metric tons of soft wheat remained unsold in government
 
warehouses and had deteriorated. The caL]se of this situation 
was USAID/Mogadishu's unwillingness to reduce the Title I 
program in line witn improved Somalia food production. An 
additional factor was the absence of precise data on the food 
situation witn wnich to fine-tune tne supplying of Title I 
commodities, given the smaller food deficits. The effect was 
that a million dollars of corn and one-nalf million dollars of 
soft wheat oecame unfit for consumption, resulting in a loss to 
the Government of Somalia of $1.5 million. The report 
recommends that USAID/Mogadishu reduce the Title I program by 
about $10 million, and verify that the commodities to be 
imported will provide the minimum disincentive to local food 
production. USAID/Mogadishu agreed with the recommendation, 
but disagreed that the USAID had been unwilling to reduce the 
program.
 

Deliveries of food aid are most effective when they occur in
 
the months just prior to the major harvest. At that time the 
food can best stem hunger resulting from crop shortfalls and 
least depress the prices farmers get for their production. 
Nevertheless, 100 percent of the 1985 Title I food grain 
(53,314 metric tons) and 92 percent of tne 1986 grain (47,455 
metric tons) arrived in Somalia during the harvest period - the 
worst possiDle time. The untimely deliveries were due to poor 
planning by USAID/Mogadishu and the Government of Somalia. The 
consequence was that food valued at $16 million in 1985 and $12 
million in 1986 was not made availaole during the critical
 
hungry period. Further, the consensus of the donor community
 
was tnat the timing of deliveries discouraged farm production 
because farmers made less profit due to lower prices. In 1985,
 
for example, maize prices dropped from an average June level of
 
$.99 (So. Shs. 40) per kilogram to a September level of $.62 
(So. Sus 25), the period concurrent with the major harvest and 
the arrival of Title I corn. The report recommends that 
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USAID/Mogadishu take actions to assure that commodity

deliveries are scheduled for pre-narvest periods and are made
 
accordingly. USAID/Mogadishu agreed with the recommendation,
 
but disagreed that USAID/Mogadisnu's planning had been poor, 
and that tne timing of deliveries had discouraged local food
 
production.
 

A goal of Somalia's Title I program was the enhancement of the 
private sector food distribution system. To acnieve this the 
agreements specified that 40 percent in 1985 and 45 percent in 
1986 of the Title I commodities must oe auctioned to private 
traders. Results were disappointing in 1985, however, with 
only 23 percent of tne food auctioned. In .986 similar results 
were likely to occur, although the final outcome was not 
known. The poor results were caused in part by interference by
elements of the Government of Somalia in the auction process, 
which discouraged private trader participation. The potential
 
effect of a continuation of the situation is the collapse of
 
the public auction process as a means of food distribution. 
Auctions generate more local currency for development per
metric ton distributed than government distribution. The 
future effect of a collapse could De an annual reduction in 
development funds of $3.2 million (So. Shs. 129.6 million), 
oased upon 1985's prices and program levels. The report 
recommends that USAID/Mogadishu include provisions in PL 480 
agreements that preclude outside interference in the auctions. 
USAID/Mogadishu agreed with the recommendation.
 

The 1985 PL 480, Title I agreement with the Government of 
Somalia limits deductions from tne proceeds of the food 
auctions to reasonaole expenses associated with the auctions. 
After deductions the proceeds are deposited to the special 
account for use in development. SAID/Mogadishu incorrectly 
included an amount to partially - -fray the costs of shipping 
losses - costs not associated ;ith the auctions - when it 
calculated the total allowable deductions. This occurred
 
Oecause tne Government of Somalia disputed tne total amount of 
deductions and USAID/Mogadisnu apparently allowed the deduction 
to resolve the dispute. As a result of thle deduction the funds 
made available for development were reduced oy $360,222 of 
local currency(So. Sns. 14,589,000). The audit disclosed that 
the Government of Somalia forwarded an insurance claim for 
$483,348 for the full amount of shipping losses to Central Gulf 
Line's underwriters in early 1986 - a fact that underscored the 
error in allowing the deduction. The report recommends that 
USAID/Mogadishu collect from the Government of Somalia the 
correct amount of 1985 auction proceeds. USAID/Mogadishu 
disagreed with the rerommendation, and the related rationale. 
Nevertheless, in the absence of documentation supporting the 
Mission's position, we continue to make the recommendation. 
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AUDIT OF
 

THE PL 480 TITLE I PROGRAM IN SOMALIA
 

PART I - INTRODUCTION
 

A. BACKGROUND
 

The U.S. General Accounting Office in a March 1986 report,
 
"FAMINE IN AFRICA: Improving Emergency Food Relief Programs," 
identified the 1984 food aid program for Somalia as the least 
successful of five countries surveyed. Tne report recommended 
that the AID Inspector General review the results of all the PL 
480 programs in Somalia and identify needed improvements. This 
report was made in response to tne recommendation. 

AID provided tne Government of Somali two types of PL 480 food 
aid. Under Title I, AID provided food through concessionary 
locins, to fill tne annual gap oetween Somalia production and 
consumption. Under Title II, AID donateu food to combat hunger 
resulting from periodic droughts and to support ongoing feeding 
programs for refugees and others. From 1976 to 1986 the two 
types of food aid totaled $271 million: $142 million for Title
 

I and $129 million for Title II.
 

About 94 percent of the $59 million Title II funding in 
USAID/Mogadisnu's oudgets from 1982 to 1986 was used oy the 
United Nation's World Food Program, primarily for refugee 
support. Missions are not responsiole for monitoring food 
which tile United States donates through the World Food Program. 
USAID/Mogadisnu was last rejuired to nonitor Title II food aid 
in 1984 when it monitored $2.9 million in bilateral emergency 
aid given in response to tne Africa-dide drought. Thus 
USAID/Mogadishu has focussed since 1984 on the $20 million 
annual Title I program. 

Title ! food aid can oe a valuaole development resource for
 
augmenting local production, enhancing food security and
 
reducing malnutrition, providing it is made available under
 
conditions that support ratner tnan discourage domestic food 
production. The local currency generated from the sale of
 
Title I food provides tne local government with financial
 
resources to use for development.
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B. Audit Objectives and Scope
 

The staff of the Regional Inspector General for Audit, Nairobi
 
(RIG/A/N) conducted 
a program results audit of the PL 480 Title
 
I program. The audit objectives were to determine if:
 

the program effectively supplemented Somalia's food
 
supply without discouraging local production,
 

the goal of ennancing Somalia's private sector food 
distribution system achievedwas through public auctions
 
of Title I food,
 

USAID/Mogadishu collected toe correct amount of 1985 
auction proceeds as required oy tne agreement. 

To accomplish these objectives, RIG/A/N staff made an audit
 
from September to November 1986 in Mogadishu and 
 Baidoa,

Somalia, and in Nairooi, Kenya at the Regional Economic 
Development Services Office (REDSO). Tne audit covered $40 
million in program activity budgeted from Octooer 1, 1984 
througn Septemioer 30, 1986. Tne audit staff (1) reviewed
 
USAID/Mogadishu and REDSO correspondence and records, and (2)
interviewed officials of USAID/Mogadisnu, World BanK, United 
Nations Food and Agricultural Organization, World Food Program,
European Economic Community Delegation, the Government of 
Somalia Ministries of Agriculture and !ealth, the Agricultural 
Development Corporation, and otners. The audit staff also made
 
physical observations of warehouses and port facilities 
 in 
Mogadisnu and of auction activities in Mogadishu and Baidoa. 

Except for work that focussed on deductions from the local 
currency proceeds of the commodit) auctions, the audit did not 
include a review of the accountability for and programming of
 
the local currency proceeds generated from the PL 480 Title I
 
program. These matters are the subject of another RIG/A/N
 
audit. Toe audit was made in accordance with generally
 
accepted Government auditing standards.
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AUDIT OF
 

THE PL 480 TITLE I PROGRAM IN SOMALIA
 

PART II - RESULTS OF AUDIT
 

The PL 480 Title I program did not effectively supplement 
Somalia's food supply and discouraged local production. 
Further, interference oy elements of the Government of Somalia 
imperiled the goal of ennancing Somalia's private sector food 
distribution system througn auctions of Title I food to private 
traders. In addition, USAID/Mogadishu did not collect the 
correct amount of 1985 local currency proceeds from the 
auctions as required Dy agreement. 

