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This report presents the results of audit of USAID/llonduras' Management

System for Flagging Troubled Projects. A program results audit madewas 

to determine if the Mission detected and 
 resolved 	 critical project

implementation problems effectively 
 and in a timely manner; used

objectively verifiable indicators guage project
to progress and to flag

troubled projects; used its deobligat ion/reobligat ion authority

appropriately, and assessed 
 and documented alternatives to extending

project assistance completion dates.
 

The audit showed that USAID/Honduras had adequate systems in place 
to

identify 	troubled projects and was making greater 
use of objectively

verifiable indicators 
 to measure project implementation progress.

However, the audit showed that 
the Mission did not (1) always respond to

critical project implementation problems in an effective or timely

manner, 
(2) give 	early or adequate consideration to the use of AID's

deobligation/reobligation authority, 
or (3) document alternatives to
extending project assistance completion dates in action memos to the

Mission Director. Specifically, the audit 
showed that USAID/Honduras was

less 
effective in resolving critical project implementation problems in atimely manner because existing management systems did not adequately
track, report or force resolution of critical implementation problems,and because heavy workload responsibilities limited the time staff could
devote to addressing problems. In addition, the Mission was
adequately reporting on critical implementation problems 

not 
in semiannual


project status reports to the Latin kmerica and Caribbean Bureau, nor was
the Mission using this reporting system to identify projects withdeobligation poreint ial. 
 The Mission had not used its

deobligation/reobligation 
authority 	even though this management option

appeared warranted in several cases. Instead, the audit showed that the

Mission preferred extending projects in order to use remaining project
funds. Thcse decisions, however, were often made without adequately
documenting the benefits of alternative strategies. 



The report recommends ,that the %,lissionestablish a fonna! management
system for report ing, tracking and timely settlement of problems; assessthe effect of the"Mission's large portfolio of activities on the staff'sabilit,-o effectively perform their assigned responsibilities; and issue
guidelines for enhancing the usefulness of semiannual project statusreports, inaluding requiring that these reports identify deobligation
potential. In additon, the report recommends that the Mission suspend aplannedl $1.8 million procurement under the Rural Water and Sanitation
Project intil a carefu l analysis of alternatives and the implementing
agencV's capahili tv to use and maintain the equipment is made. Finally,
the report recommends that the MIMission establish guidelines requiringthat Action memos to the Mission Director concerning the use of remaining
project fnds fiu lly diisclose the adivantages and disadvantages of all
options ant not iJst Ithe extension of the project assistance completion 
date. 

In its written response to the draft report, the Mission stated that the 
report did not- present a balanced view of its project implementation
performance since th! anidit report .1id not discuss the many cases inwhiCh le N"i ss ion rapidly ilent if ied and thoroughly analyzed
implementation prohlemns and effectively got troubled projects moving.
TIle .. sission st ronglv ,isagreed withI the aud it impl ications that the
lission's project portfolio has not ,.en well managed. This, they said,

was plainly not the case as recognized by numerous independent Mission
assessments and evaluations. They) believed they had in place sound 
project monitoring system and procedures that have produced goodimplementation. This was evidenced by high levels of project
ei'penditures which often surpassed new obligations and by the very
positive developmental impact that the IJSAID program is having inIknduras. The added onMission that, numerous occasions, AID/Washington
has recognized the Mission's good implementation performance and the
excellent monitoring systems. Nevertheless, the Mission recognized that
improvements can always be made even in the best of systems and took
actions to comply wi th the report's recommendations. Based on theactions al ready taken by the Mission, three of the report' s four
recommendations have ben closel In addition, many of the Mission's
suggested wording changes were incorporated into the final report. The
li -;siron's written comments have appended the asbeen to report Appendix I 
wit hout at t achnent s. 

We appreciate the cooperation and courtesy extended to our staff during
the aulit. Pleane advise us within 30 days of any additional information
reIated to action planned or taken to impl ement the remai ning 
recom nendat ion. 
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EXECI ITI E. U;MARY 
AID's develonpment assistance program Hondurasin has grown significantlyin recent years as a restlI t of increased United States Go)vernment
interest in Central :n.2rica. As a result of this increased attention,ISAIl.!!IonIdtras now has one OF the largest AID programs in the world. Asof December 31, I080, the Mission had a project portfolio of 18 activeprojects representing aut horizedtotal Funding of nearly $700 million, oftihich ,ipproimatelv $471 million had been disbursed. In addition to 
thiese tradit ional projects, the Mission had certain oversightresponsibilities for hundreds of other project-related and supportactivities.. To marye thi,; 1arge program, the Mission had 32 IlnitedStatos anid 32 WhInlNrut di rec t hire employees and approximately 120
ners('l" 1 ,<orVices ri)rat ort icunt thler staff. 

