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MEMRANDUM
 

FOR : 	Director,,SAID/Jamaica, Willin Joslin
 

FROM : 	RIG/A/T, CoinagtN.Gothard, Jr.
 

SUBJECT: 	 Audit of USAID/Jamaica's Agro-Industrial Development Project
 
(532-0081), Audit Report No. 1-532-87-25
 

This report presents the results of audit of USAID/Jamaica's 
Agro-Industrial Development Project. Please advise us within 30 days of 
any additional information relating to actions planned or taken to 
implement the recommendations. We appreciate the cooperation and 
courtesy extended our staff during the audit. 

Backg round
 

a
In September 1982 USAID/Jamaica and the roverninent of Jamaica signed 
$4,200,000 loan agreement to strengthen Jamaica's agribusiness industry.
 
Subsequent amendments to the agreement increased total AID funding to
 
$9,489,000 and split the project into two components.
 

Component I, funded at $4,870,000, established an Agro-Industrial
 
Development Fund in the Government of Jamaica's Agricultural Credit
 
Bank. That amount, suplemented with Government of Jamaica counterpart
 
funds of $8,460,000, was to extend credit through commercial banks to
 
eligible agro-industrial borrowers. The loan recipients were to use AID
 

funds to import capital goods, equipment and spare parts, while Jamaican
 
counterpart funds were for construction and domestic raw materials
 
5nventories. 

Component 	 II, funded at $4,619,000, was to provide funding for strategic 
planning, 	 promotional activities, and pre-feasibility studies intended to 
accelerate investment by large private sector agribusinesses, both
 

foreign and domestic. This component was to be supplemented with
 

Government of Jamaica counterpart funds totaling $1,907,800. "Agro 21,"
 

a Government of Jamaica agency for revitalizing Jamaica's agricultural
 
sector, wAs the primary implementing agency for Component II.
 

A major objective of the project was to increase production of
 
non-traditional crops for export. The project's 'revised planned
 
completion date was September 30, 1987.
 



Audit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Tegucigalpa, 
Honduras, performed a limited program results audit of USAID/Jamaica's 
Agro-Industrial Development Project to determine if the project was 
accomplishing planned objectives and if AID funds were spent for approved 
project activities. The audit was made during October and November 1986 
and covered disbursements of AID funds totaling about $3,384,900 as of 
September 30, 1986. The audit covered activities from September 1982 
through October 1986.
 

To accomplish the audit objectives the auditors examined project records 
and interviewed individuals at USAID/Jamaica, the Agricultural Credit 
Bank, "Agro 21," three commercial banks and four agro-industrial 
borrowers. The scope of audit was limited because: (i) it was apparent 
early in the audit that the project was not accomplishing its objectives, 
but IISAID/Jamaica was aware of this situation and had already decided 
that project funds would be reprogrammed, and (ii) deficiencies in 
Component II noted during the audit survey would be covered in detail by 
a non-federal 
evaluation of i
by the audit. 
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Results of Audit 

The Agro-Industrial Development Project had not achieved its planned 
objectives of providing foreign exchange loans and attracting significant 
foreign investment in agro-industrial projects. Also, a lack of adequate 
records precluded a determination whether AID funds were always used for 
approved project purposes. 

USAID/Jamaica had made revisions to the original September 1982 project 
agreement in order to streamline the project and to make it easier for 
potential borrowers to obtain loans. The Mission had also deobligated
 
and reprogrammed a total of $3,630,000 in order to make better use of 
available funds.
 

Despite these efforts, the lack of demand for foreign exchange loans and 
obscure project objectives had rendered the project largely ineffective 
in providing foreign exchange loans and attracting foreign investments in 
agro-industrial projects. Therefore, this report recommends deobligating 
and reprogramming a substantial portion of project funds and establishing 
precise objectives for the remainder of the project. 

1. Component I Loan Funds Remained Unused - As of September 30, 1986 
only $1.86 million of the Agro-Industrial Development Fund had been 
committed. Initially, $S million had been obligated for this activity. 
However, this amount was subsequently reduced to $3.5 million because of 
limited demand during the first three years. With nine months remaining 
in the project's life it is unlikely that the remaining $1.64 million 
will be effectively placed. A combination of low demand, restrictions 
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and delays on use of the funds, and alternative sources of foreign
exchange led to slow use of the funds. Therefore $1,640,000 remained 
unused and plans to reprogram the excess funds had been prepared.
 