Monitoring of Titl I food arrivals, storage and disposition
 
was improved. Earlier deficiencies noted in a report Oy the
 

General Accounting Office were not present, and Food for Peace 
Office files contained documentation on many actions taken or 
proposed as a result of the monitoring activity.
 

Title I food aid to Somalia exceeded annual deficits in food 
supplies. At NovemDer 1986, 7,007 metric tons of corn and
 
2,72/ metric tons of soft wheat remained unsold in government 
warenouses aoout 15 months and had deteriorated.
 

The audit staff requested a laboratory analysis of the grain,
 
oecause of concerns aoout the potential adverse impacts of the
 
distrioution of unwnolesome U.S. produced food. Tne analysis 
determined that tne grain was unfit for human consumption. In 
addition, 100 percent of the 1985 Pitle I food grain and 92 
percent of the 1986 grain arrived in Somalia during the harvest 
period - the worst possiole time. Pue results of the commodity 
public auctions were disappointing with only 23 p(e.Lrcent of the 
food auctioned in 1985 rather tn an the planned 40 percent. 

Poor results were expected again in 1986. Also USAID/Mogadishu 
did not collect tne co:rect amount of proceeds from the 1985 
auctions.
 

To correct these proolems, the report recommends that (1) 

USAID/Mogadishu reduce tne Title I program by about $10 
million, and verify that the commodities to be imported will 
provide the minimum disincentive to local food production, (2) 
take actions to assure that commodity deliveries are scheduled
 
for pre-miarvest periods and are made accordingly, (3) include
 
provisions in PL 480 agreements that preclude outside
 
interference in the auctions, and (4) collect from tne
 

Government of Somalia the correct amount of 1985 auction
 
proceeds.
 

-3



A. 	 Findings and Recommendations
 

1. 	 The $20 Million Annual Title I Program Should Be
 
Reduced
 

PL 480 legislation states that Title I food aid should no 
discourage tie domestic production of food oy substantially 
reducing farmer prices and profits. This criteria is put into 
practice oy limiting food aid to amounts that offset annual 
deficits in food supplies. But Title I food aid to Somalia 
excecded annual food deficits. For example, USAID/Mogadishu 
during tne summer of 1985 provided to the Government of Somalia 
13,016 	 metric tons of corn and 7,737 metric tons of soft wheat 
under tne 1985 Title I agreement. But at Novemoer 1986 7,007 
metric tons of corn and 2,727 metric tons of soft wheat 
remained in government warehouses unsold and had deteriorated. 
The cause of this situation was USAID/Mogadishu's unwillingness 
to reduce the Title I program in line with improved Somalia 
food production. An additional factor was the aosence of 
precise data on the food situation with which to fine-tune the 
supplying of Title I commodities, given the smaller food 
deficits. The effect was that a million dollars of corn and 
one-half million dollars of soft wheat oecame unfit for 
consumption, resulting in a loss to the Government of Somalia 
of $1.5 million.
 

Recommendation No. 1
 

We recommend that the Director, USAID/Mogadishu:
 

a. 	 reduce the annual Title I program oy at least half ($10 
million), and 

b. 	 review the adequacy of the analysis supporting future
 
proposed commodities to verify that those selected will 
provide the minimum disincentive to local food
 
production.
 

Discussion - PL 480, Title IV, Section 401 states that no
 
agricultural commodity may be provided under the law unless the 
Secretary of Agriculture has determined that "the distrioution
 
of the commodity in the recipient county will not result in a 
substantial disincentive to or interference with domestic
 
production or marketing in that country."
 

In practice to make the determination the Secretary of 
Agriculture relies on an annual program analysis furnished oy
the USAID of the recipient country. The USAID provides the 
analysis to the food Aid Suocommittee of the Interagency 
Development Coordinating Committee. Tre Subcommittee is 
chaired by tne U.S. Department of Agriculture (USDA). 
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An important element of the analysis is a section making the 
disincentive analysis to support tne determination required by
 
section 401 of Pr, 480, Title IV. The disincentive analysis
 
provides information on prices and marketing of both program
 
and substitutable commodities.
 

The PL 480 legislation and the programming analysis establish 
the framework witnin wnicn commodities are to be furnished. A 
primary objective of tne analysis is to ascertain the types and 
levels of commodities that can oest oe provided. Although the 
analysis can oe quite complex, usually this means determining
 
tne food that would Do needed to offset the recipient country's
 
annual deficits in food supplies. Such quantities are believed
 
to least disrupt the country's agricultural economy. 

In 1985 and 1986, however, food supplied to the Government of 
Somalia was excessive. For example, USAID/Mogadisnu during the 
summer of 1985 provided to the Government of Somalia 13,016 
metric tons of corn and 7,737 mecric tons of soft wheat under 
the 1985 Title I agreement. But at November 1936 7,007 metric 
tons of corn -id 2,727 metric tons of soft wneat remained 
undistriouted in government warehouses. This occurred because 
inadequate demand existed for the commodities. 

The Audit Staff inspected the 1985 Title I corn and soft wheat 
in several warenouses. Because of tne grain's deteriorated 
condition, the audit staff requested that the Mission obtain a 
laboratory analysis. Tie audit staff was concerned about 
potential narm to consumer health and adverse publicity for the 
U.S. snould tue GoverLnment of Somalia distribute nearly 10,000 
metric tons of unwiiolesome U.S produced food. The Mission 
suosequently obtained from tue Ministry of Health a lanoratory 
report that concluded that tihe 1985 Title I corn and soft wheat 
were unfit for numan consumption, oased on the random samples 
analyzed. A copy of tne report was forwarded to the Government 
of SomaLia's custodian of tne grain for appropriate action. 
Shortly oefore publication of the audit report, the aud 4 t staff 
was notified that tue Minister of Agriculture was having 
additional tests made, oecause of tne magnitude of the economic 
decision related to tne disposal of tue grain. 

From 1980 to 19C5 the food situation in Somalia changed 
greatly. In 1980, Somalia iad a food grain shortage. According 
to a report oy the Food and Agricultural Organization of the 
United Nations, Somalia rad a food grain requirement of 511,000 
metric tons and available supplies of only 481,000 metric tons 
in 1980. But in 1985 available supplies of 756,000 metric tons 
exceeded the requirement of 606,000 metric tons by 150,000 
metric tons (see Exnioit I). Tue changed situation was 
primarily due to increases in production for sorghum of 95 
percent and for corn of 168 percent. 
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The picture for concessional imports contradicted the improved 
supply picture. From 1980 to 1985 concessional imlpor ts
 
increased 200 percent. The trend for Title I followed that of
 
all concessional imports, increasing 96 percent from a low in
 
1979 of 33,000 metric tons to a 1985 and 1986 level of about 
65,000 metric tons (see Exnioit 2).
 

The Somalia food situation at the time of the audit continued
 
to be improved. A November 2, 1986 USAID caole stated that a 
staff element of tne Ministry of Agriculture (The Early Warning
 
System Department) "nas determined tnat food production plus 
carry-over stocks from last year plus imports less consumption 
will give Somalia approximately 750,000 metric tons of grains
 
for carry-over into 1987. This eq uates to a one year
 
requirement plus approximately 200,000 metric tons."
 

Farmers were experiencing severe pressures on profits in 1986. 
Information supplied to tne Food for Peace Office oy an 
agricultural project official estimated that traditional 
farmers in tne Lower Sneoelle region of S <"alia would 
experience a 51 percent reduction in net profits from 1985 to 
1986. In fact tiie profits reduction would be even greater 
because the estimate unrealistically assumed tnat the 
Government of Somalia could successfully support the price of 
corn at $.37 (So. Sns. 15). Because of limited funds the 
government nad purchased only a fraction of tile total 
production at that price. Thus, tile farmers would experience 
an actual profits squeeze more severe than estimated. 

Given the changed Somalia food situation between 1980 and 1985 
USAID/Mogadishu should have redoubled its efforts to analyze
 
the food picture. But the audit disclosed a questionable
 
pattern of analysis.
 

On October 16, 1984 USAID/Mogadishu made the following food
 
production deficit assessment: "Based on what looks like a
 
record harvest...and no expectation of a drought..., the
 
mission does not expect any serious food proolems for Somalia. 
Total production plus commercial imports should be at least 25 
percent nigner... " On November 27, 1984 tne Mission forwarded 
a request for 11,000 metric tons of corn and 60,0V0 metric tons 
of otner commodities. In a Decemoer 26, 1984 PL 480 programming
 
cable, USAID/Mogadisnu stated that based on current deficiency 
of agricultural inputs, an inadeguate distribution system of
 
river water, and low flow of water from watershed areas, the
 
Mission estimated that one-nalf of present corn harvest will be 
lost. Tnerefore Title I corn would not suppress producer 
prices. Another programming caole dated January 13, i985 
stated that the Mission and tue Government of Somalia estimate 
that 85 percent of tne corn crop would oe lost due to a drought 
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and lack of fuel to run irrigation pumps. A caole dated April 
16, 1965 stated tnat tie anticipated shortfall in maize 
production appeared to nave only partially materialized. 

Tne foregoing pattern of analyses was jLiestionaole in tne light
of time actual 42 percent increase in 1985 corn production over 
1984. Wnetner tne analysis das inadequate due to unreliable 
data or conflicting opinion witiin the Mission or between 
various organizations making estimates das unclear. 

Tne aosence of reliaole data on Somalia's food situation 
certainlly nampered USAID/Mogadisnu's efforts at analyzing tne 
food situation. Various USAID/Mogadishu cable traffic 
specificall, pointed out trie unrelLaoiltty of tie data used in 
tne various analyses. At tne time of the audit reliaoility nad 
recently improved as a resuLt of worK done oy an European
Economic Community funded staff unit at the Somalia Ministry of 
Agriculture.
 

A January 1986 drafft report prepared jointly oy the Government 
of Somalia, tile World BanK, USAID/Mogadisnu and other donors 
pointed Out tihe proolems in continuing concessional food aid at 
past levels. Tie report pointed out tnat planned concessional 
food aid, excluding that for refugees, was great, an amount
 
rougnly nalf tne ordinary expenditures of tne Government of 
Somalia.
 

The report further stated tnat concessionary levels of roughly
nalf of planned levels, with improved commodity selection, 
would least disrupt market prices. The report stated that from 
"an agricultural development point of view, imports in excess 
of [nalf tne planned anount] would ne e xcessive and much more 
tihan this would oe disastrous for incentives." Given tile 
evident waste and ineffectiveness of tne Title I program at 
past levels of aoout $20 million annually, USAID/Mogadishu 
snould reduce the program by at least nalf, and review tihe 
commodity inport candidates to select tne least disruptive to 
local markets. 

Better commodity selection at reduced program levels snould 
eliminate the waste tnat nas uccurred as a result of providing 
excessive Title I food to tne Government of Somalia. Providing 
excessive food resulted in one million dollars of corn and 
one-nalf i.:illion dollars of soft wheat remaining unsold in 
gover nmaen t warenouses. Tne commodi ties oecame unfit for 
consumption, resulting in a loss to tne Government of Somalia 
of $1.5 million. 

In conclusion, USAID/Mogadishiu snould take immediate steps to 
reduce tne FL 480 ±'itle I program. Further, tne adequacy of 
tile analyses supporting future proposed imports should De 
reviewed oy tne Mission Director to verify that those selected 
will provide the minimum disincentive to local food production. 
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Management Comments
 

Management essentially agreed with the report's recommendation. 
Management disagreed however, that USAID/Mogadishu was unwilling 
to reduce the Title I program. Management stated that the 
absence of accurate and timely data caused the surplus corn 
deliveries, and tnat at the time tle corn was ordered the best 
available information indicated tile corn would be needed. 
Tnus, the unanticipated 1985 bumper crop of corn was the 
primary reason tie Title I corn exceeded toe deficit, rather 
than tne Mission's unwillingness to reduce the Title I program. 

Office of Inspector General Comments 

Tne aosence of accurate and timely data certainly was a major 
factor in the corn and soft wheat deliveries exceeding the 
deficit. We stated this in tne report. Nevertneless, the 
Mission did not reduce tne Title I program, even though 
Somalia's food picture improved greatly oetw;een 1980 and 1985. 
Future decreases in tile program's levels will oe the oest 
indication of toe Mission's willingness to reduce the program. 
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2. 	 Untimely Title I Food Deliveries Ineffectively Supplemented
 
The Food Supply And Discouraged Domescic Production
 

Deliveries of food aid are most effective wnen they occur in
 
the months just prior to the major harvest. At that time the 
food can oest stem hunger resulting from crop shortfalls and 
least depress toe prices farmers get for their production. 
Nevertheless, 100 percent of the 1985 Title I food grain 
(53,314 metric tons) and 92 percent of tne 1986 grain (47,455 
metric tons) arrived in Somalia during the harvest period - the 
worst possiole time. The untimely deliveries were due to poor 
planning by USAID/Mogadishu and the Government of Somalia. The 
consequence was that food valued at $16 million in 1985 and $12 
million in 1986 was not made available during the critical 
hungry period. Furtner, toe consensus of the donor community 
was toat the timing of deliveries discouraged farm production 
because farmers made less profit due to lower prices. In 1985, 
for example, maize prices diropped from an average June level of 
$.99 (So. Sns. 40) per Kilogram to a Septemoer level of $.62 
(So. Sns. 25), the period concurrent with the major harvest and 
tne arrival of Title I corn. 

Recommendation No. 2 

We recommend that the Director, USAID/Mogadishu, in 
coordination with the Assistant Administrator, Bureau for Food 
and Voluntary Assistance and appropriate elements of the U.S. 
Department of Agriculture, take steps to: 

obtain early completion of the Title I agreement, or 
otherwise coiplete arrangements to ensure commodities 
arrive during pre-harvest periods, and 

o. 	 facilitate toe Government of Somalia opening letters of 
credit in a timely manner. 

Discussion - AID Policy Paper, "Food and Agricultural 
Development," dated May 1982 states that "PL 480 food aid can 
be a valuable development resource, provided it is made 
availaote under conditions tnat support rather than discourage 
domestic food and agricultural production." An important 
aspect of the conditions under wnicn food is provided is the 
timing of its delivery. Large food deliveries at harvest time 
necessarily entail tne largest adverse price impact, since the 
narvest is toe period of largest supply. Lower prices result 
in lower profits and discourage tne addition of farmed acreage 
and investment in inputs for existing acreage.
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The best times for delivery are the months just prior to the
 
major narvest. An AID consultant, ABT Associates, has
 
characterized these months as the "critical hungry period."
 
Deliveries during the critical ihungry period have several
 
advantages. In the event of food shortages, food is made
 
availaule to stein hunger and malnutrition. Food production is
 
ennanced oecause crops are not prematurely harvested. And food
 
production is least discouraged oecause farm prices and profits
 
are least diminished.
 

Nearly all Title I food deliveries to Somalia in 1985 and 1986
 
arrived at the worst possiole time, the narvest months, and
 
none arrived at the oest time, the critical nungry period. In
 
1985 four snips (Delta Mar, Sea King, Kaliope and Nancy Lykes)
 
delivered 53,314 metric tons of rice, corn, flour and wneat to
 
tne Somalia ports of Mogadishu and Beroera. All tne food was
 

offloaded during the harvest nonths: 9,286 metric tons in July
 
and 44,028 metric tons in August.
 

In 1986 five ships (Spirit of Texas, >aria Glyptis, Vulcan,
 
Thompson Lykes and Flisvos) delivered 51,316 metric tons of
 
rice, flour and wheat. Aoout 92 percent of the food was
 
offloaded during tne narvest montns: 26,251 metric tons in
 
August and 21,204 in September. The eight percent oalance,
 
3,861 metric tons of flour, was offloaded in Octooer. Thus in
 
tne 1985-86 period Somalia received 96 percent of the food
 
during the major narvest montas of July, August and Septemoer.
 