Discussion - The original September 1982 project agreement anticipated 
that $5,000,000 in AID loan funds would have been loaned to
 
agro-industrial businesses by September 30, 1985 for offshore procurement 
of equipment and supplies. This was later revised to $3,500,000. 
However, as of September 30, 1986, only $1,860,000 in AID funds had been 
committed for lending to 13 borrowers and, of that amount, only $838,000 
had 	been disbursed to 5 borrowers.
 

Project participants gave the following reasons for the limited project 
loan demand: 

Officials at the commercial banks stated tLat some potential
borrowers considered the program too restrictive in items that could 
be procured with the AID dollars. For example, potential borrowers 
often wanted to buy used equipment, a process that would lengthen
loan processing time because of waivers and approvals reqtired to 
purchase used equipment. 

--	 Long delays were experienced in processing loan applications. 

--	 General economic conditions in Jamaica did not encourage extensive 
investments in high-cost plants and equipment, especially in 
agro-industrial enterprises which were considered high-risk ventures. 

--	 Since March 1984, foreign exchange dollars have become more readily
available through normal Jamaican channels as a result of a weekly 
auction whereby entrepreneurs can bid for and buy U.S. dollars. 

As e result, nearly $1,640,CO) in AID obligations had been unrequired for 
about four years and lay iuPo. With better planning earlier in the 
project, they might have been more effectively used for other purposes.
These funds need to be deobligated and/or reprcgrammed for other projects.
USAID/Jamaica advised the auditors at the beginning of the audit of the 
slow use of AID funds under Component I and that the Mission hL-d already
taken steps to reduce the amount obligated for all activities under 
Component I by $3,630,000, including $1,500,000 from the Agro-Industrial
Development Fund. The Mission had also taken steps to further deobligate
funds from this Component and reprogram them elsewhere. 

Recommentlation No. 1 

We 	 recommend that USAID/Jamaica deobligate and reprogram all unrequired
AID resources tinder Component I of the Agro-Industrial Development

Project. 
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USAID/Jamaica concurred with the recommendation and has initiated a 
funds its Crop

two-phased deobligation to transfer all excess to 

Project (532-0123). USAID/Jamaica's
Diversification and Irrigation 


comments ace included as Appendix 1.
 

considers the recommendation
The Office of the Inspector General 

phase of

resolved. It will be closed when excess funds under the 	 second 

the deobligations are transferred to another activity.
 

2. 	 Compor nt II Could Not Be Evaluated Against Formalized Goals - The
 
to assess. The
 

progress o Component II under the project was difficult 
paper were not included in the Project

original o,)als of the project 
semiannual Mission reviews, but 

Agreement. They had been revised duriig 
had not been formalized in either amendments to the Project Agreement or 

Nor were there clear interim
Project Implementation letters (PILs). 

a projectextension of the completion date. As result,targets despite 
measured against goals in the evaluationnotaccomplishments could be 

clear that progressrequired by the project agreement. However, it was 

had been slow, given that $2,500,000 remained uncommitted as of September 

30, l V'6. 

30, 1982 project agreement under Article 6.
Discussion - The September 
Special Covenants required that: 

T.iu Parties agree to establish an evaluation program as
 
as the Parties otherwise agree
part of the project. Except 

will include, during the
ii, writing, the program 

the and 	 more pointsim:lementation of Project at one or 
of progress toward attaircient ofthereafter: (a) evaluation 

1b) identification and
t iu objectives of the Project; 
of problem areas or constraints which mayevaluation 

inhibit such attainment; (c) assessment of how such 
overcome such problems; andinformation may be used to help 

(d) ejaluation, to the degree feasible, of the overall
 

development impact of the project.
 

By implicaLion the above requirement for evaluations, whic), had not been 

the project have definitive, established targets
done, implied that 
against which to evaluate progress. 

of July 1983 which ectablished Component II
The amended project paper 
stated that: i) about 20 commodities and subsectors would be analyzed, 

would be made to foreign companies, and (iii) 160
(ii) 320 presentations 

by September 30, 1985. With these
pre-feasibility studies would be made 

31 new investments in
accomplishnents underway, it was expected that 

in Jamaica by both foreign and domestic
agribusinesses would be made 

to July 1983 the targets
investors by that time. However, subsequent 
gradually and intormally appear to have diminished both in kind and in 

status reports cited revised and 
quantity. Subsequent Mission semiannual 

outputs until, as of September 30, 1986 (by' which time the 
redefined 

project's completion (late had been extended to September 30, 1987), the 
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targeted oiitputs were stated as: (i) 15 subsector profiles, (ii) 12 
targeted studies, and (iii) 10 pre-feasibility studies underway 
(underscor.ng added). However these specific targets were not 
incorporated into the project agreement or formalized in PILs. 

Causes fo the ambiguity of the project's planned outputs were unclear. 
We were a. vised by Mission officials that the originally targeted outputs 
stated in che July 1983 project paper were too optimistic.
 

Although ) oject goals were reduced and completion time was almost 
doubled, interim goals were never established or revised. Without these 
benchnarks it was very difficult to evaluate the project's progress. 
lloweve.-, Ly, almost any measurement, the project's accomplishments under 
Component 11 as of November 1986 were minimal. Over three years cf 
effort .1 AID disbursements of $1,572,600 resulted in one new investment 
projecL r.ported by the Jamaica National Investment Promotion office.* 

As of September 30, 1986 reported accomplishments included: (i) 10 
subsec r profiles, (ii) 10 targeted studies, and (iii) 3 pre-feasibility 
studies irlerway. Approximately $2,500,000 remained uncommitted under 
Component II of the project which should be obligated for other uses. 

Recomnerklation No. 2 

We recwnieikd that USAI1)/Jamaica establish clear, definitive project 
objectives under Component II of the Agro-Industrial Developnient Project 
that .an be realistically achieved by the September 30, 1987 project 
completion date, and deobligate any AID funds not required to achieve 
those ")cctives. 

clearUSAID/Jamaica has reported that steps have been taken to establish 
and defiiitive objectives for Component II. Measures also have been 
taken ) identify and deobligate project funds not required in the 
development of those objectives. 

The (CL e of the Inspector General considers the recommendation 
resolheu. It will be closed when definitive activities that can b 

executed by the Project Completion Date are chosen and residual funds 
deobl igbted.
 

The agency responsible for seeking and bringing new foreign 

investment into Jamaica. 

http:underscor.ng
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USAI D/Jamaica
 
Response to the Re lional Inspector General
 

Draft Report
 
on the 

Agro-Industrial Development Project
 
(532-0081)
 

This memorandum provides USAID's response to recommendations 1, 2 
and 3 of the subject draft audit report. 

Recommendation No. 1
 

"We recommend that USAID/Jamaica deobligate and reprogram all
 
unrpquired AID resources under Component I of'the Agro-Industrial
 

"
 Development Project.
 

Response
 

USAID concurs with the draft audit report recommendation No. 1 and
 
the discussion that accompanies it.
 

Cwp;nont I of the Aqro-Industrial Development Project has not 
di ,thrsed funds to f inance aqro-industt ial projects as envisioned 
in Project desiqrl. USAII, th.refore, has initiated a two-phased 
deobliqation to transfer all excess funds to the Crop
Divorsification and Irriqation Project (532-0121). The first 
Dhase involves US$1,300,000 of unproqrammed Project funds anl is 
out ined in Project Implementation Letter (PIl) No. 83 (see 
attached), dated February 26, 1987. The calculation of the amount 
a,\,:.'able results from a decision to approve no new ACS loans, and 
careful proqrar ,ninq of remaining Component-]] activities to be 
ir,pI ,imnrt PI by Ag ro 2. The seocond phase will consist of any
rnid.jal funds reinaining in the Project at the Project As;sistance 
Comip ltion Pate (PACD). 