None was received during the May-June critical hungry period.
 

The untimely deliveries were primarily caused ol two factors. 
First, USAID/Mogadisnu did not complete agreements in 1985 and 
1986 earl! enough to permit arrival of the co imodities oefore 
harvest. In past years aoout five months were required from 
tne time the agreement was signed until tne commodities 
arrived. But the agreement was not signed in 1985 until March 
24 and in 1986 until Feoruary 27. Altnough tne USAID requested 
pre-narvest delivery, as a practical matter delivery was likely 
during narvest.
 

Second, tne Government of Somalia did not open letters of 
credit for freight in a timely inanner. Tne agreements required 
that tne Government of Somalia arrange dollar letters of credit 
for the estimated cost of freight prior to the presentaltion of 
vessels for loading. Thus, any delay in arranging for the 
letters necessary delayed the commodity snipment. 

USAID/Mogadishu officials also mentioned other oostacles to 
timely delivery. None of the oostacles appeared to be 
insurmountaole provided tney were anticipated early and top 
level attention was given oy USAID/Mogadisnu and Bureau for 
Food and Voluntary Assistance in Washington. 
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The untimely deliveries had significant adverse effects.
 
Foremost was tne ineffective utilization of food valued at $16 
million in 1985 and $12 million in 1986, since the food was not 
made availaole during the critical hungry period. An 
additional adverse effect was the depression of pcoducer priccs
 
and the resulting discouragement of domestic production.
 

The many factors impacting a commodity' s supply and demand 
prevented ascertaining the precise effect on prices of the 
Title I food arrivals. However, food grain imports accounted 
for aoout nalf of the average annual food grain available for 
consumption from 1980 to 1985, and donor and concessional 
imports were almost two thirds of total imports. An April 1986 
USAID report on Somalia food grain supply and demand pointed 
out that prices fluctuaced consideraoly during 1985. The 
report further stated that demand for staple foods was 
inelastic and tnat small cnanges in sLpply nave a relatively 
large effect on prices. Given this persoective, the arrival of 
Title I food necessarily nad a significant impact on food grain
 
prices.
 

In 1985, for example, maize prices dropped 38 percent from an 
average June level of $.99 (So. Shs. 40) per kilogram to a 
September level of about $.62 (So. Shs. 25), the period 
concurrent witn tne major narvest and the arrival of Title I 
corn. A USAID/Somal'ia report on the 1985 commodity auction 
pointed out tihat sorghum and corn are substitutaole, and that 
sorghum also experienced a "great drop in price" of 30
 
percent. On tne wnole supplies were sufficient to limit the
 
1985 food price index increase to 7.7 percent, even though the
 
general price index increased 25.9 percent.
 

Representatives from Cooperative for American Relief Everywhere
 
(CARE), European Economic Community, World Food Program, and 
United Nations Food and Agricultural Organization all expressed 
concern aoout tne timing of tne food deliveries. The CARE 
represenLative srated tnat US food arrivals at harvest time 
depressed prices. Consequentll tnose refugees who sold part of 
their rations for needed cash could not get much for them. 

The World Food Program representative stated the same view. He 
pointed out that in October some refugees were selling maize at 
$.05 to $.07 (So. Sns. 2 or 3) per Kilogram even though the 
Government of Somalia was trying unsuccessfully to support the 
price at $.37 (So. Sns. 15). The consensus of the donor
 
community was that the timing of deliveries 1 wered farmer's
 
prices thereoy discouraging domestic production.
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To achieve future timely deliveries of commodity imports and to 
avoid disrupting Somalia's agricultural economy, the
 
USAID/Mogadishu should complete Title I agreements early enough 
to ensure commodities arrive during pre-harvest periods.
 
Further, USAID/Mogadisnu should act to facilitate the 
Government of Somalia opening letters of credit in a timely 
manner so that timely snipping is not obstructed.
 

Management Comments
 

Management essentially agreed with the report's recommendation, 
out disagreed that the untimely deliveries were due to poor
 
planning oy USAID/Mogadishu. Management pointed out that the 
agreement vas signed L.a March and deliveries were programmed to 
arrive oefore the nar,'est period. The Government of Somalia 
was responsible for ptanning snipping and arrival dates and 
delayed making an order, ;:aiting for prices to drop. 

Management also disagreed tnat the untimely deliveries 
discouraged local production. Management pointed out that very 
Little of tne corn entered tile market, and tnen only at prices 
much lower than those for Somalia corn. Further, the drop in 
corn prices oetween June and Septemoer 1985 was due to the 
oumper crop, and tihe small amount of PL 480 corn had a minor 
impact. With respect to the soft wneat, management pointed out 
that soft wheat is not produced in Somalia and there is little 
hard evidence that soft wheat is substituted for other grains
 
in the Somalia diet.
 

Office of Inspector General Comments
 

We stated in tne report cnat tne USAID requested pre-harvest 
delivery, but as a practical matter delivery was likely during 
harvest, since past experience indicated delivery took aoout 
five montns from completion of the agreement. We also stated 
that tne Government of Somalia's poor planning was an important 
factor in tne untimely deliveries.
 

Wito cespect to dhetner tne untimely deliveries discouraged 
local production, we think tihe report nandled tile matter 
fairly. Tie report stated that tne many factors impacting a 
commodity's supply and demand prevented ascertaining the 
precis(- effect on prices of the Titte I food arrivals. 
Nevertheless, tie Mission stated itself in a Food Grain Supply 
and Demand Report dated ApCil 28, 1986 that "arrival of tne 
1985 non-refugee food a-sistance in Somalia was ill spaced and 
timed... The nuge drop in tne price of corn ... , aoout 36 
percent, is due in great part to the arrival of Title I 
commodities." Witn respect to tne soft wheat, experts we 
consulted disagreed with the Mission's assertion that soft 
wheat is not suostituted for other grains in the Somalia diet. 
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3. 	 Interference Imperils Auction Process
 

A goal of Somalia's Title I program w0as tne enhancement of the 
private sector food distrioution system. To achieve this the
 
agreements required that 40 percent in 1985 and 45 percent in 
1986 of the Title I commodities oe auctioned to private

traders. Results were disappointing in 1985, however, with
 
only 	23 percent of tne food auctioned. In 1986 similar results
 
were likely to occur, although the final outcome was not
 
known. The poor results were caused in part by interference by

elements of tne Government of Somalia in the auction process, 
which discouraged private trader participation. The potential 
effect of a continuation of the situation is the collapse of 
tne puolic auction process as a means of food distrioution. 
Auctions generate more local currency for development per 
metric ton distLiouoted tuan government distrioution. The 
future effect of a collapse could oe an annual reduction in 
development funds of $3.2 million (So. Shs. 129.6 million), 
oased upon 1983's prices and program levels.
 

Recommendation No. 3 

We recommend that tne Director USAID/Mogadishu include in 
future agreeaents with the Government of Somalia: 

a. 	 a clause excluding the government marketing corporation
 
(Ente Nationale per il Comercio) from handling
 
commodities destined for auction,
 

o. 	 a clause stating tnat auction procedures cannot oe 
altered after oids are invited. 

Discussion - Section 3 of te 1985 and 1986 Memorandum of 
Understandings oetween the Government of Somalia and the U.S. 
Government stated that "tne intent of the auctions is to 
encourage te participation of the Somali Private Sector in 
food distrioution". Po acnieve this, 40 percent of tne 
commodities in 1985 and 45 percent in 1986 were to ue sold to 
private traders at puolic auctions.
 

Tne 1985 auction results were disappointing. Of 8,30i metric 
tons 	 of corn and soft wneat offered for sale, less than two 
percent was sold. Overall, 40 percent of the commodities 
shipped to Somalia in 1985 was allocated to auctions, but only 
23 percent was actually sold. 

The poor 1985 reoults were caused in part by elements of the
 
Government of Somalia interfering with the auction process.
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For example, when the 1985 Berbera auction was in progress an 
"order" was received from military autnorities to reserve all
 
vegetable oil for the army. Even though the demand for oil was 
high, traders were unwilling to oid for oil. Tile traders 
feared they would lose their deposits and the oil dould 
eventually oe confiscated. This resulted in 1,134 drums of 
unsold oil which were later aroitrarily allocated to traders 
designated by tre auction committee. Tie resolution of this 
matter delayed the auction for aoout two weeks and discouraged 
private traders. 

After receiving oids during the 1985 Mogadisi.u auction, out 
oefore tne winners were announced, tne Ministry of Commerce 
interfered. Tne Ministry wanted maximum lot sizes reduced by 
half from that prcarranged in tile 1985 Memorandum of 
Understanding. Tile Ministry also wanted commodities allocated 
to winners on a regional oasis - an allocation specifically 
precluded oy tie Memorandum of Understanding. Tne two matters 
unduly delayed completion of tue auction process and discouraged 
private traders. 

Tfne initial 1986 auctions neld at Baidoa and Mogadisnu did not 
attract enougn traders to ouy all tne commodities offered for 
sale, p2ruaps due to tLhe L985 experience. The auction 
committee decided to repeat auctions at these locations to sell 
tne remaining commodities. These auctions were being conducted 
at tile time of tie audit. AID officials anticipated that only 
75 percent of tile commodities offered at all Auctions in 1986 
would oe sold.
 

The initial 1986 auction at Baidoa was held in early 
Septemoer. 3/ early Novemoer some traders wno uad won oids in 
tne auct ion a(d not received their commo Iities oecause tile 
(overnment marketing corporation (Ente Nationale per il 
Conme cio) ad not delivered tnemn to Baidoa. IID officials 
attriouted tu:] dela to internal Government of Somalia 
oickering. T1e de ay caused traders unnecessary notel 
expenses, ttine away, froma otuer Dusiness, and inconvenience 
soie traders Lived in their trucks whnile waiting. 

Tne long delaI and Lrouonlesome waiting resulting from 
Gover nment interference in tne auction made some private 
traders express an unwilingness to take part in future 
auctions. Government intervention of this sort endangered tne 
viability of tne puolic auction process, and could lead to its 
eventual collapse.
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Commodities sold at public auctions generate more local 
currency than those sold to puolic institutions. If the 
auctions fail, the extra amount of local currency generated 
from puolic auction sales will oe lost. ]ne result would oe an 
annual reduction in development funds of $3.2 million (So. Shs. 
129.6 million), oased upon 1985 prices and program levels.
 

To prevent interference in the auction process and the
 
consequent adverse effects, USAID/Mogadisnu snould include two 
additional clauses in future agreements with the Government of 
Somalia. First, tue government marketing corporation should oe 
excluded from iandling commnodi ties destined for auction. 
Second, cnanges in auction procedures should oe specifically 
pronioited after oids are invited. 

Management Comments 

Tie ission generally agreed with this finding, but questioned 
tue practicality of tne recommendation to exclude the 
government ia rketing corporation from iiandling commodities 
destined for tue auction. Tue Mission douoted that tne 
Government of Somalia would agree to nave a private sector 
enterprise handle tne Title I commodities, particularly since 
tue Government of Somalia is tue owner of tne commodities. The 
mission suggested tnat tue recommondation oe reworded to say 
tne Mission should "make every effort" to exclude the 
government marketing corporation from nandling commodities 
destined for the auction. 

Office of Inspector General Comments 

We acKnowledge tne Mission's concern tnat implementation will 
oe difficult. We agree to take into account the efforts made 

oy tne Mission to implement tne recommendation when we consider 
closure. We prefer, however, not to change the 
recommendation's wording. 
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AID Snould Recover $360,222 In Local Currency for the
 
Special Account
 

The 1985 PL 480 Title I agreement with the Government of 
Somalia limits deductions from the proceeds of toe food 
auctions to reasonable expenses associated with tne auctions. 
After deductions ta e proceeds are deposited to the special 
account for use in development. USAID/Mogadisnu incorrectly 
included an amount to partially defray tne costs of shipping 
losses - costs not associated with the auctions - when it 
calculated the total allowaole deductions. This occurred 
oecaCse tne Government of Somalia disputed the total amount of 
deductions and USAID/Mogadishu apparently allowed tne deduction 
to resolve the dispute. As a result of tne deduction tne funds 
made availaule for development were reduced 0. $360,222 of 
loca' currency (So. Sns. 14,589,000). Tne audit disclosed tnat 
tne Government of Somalia forwarded a insurance claim for 
$483,348 for the full amount of tne shipping losses to Central 
Gulf Line's underwriters in early 1986 - a fact that 
underscored tne error in allowing the deduction.
 

Reconmendation No. 4 

We recommend tnat tne Director, USAID/Mogadishu collect from 
the Government of Somalia an additional deposit to the special 
account of So. Shs. 14,589,000.
 

Discussion - Under the 1985 Memorandum of Understanding between 
the Government of Somalia and AID, the Government agreed to 
purchase 7P,400 metric tons of food (rice, corn, wheat, flour, 
vegetaole oil). Tne Government further agreed to sell at 
puolic auctions 28,160 metric tons or 40% of the total food 
purcnased. An amount of local currency. equal to tne auctions' 
proceeds, less reasonaole expenses associated with the 
auctions, was to Le deposited to tne special account. 
Reasonanle expenses were set on actual costs and included 
taxes, port clearance, transportation, storage, and auction 
committee expenses. 

The audit disclosed tnat USAID/Mogadishu incorrectly allowed 
snipping losses as an expense - an expense not associated with 
tne auctions - when collecting from the Government of Somalia 
for tne special account. Total auction proceeds were So. Sns. 
511,090,696 . USAID/Mogadisnu allowed a deduction of So. Shs. 
70,804,534 for taxes and So. Sns. 87,403,971 for other 
reasonanle expenses, leaving So. Shs. 352,882,191 for deposit 
in tne special account. Tne amount for deposit was understated 
because the So. Sns. 87,403,971 deduction amount included 
So. Shs. 14,589,000 (one So. Sns. per kilogram of commodity) to 
partially defray the costs of shipping losses.
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Snipping losses occurred during offloading at the Nortnern port
of Beroera when lasn oarges of the Gulf Line's ship, Delia Mar 
collided with one anotner. One oarge sank and seven were
 
damaged as a result of 65 Knots wind-tossed seas. Water damage

occurred to 1,066 metric tons of flour, 479 of rice and 30 of 
wheat. 

The error in allowing this deduction was underscored by the
 
fact that tne Government of Somalia forwarded a claim of
 
$483,348 for the full amount of snipping losses to Central Gulf
 
Line's underwriters in early 1986. As a consequence of the
 
claim, and the allowed deduction from the auction proceeds, the 
Government of Somalia may oenefit twice from the commodity loss. 

The incorrect deduction was prooably made to resolve a large 
difference Detween tLe total deductions claimed by tne 
Government of SonaliA and tne total deduction as calculated oy
USAID/Mogadisnu. Pr-e Government of Somalia claimed a total 
deduction of 37 percent of tne auction proceeds, wnicn was 
So. Shs. 189,103,550 ($4,669,223). The USAID/Mogadishu 
calculation, hoaever, was oased on estimated actual costs. lad 
USAID/Mogadisnu not allowed for the snipping losses, its 
calculation of the total deductions would have been So. Sns. 
143,619,505 ($3,546,160). Tuis was So. Sus. 45,484,045 
($1,123,063) less tnan the claim uy the Government of Somalia. 
Tnus, the deduction of So. Sns. 14,589,000 ($360,222) was 
prooaoiy allowed to relieve the tensions generated oy the large 
difference. 

Tne effect of incorrectly allowing tue deduction was to reduce 
tne local currency generation from tue auction ny So. Shs. 
14,589,000, tue equivalent of $360,222 at an exchange rate of 
So. Sns. 40.5 per toe dollar. Part II of the 1985 agreement 
reqoired tue (overnment of Somalia to use the local currency
generation for various self-n-elp easures. Pnus, development 
funding was curnai[Led o tLe extent of the incorrect deduction 
for snipping losses. 