*, Crop Iiv,,rsificat ion and 1rriqation Improvement Project has 
n,-edof thr a,'lditionil funds for programmed activities. 
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1<rPommpndation No. 
2
 

"We 
recommend that USAID/Jamaica establish clear, definitive
project objectives under Component i 
of the Agro-Industrial
Devs:lopment Project that 
can be realistically achieved by the
Sppt-mher 30, 
1987 project completion date and deobligate any AID
fundF not required 
to achieve those objectives."
 

P,! ; p nse 

USAID has taken steps to establish clear and definitive objectives
for Component IT of the Agro-Tndustrial Development Project.
Particular attention was devoted to the 
identification of
realistLc objectives given a PACD of September 30, 
1987. Measures
also have been taken to 
identify and deobligate Project funds not
rer*uired 
in the development of those objectives.
 

The revised Amplified Project. Description specifically 3tates that
the Project will, among other activities, develop withir, the
,amaican public agricultural sector the capacity to identify and
promote in cooperation with private sector 
investors, both
domestic and 
foreiqn, the pioduction, mark etinq and export,of
diversified and high value agricultural commodities for the
purpose of increasinq foreign exchange earnings and 
reducinq the
country's food import hill.
 

In keepinq with the revised goal statement, measures have been
taken to 
identify definitive Project activities that 
can be
Pxecuted by the PACD and to deobligate the residual 
funds.
Through PIL No. 84, 
dated February 26, 1987 
(see attached), USAIDa total of US$319,000 in Project funds to financ(technical aF;sistapcr., operational support, studien,*:itivities to be completed by the 
and training

PAC). [ISAID's objectives for
Component I] of the Aqro-Industriai Development Project 
in the
time remaininq before the PACD are to enhance Aqro 21's capacityto conduct indepth analytical studies and provide support to
invest.ars undertaking aqro-industria] ventures. 
 Specific
analytical 
and support activities include a European market searchfor ,1araican procesed foods, computer ized model; opt imi zinqproduct themix between fertilized pasture and grain for dairy cattilin .am-ica, qoat farminq and aquaculture manuals, hiqh resolution
a,..iu ia I p'hoto-Iraphs of areas targeted for diversif ied agjr icul ture,.r"''e'ifi ent i ens for an alouacul t:u e pro ject, 
and feed trial at
V'ii ioil:; Lock ino levls for targeted fish specier, appl icable for
.,o!rnTiv,-2ial product ion. 

T*,trmcentr! m1,,de in the discuts,ion accompanyinq the, draft auditrr.:,,rt '; ,.tc)rnd recommendation may hav? unde rest ima ted 
thp numbert,. vailui, of now inv +.tmentr in aqriculture resulting froin Project
r, I a t , pr oq r am ;. 
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''he Jamaica National Investment Promotion .constrained (JNIP) ha beento some degree in its achievement
th',. of Project ,ioalsslow rate at bywhich sib-sector strategic profilesdclivered wereto it for use. in its investment promotion prooram.TflosrC and other delays notwithtanding, JNIP did-i ribusirne-. opportunity brochures 

pu,]hish 1(
complete with cost
fiaoires and returnan3 made more than 320 presentations

international agribusiness 
to both local and

investors. 
 In the period from July
1981 to November 1986, JNIP reports that
tart-up of it has assisted with the143 aqribusiness projects developed by foreign, local
and joint venture investors. 
 JNIP estimates that
cost. of the capital
the projects 
total the equivalent of 
US$92,827,636
McLarty-IRochester (se
correspondence of 3/17/b). 
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APPENDIX B
 

REPORT DISTRIBItION 

No. of Copies
 

Director, USAID/Jamaica 5 
AA/LAC 2 
LAC/CAR/J I 
IAC/DR 1 
IAC/DP I
 
IAC/PS 1 
LAC/cONT l
 
IAC/GC 1 
LAC/RLAs 1
 
AA/ E 1 
PRE/PR 1 
PRE/PD 1 
PWE/I 1 
AA/ 2 
GC I 
LEG 1 
M/F1/ASD 3 
PPC/CI)IFI. 3 
AA/XA 2 
XA/PR 1 
GAO (Panama) I 
IG I 
AIG/A I 
IG/PPO 2 
IG/I: 1 
[(;/I'NS/C&R 12 
Ici[ I I 
RIG/II/'r 
Other RIG/As l 
IG/PSA 1 