To ootain addi t ionaL funds for development, USAID/Mogadishu 
should collect an additional deposit to tne special account in 
the amount of twe imnproper deduction. 

Management Comments 

The Mission stated that there was no connection between the So. 
Sns. 14,589,000 auction expense and tne lash oarge com:nodity 
losses in Beroera for anicn the Government of Somalia had made 
an insurance claim. T:is report section, according to the 
Mission, was confusing oecause it was not consistent with 
actual events as rememoered by Mission staff. Tue Mission 
stated tnat the expense was associated with unexpected costs 

- 17 



related to the grounding of the vessel, Sea King. Further, the
 
Mission stated that the expense was agreed upon by tie Mission 
and tie Government of Somalia oefore the auction. Tie Mission 
concluded that tie recommendation was not valid and should be 
excluded from the report since tie Mission had made sure that 
the Government of Somalia only deducted agreed upon auction 
expenses.
 

Office of Inspector General Comments 

An April 28, 1986 letter from the Mission Director to the
 
Minister of Pinance stated that "tne auction costs included an 
amount to nelp defray tile losses of uninsured commodities." 
The lasn oarge collisions cdused tie only 1985 commodities 
losses. Hence, we concluded the deduction was related to tnat 
event. The Sea King costs referred to oy the Mission did not 
involve commodity losses. During tie audit, Mission staff were 
unaole to provide any additional documentation on the 
deduction, including any pre-auction agreement. 

In any event, tie Memorandum of Uiiderstanding limits deductions 
to reasonaoIe expenses associated with the auctions, but both 
events, the Sea King grounding and the lasn oarge losses, were 
not associated wi t the auctions. In tile aosence of 
documentary evidence estaolisning otner facts, we continue to 
make tue recommendation. 
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B. Compliance and Internal Controls
 

As discussed in finding No. 4 of the report, USAID/Mogadishu
did not comply with the requirement in the 1985 Memorandum of 
Understanding to limit deduction from the auctions' proceeds to
tie costs associated witn the auctions. Otner than the 
conditions stated aoove, nothing came to the auditors'
 
attention that would indicate untested items were not in
 
compliance witn applicaole laws and regulations. 

During tuiis audit the staff of RIG/A/N 4as maKing another audit 
covering tile accountanility for and tie programmioig of the 
local currency proceeds generated from the PL 480 program. To 
avoid duplication of effort this audit focussed on results and 
limited compliance testing to tne item discussed in finding 1o. 
4. Witn respect to internal controls, witnin tne scope of this 
audit notuing ca ne to tie auditors' attention that would 
indicate any significant weakness. 
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C. Other Pertinent Matters
 

The U.S. General Accounting Office in a March 1986 report
pointed out three areas requiring improvement that were not 
previously addressed in this report: (1) USAID/Mogadishu 
monitoring of PL 480 food arrivals, storage and disposition, 
(2) questionaole storage conditions for U.S.-provided food, and
 
(3) tne sale of Title I commodities to puolic institutions at 
nighly suosidized prices.
 

Ine audit disclosed that USAID/Mogadishu monitoring in 1985 and 
1986 was good and evidently greatly improved over the 1983 
1984 monitoring tnat concerned the U.S. General Accounting 
Dffice. ne Mission Director or Food for P~eace Officers 
regularly Lttended various donor coordinating sessions. and 
joserved snip arrivals, offloading, storage, and di-,trioution 
Dr auction of Title I commodities. In addition USAID/Mogadishu 
iired two food monitors in 1985 and 1986 during the ousy 
periods of August through Novemoer. Tne Food for Peace Office 
files contained docamentation on nany actions taken or proposed 
as a result of tihe monitoring activity. 

Phe cjuestionaole storage conditions ouserved earlier oy tne 
J.S. General Accounting Office were observed oy RIG/A/N also. 
RIG/A/N found oags oroken and stacked so poorly tnat a count 
Vas pronioited. The warenouses were oadly in need of 
:ehabilitat ion. 

rne Food and Agriculture Organization (FAO) of the United
 
4ations addressed tnese matters in an August 1986 report that 
-ecoinmended that the Government of Somalia ask donors to help 
qitn an estimation of warenouse renaoilitation needs. The 
-eport also called for greater empnasis on warehouse management 
?ractices, including stock mnanage ment, inventory control,
:ecord keeping, and pest nanagement. The FAO Mission 
:ecomrmended tnat a warenouse operations specialist i)e nired to 
ievelop and introduce improved warehouse management 
)rocedures. de also recommend tnis undertaking if funIing can 
)e arranged. 

Pne practice of selling Title I commodities to public 
.nstitutions at nignly suosidized prices had oeen largely 
orrected. Sales were Deing aade at tne equivalent of tne U.S. 
lelivered prices, and A regular program of moving the official 
,xcnange rate up to the market rate nad largely ended the 
;uosidized aspect of tne sales. 
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AUDIT OF THE P.L. 480 TITLE I PROGRAM
 
IN SOMALIA
 

PART III - EXHIBITS AND APPENDICES
 



EXHIBIT 1 

SOMALIA' S FOODGRAIN REQUIREMENTS
 
AND AVAILABILITIES
 

1980 - 1985
 
(METRIC TONS)
 

1980 1981 1982 1983 1984 1985 

AVAILABILITIES 431,300 650,300 583,000 626,000 719,300 756,500 

?EQUIREMENTS 511,300 525,700 540,900 558,300 587,800 606,400 

(DEFICIT)/SUiPLUS (30,000) 124,600 42,100 67,700 131,500 150,100 

Source: Food and Agricultural Organization's Report of Food Security Review
 
Mission to Somalia, dated August 1986. 

I 



EXHIBIT 2
 

PL 480 TITLE I DELIVERIES TO SOMALIA
 
1978 - 1986 

(METRIC TONS) 

1978 1979 1980
 

RICE 5,000 10,000 12,800
 
VEGETABLE OIL 2,750 5,300 7,400 
CORN - - 20,000 
WHEAT/WHEAT FLOUR 25,000 17,700 18,900 

TOTALS 32,750 33,000 59-100 

VALUE($MILLIONS) 7.0 10.7 17.7
 

1981 1982 1983
 

RICE 9,400 22,141 18,261
 
VEGETABLE OIL 4,400 6,240 9,446
 
CORN 14,500 - -


WHEAT - 4,975 5,089
 
WHEAT FLOUR 15,500 13,714 12,994
 

TOTALS 43,800 47,070 45,790
 

VALUE ($MILLIONS) 15.0 14.5 15.0
 

1984 1985 1986
 

RICE 18,775 16,806 24,728
 
VEGETABLE OIL 5,816 8,565 13,928
 
CORN - 13,118 -


WHEAT 5,882 11,777 9,652
 
WHEAT FLOUR 16,900 14,538 16,936
 

TOTALS 47,373 __ 64804 65244
 

VALUE ($ MILLIONS) 16.0 20.0 20.01/
 

I/ Includes $4.1 million ocean freight.
 

Source: Food For Peace Office files, USAID/Mogadishu
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SUiJECT: MISSION KSPONSE 
P ..PAlS IN SOM.ALIA 

TO DRAFT AUDIT OF PL 4!S 

REF: DRAFT AUDIT OF Pi, 4Se£ PROGRAMS IN SOMALIA 

I. USE CF PL 4S AND IrPACT OF DELIVERIES ON DO;',ESTIC 
-------------------------------------------------------

(RECOM2NLAICNS NOS. 1 AND 2) 

. 

A. A ,"AJOR CONCLUSION OF THE AUDIT IS iAT T". DOLS ,:2. 
MILLICN PL 48e FRC3RAM V"AS WASTEFUL, INIFFZCTIVEIY 
SUPPLEMENTED FOOD SUPPLY, AND DISCOURAGED LOCAL,
PRODUCTION. THIS FINDING IS PRIMARILY .BASED ON ?'H 
CONCLUSION TEAT USAID/MOSADISEU PRACTICED POO PLANNIN O,
ALLOW-ED DKLIVFRI_;S TO ARRIVH DURINl TE HA.VEST SEASON, 
AND WAS UNYILLING TO REDUCE TH: TITLE I ?ROGRAM. T'F 
PRIMARY FVIDEkC7 CITED FOR ThIS CONCLUSION IS THAT PL 
4EO COMMODITIES ARRIVED DURING THE EARVESr SEASON, O0RDN 
PRICES IN l 8c5 rECLINEC SIGNIFICANTLY FRO i' JUNE TO 
SLPTEMBER, AND THE TACT THAT OF THE 13,0(16 .i;TRIC PONS 
CF CORN ANr 7,73? METRIC TONS OF SOFT WHEAT IMPORVFD 
UNDER FY 1985 TITLE I, A TOTAL OF 7,307 METRIC TCNS OF 
CORN AND 2,727 M*ETPIC TONS OF SOFT WHEAT RE'AINHD it' 
WAREHOUSES UNSOLD AS OF NOVSMBER 1986. USAID DOES NOT 
DISPUTE TE.SE FACTS, !UT 'E QUJSr ION *WiTHLR ]ED fACTS 
LEAD rO TE CONCLUSION. 
B. AS DISCUSSED IN THIF LRAFT AUDIT REPORT (PA.,.- 12),
THE MISSION'S A.ND GSDR'S ASSESSME"T IN DEC1M.BlR 1364 AND 
JANUARY 1.rt WAS TEAT MORY THAN HALF OF EE CORN CROP 
WOULD BE LOST AS A RESULT OF DROUG'HT, LAC:. Of FUE! fO? 
IRRIGATION PUMPS, ETC. THE ASSESSMENT WAS BASED OJ "Pi 
LATEST AVAILABL_ DATA AT THE TIME. AS THE AUPIT PYPORT 
CORRECTLY POINTS OUT, ACCURATE AND TIMELY DATA ARE NOI 
AVAILABLE IN SOVALIA; T'HIS IS A SERIOUS PROBLEM THP'.I' 
PLAGUES ALL PLANNING EFFO.TS. BASED ON TEIS ASSISSMH'NT 
AND THE PERCEPTION TEAT THFRE WOULD BE A S]V3RE
SEOF.TFALL OF CORN, TE1 MISSION WENT AElAD W'IPE ITS TY 
1C25 TITLE I PROGRAM. Ar TEE TIME, THI MISSIOt; ELI:, VFD 
ThAT THE IMPORTATION O CORN WOULD NOT DISCOURAGE 
DOMESTIC PRODUCTION. 

C. IN DETERMINING TEE MIX OF FOOD IN THE PROGRAM, 
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APPENDIX 1 

I\ & ,' "$ C I c . , Page 3 of 6s '"OF T2 I' CN . R CE$ LE-., U 
SIPIE;,Q ?,i 1'S35 IS At-, ANNUAL OCCURANCE; II 'AS A
SI NIFICA;:7 RC;F cSIVEN "E bMUPEp. CROP. ThE So'ALL 
AMOUNI OF F- 4E 0ORN S'NTZRI Q THE AP:;-T FAD A tI\C" 
IMPACT ON T. PRIC. ,O. FURTFERMORE, T'EE PL 4c-12 . 

T K AF,Y.A L I ... . N CC:F.,' POR T:F'.E 12; 3 .F Ot ! (.N' "IL' -

JULY) '1.AS $:IGHiP TAN, .iF 1,9 GU SEASO, , IN .CDI"I3',
 
T}:wR. SS A RIC,,. OR , AFV3 ST IN 1 -5
 

F. THE FACT THAT ADC HAD NOT DISTRIBUPtD ROU3HLY 3O4U
 
T.IRD C "IFE S0'] WF -AT BY NOVEMBER 1^$6 FAS LITTLEF
 
BEARING ON TH? CONCLUJSION PEAT THE TITLY. I PRO'jRA1

DISCOURAGED PRC TUCTION. 
 sOPr WHEAT IS NOT POIUCE!. IN 
SOMALIA ANT TfidRL IS LITTLE HARD EVIDNCE TEAT SOF4I 
WHEA'I IS SULSrITUTEP .OR OTHER GRAINS IN THE SOtIAEIA 
LI17
 
G. Ti'_ t ISSION AG.EFS TAT ITS ASSESSI"PNT IN LDF-CL'BnnY' 
19£4 AND JANUARY 1965 TURNED OUT ro B INACCURATE, B'JT
OUES.IONS AFETHER IT IS PAIR TO REPORT TEAT TEE MISSIOK 
PRACTICED QUOTE POOR PLANNING UNQUJOTZ. THY MISSION 
LEAIi ND FROM Ia-I FY 19:5 FXPERIFNCE AND DID NOT INCLJDE 
ANY CORN IN THE FY 925 RQUEST. FUETiEhMORE, THY 
19S6 P1 48 PROGRAM WAS DOLS 4 iAILLION Lo:SS THAN TPL Y 
1965 FL 42Z PROGRAM. THIS PACT DOES NOT SUPPOr Ti:
 
DRAFT AUDIT REPORT CONCI.USION THAT USAID/MOGADISFU tAS 
UNklLLING TO RLDUCP PEE' rIPLF I PROGRAM. ADDITIONAILY,
'I WAS TKY MIX O COM'OrITIES MORE THAN THE TOTAL 

QUANT]IY THAT RYSULTE IN EXCESS COMMOLITITS BEING 
STORED IN ','ART.EOUSES A YEAR AFTER raiLY ARRIVED. P.3 E 
PROBLEMS iNCOUNTE.D 4,ITF. THE DISTRIBUTION OF COHN AN 
SOFT ',HFEAT WFhf NOT EXPERIENCEP WIrd OTHER COMMOPlTIPS 
SUCH AS VIGOIL.
 

H. WHIL. I]HE MISSION 'UESTIONSTPE AP3IMENTS SUPPO:"IN"' 
RiCOM-ENDAPION NOS. 1 AND 2, THE RECOMME.NDArIONS 
T.FEMSELVES ARE CLEARLY STATED AND wOmTEY OF SERICUS 
CONSIDERATION FOR IMPLFMENTATION IN FUTUR " FL 48 lL 
I PROGRAMS. HO!.VER, EXPERIENCE IN SOMALIA INDICAPES 
TEA'! I' IS EXT.E-E,VLY LIFICULT, IF NOT IMPOSSIPLE, T 
ENSURE THAT PL 4E8 COhMODI'IES ARRIV-' ibFORE IF AUJ S 
- SiPTEMBEr HARVEST. IT IS iXUC3 EASIER PO DELAY Sl',I ' ' 

THE Aa'ErZFhNT SO TIAT TEE CO MODITIE!S ARE LOADFD IN T. 
U.S. VrRY LATI IN TlE FISCAL YEAR (SEPIEMBER) A'ID T'.nUS 
DO NCI PEACE CONSUL2'.S IN SCMALIA UNTIL THi; DEH SEASCN 
PRE1-HARVFST PERIOD (]ECEMBR - JANUARY). 

I. MISSION SUGGESTIONS: 

1. THAT FIG/A/N CONSIDER REVISING OR QUALIFYING 
SECTIONS OY TEE AUDIT REPORT 
(PP. 1, 5, ) WHICH STARE 
FXPLICIrLY THAI' PHF PL I8B PROGRAM QUOr! DISCOURAGED 
LOCAL PRODUCTION. UNQUOTE 

2. THAT RIG/A/N CONSIDER REVISING OR QUALIFYIN, SECTO'',S 
OF THE AUDIT REPORT (PP. I, 5, , WHICH STATE5 ) 
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. , I10t-or F c. r ".. . 

( CO0M TTIONA O. 3) 

A. TE DEAFT AUDIT E;PORT INDICAITS T.AT TF? RFSCLLT . "" 
PAST AUCTIONS HAVY Br.N PISAPPOINTIN, A.'D TFAT
 
GOVERNMENT INTFPVENTIO" COULD LEAT T r V"NPUM.
0£MISSION ,'.L,' COLLAPSE CY Th "AUCTIQN PE CCSS. 

AGRLES WIE THESE AUDI' FINDINGS, DESPII'Z VYRY
 
CONSI DERALLL MISSION E]FFORT (OVER T"LV7 ?RS~ N ,'U'KS)

TO ,,Ai. TFE. 198F .tOO- AUCIION A SUC'ESS. T.F AUCTION; 
APPROACE 10 DISRI13JTIN3 PL 460 C01,,orIVIES TO 
PRIVAIE SECTOR IS A VtEY OOr CONCEP T AND ''
 
ENCOURAGID EY TE E .RSUirSOF TE: 165 1OOD AUCTIO,.

EOWEVER, 2H_, MISSION RGRETrS 
.rAT 12 ,AS NO -UCSSUT,
 
IN PRACTICF 7EIS YEAF.
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A PLRATIO,,O,0 _ PROCEDUR S ,FTER iIS AiE.l:CTIOIN
".Sn 
 r.\ c -r,:,
INVI.';:)", Qu.' P- -.AcrICALI rY OFQCS:I C F 

SRLCOMM!DArIO , "7, (LCLUSIOC OF IRNC FROi. RNDLIN. 
COhOrITIIS. 'DSTI-D FOR THI kUCfION). ASSL'MI1C P'.P 

ECUK'FUL 	 WOUL; ' Ti:..r IT;r;SDR I.,R T0r fAV" I :A 
;I R I S CDS CTOR EV"T* s -N 1TL 4' ;1"rIr11IS DPI' K "
 

YCR TKF A CL.I'-!N kE SEV L RE i'EBEB EFr ...
 
COf'.MODIPIEI5 AR? C Ii,'ZD EY rPK GSDR A!.,D iUl PT PAIl; iO.
 
BY TEEM USING THEIR 0,N SCARIC- FORFIGN EXCFANg-. 

C. MISSIOV -SUGGESTIOi: 

T''AT RIG/A/N CONSIDER REVISING P.FCONMENrATION 3B SC "E.T 
IT STATES TKAT TEL MISSION SHOULD "iAii VEY EFFORT TO 
EXCLULY ENC FRO;" .ANDLIN.,COMVIODIrIFS LFSTI.1 Fl TR:;; 
AUCTICN.
 
III. R!COVrRYY O? SOSH 14,569,tOZ FOR PL 482 ACCOUNT 

(RECOMMIEN1lATION NO. 4) 

A. grHE DRAFT AUDIT REPORT INDICATre TIAT IN 185 T.' 
VISSION INCOR. ECTLY ALLOWED AN AUCTION YXPEASE DEDUcTIO:N 
CF ONIF SCSF PER ?ILCGRAM OF FOOD SOLD Al TH OCTION.I 

IT ALSO INDICATES THAT THE DEDUCTION WAS ASSOCIATED ''ITV

SEIPPING LOSES WHICH OCCUPREE 
DURING OFFLCADI'G IN
 
-ERLERA WEEN LASE BARGIS OF THE GULF LINE'S SHIP DELTA 
MAR COLLIDED WITH ONY ANOPHI.R. THE DRAFT AUDIT RLPORL 
IUPTHZiF STATIS TFAT THIS DEDUCTION iAS PROBABLY ALLOVLElBY PRE MISSIO,; TO RFSOLVF A LARGE DIFFERENCE BETWE T?. 
TOTAL DEDLC'IONS CLAIMED BY TIF GSDR (37 PERCEN. Or 
AUCTI01 ?RZCFES) AND TFF TOTAL DEDUCTIONS AS CALCULA..TD 
BY THE MISSION• 

. ~THIS sECTION OF PEE DRAFT AUDIT REPORT IS CO'JFUzIN3 
TO THE MISSION ANP 
DOES NOT APPEAR TO BE CONSISTENT WiTE 
ACTUAL EVElNTS AS REMMIEERED EY MISSION STAFF. THE tDDiD 
HXPENS 01 ONE SCSF PER 0,LOGRAM Of FOOD SOLD AT AUCTION 
(SOSE 14,5,rC9,0) ''AS A3REED UPON THE MISSION AND ;SDr?
BEFORE PH-- AUCIO.J AND WAS ASSOCIATED 'Irff UNi.XP'C!ED 
SHIPPING COSIS Z.ELA'IID TO GROUNDING O THE SEA %IN' 
DESTINED bOR MOGADISHU. TERFE WAS NO CONNFCrION B ]"'t'
TEE SOSE 14,5EP,ki AUCTION EXPENSE AN- THE LASH BARGE 
LOSSES IN IERBERA. AS THE DRAFT AUDIT INDICATES, TH.
 
GSDR'S CLAIM OF DOLS 433,347.70 TO THE CENTRAL GULF
 
LINE'S UNDBE1RITERS 9AS FOR LASE BARGE LOSSES IN
 
BER.ERA. FURTHERMORE, THE ONE SOSH PER KILOGRAM EXPENSE
 
WAS AGREED UPON BEFORE THE AUCTION, WHILE THE
 
DISAGREEMENT BETWEEN THE GSDR'S CLAIM FOR 37 PERCENT
 
DEDUCTION OF AUCTION PROCEEDS AND TYE MISSIONS
 

, 	 CALCULATED IEDUCTIONS OCCURRED AFTER PEI FOOD AUC'0NS.
 
THIS rISAGEFEMENT LASTE'D ONLY ABOUT THR'IE DAYS AND 'VAS
 
RESOLVED ',.HFN 
THE GSDR AGREED 70 USE THE CALCULArION OF
 
ACTUAL AUCTION EXPENSES JOINTLY DETERMINED !Y TH.- 3LR
 
AND USAID PRIOR TO THE AUCTIONS.
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APPENDIX 2
 

List of Report Recommendations
 

Page
 

Recommendation No. 1
 

We recommend that the Direccor, USAID/Mogadishu:
 

a. reduce tre annual Title I program oy at 
half ($10 million), and 

least 

o. review tre adejuacy of the analysis supporting 
future proposed commodities to verify that those 
selected will provide the minimum disincentive 
to local food production. 

4 

Recommendation No. 2
 

We recommend tnat the Director, USAID/Mogadishu, in
 
coordination with tne Assistant Administrator, Bureau 

for Food and Voluntary Assistance and appropriate
 
elements of tne U.S. Department of Agriculture, take
 
steps to:
 

a. 	 obtain early completion of the Title I
 
agreement, or otherwise complete arrangements
 
to ensure commodities arrive during pre-harvest
 
periods, and
 

o. 	 facilitate the Government of Somalia opening
 

letters of credit in a timely manner.
 

Recommendation No. 3 

We recommend that the Director USAID/Mogadishu include 13
 
in future agreements witn the Government of Somalia: 

a. 	 a clause excluding the government marketing
 
corporation (Ente Nationale per il Commercio)
 
from handling commodities destined for auction,
 

b. 	 a clause stating tnat auction procedures
 
cannot oe altered after bids are invited.
 

Recommendation No. 4
 

We recommend that the Director, USAID/Mogadishu
 
collect from tne Government of Somalia an additional 

deposit to the special account of So. Shs. 14,589,000.
 

9 
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APPENDIX 3
 

List of Report Recipients
 

No. of Copies
 

Mission Director, USAID/Somalia 5
 
AA/AFR 2
 
REDSO/ESA 2
 
AFR/EA 1
 
AFR/EA/KS 1
 
AA/FVA 1
 
FVA/FFP 1
 
AA/M 2
 
LEG 1
 
GC 1
 
AA/XA 1
 
XA/PR 1
 
M/SER/MO 1
 
M/SER/EOMS 1
 
M/SER/CM/SD/SS 1 
M/FM/ASD 2
 
PPC/CDIE 3
 
SAA/S&T 1
 
IG 1
 
DIG 1
 
IG/PPO 2
 
AIG/LC 1
 
IG/II 1
 
IG/EMS/C&R 12
 
IG/PSA 1
 
RIG/A/C 1
 
RIG/A/D 1
 
RIG/A/S 1
 
RIG/A/M 1
 
RIG/A/T 1
 
RIG/A/W 1
 
RIG/II/N 1
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