As part )F :i ,orldwi h, audit, the Office of the Inspector General forAri,lit/logrucig:la, l!!OlhXs cndic t,,O a program results aid it ofA.IDR/I ondiira vis'mate..rmtnt sv''stems fur detecting and solving critical

project impleilentation problems. Specifically, 
 the audit objectives wereto dpet,,innin if th" Mission detected and resolved critical projectimpl-o11n( timi probloms effect iv ly and in a t, i mely ma usediner;object i vlv yeri iW inticators to gauge project progress and to flag
t r rib1, I pro je ts ; IseI it s deobl iga t ion/reobl igation authority
i pp ruo' r i a te I'v; and isssssed al I documented alternatives to extend ingplroj1e ct assistance completion dates. ,lSAID/lionduras had adequate systemsin placo to i lenti.fv trot1ohled projects and was making greater use ofhji v:tt i I ver if i hle indicators to measure project impl rtentation progresq. loJwver, the audlit showed that .Iission (lidthe not (1) always
respornd to critical pror) ject implementation problems in an effective or ,timely frmanner, (2) ,iv early or adequate consideration to the use ofAID's doobl iyat Wn/rpohl igat ion athority, or (3) document alternativesto extending projecet assistance completion dates in action memos to the 
Missi on 1i)rector. 

The Mission had a id-range of management systems in place to facilitateproject inplementatin and to bring to senior management's attentionissmr-s related to the solution of identified problems. These systems andthe Mission's collaborative style helped ensure the timely identification
of critical project imlemenation problems. As a result of these 
practices, the wasWisqi~t already aware of most of the projectimpl entatio n problens selected for" analysis during the audit. Inadditi on, the Mjfission has becomie more effective in gauging projectaccorplishments and int detecting FaIt:oring projects because of ts use ofobjectivlv variFiabl,, in icators in project papers and an emphasis on 
manaqei nrt by, bjee ivs. 

This report contains four Findings. The audit showed that 1ISA I /tonduras
was less ,o ti ye in resolving criti cal project implementation problems

timel' 1i:ijill' 'ein a bnnitse exisLin g managermtent systems did not adtequately
track, repwrm or fOli!ee re solution of cri tical implementation problems, 
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and because heavy, workload responsibil ities I imited the time staff could 
:levote to addressing problems. In addition, the Mission* was not 
adeq-ately reporting on critical implementation problems in semiannual 
pro ject starHis reports to the Latin America and Caribbean Bureau nor was 
the Mission using this reporting system to identify projects with 
leobl i ga t ion poten ial . The Mission had not used its 
deioh Iiqat ion/reo1b I ion even though th i s management opt ioni yi ai thori tv 
appearedl..arrante I i v several cases. Instead, the aid it showed that the 

rd l c to projectlissinn pr- e etnirq proi ls in order ise remaining 
tKin! . Ih, ,tec i sions, however, were often made wi thout adequately 
d]oculvlili: the bene its of alternative strategies. 

1JF;A\l/llonhirtis hadl not always resolved critical project implementation 
problems n a timiy, and elFfective manner. All)I llandbook guidance
resi nrs that MIissions moni to project implementation to ensure, among
othe r Ihngs , that cri t ical proj ect implementation problems are 
ilent i Fi l, reported and resolvol. These actions are necessary to ensure 
the effective an! efficipnt uise of resources and theproject achievement 
of project and sector objectives. Two primary factors impeding effective 
asd timely problem resolution werv the absence of a formal tracking and 
reporti n, svs'tem to force criticil problem resoliltion and a portfolio of 
ma1n discrete 'ilivities cat ising overly heavy Mission staff workloads. 
As a restil of lin.gering pr ,blems, certain project oltputs and costs, as 
wol 1 as l)ro:, i '; r wwaird ach evi ng1 the Missi on' s overall sect or 
ohjectiwes, have beet; ad verselv iffected. The report recommends that the 
M.issi on formalize its system For tracking, reporting and settling
critical project problems and as';ess the effect of the Mission's large 
portfolio of activities on th,: staff's ability to effectively perform
theirr assi cned rsponsi Ii ilies. The Mission felt its existing 
management system ws adegmte , if not M y documented and suggested
changing the recom.mendation to requi re review of the system and 
staffing. "I'le Inspector General's Office maintained that a formalized 
sysem Wotuld ensure nmaximtln henefits. 

lSAIlD/Ilon duras' semiannutal project reports did not adequately portray the 
statuis of project implementatior., were not useful as a mechanism for 
tracking or resolving critical problemts, and did not include information 
on deobligation potential. All)I llandook and Bureau guidance provide the 
general Framework for the preparation of periodic project implementation 
statis report s. These sources require that project problems be 
report -dt. In addition, A.1) landbook 3 requires that Missions identify 
and deohligate project ftids tlt, t are not needed. Report information was 
not aloas lean i rgful1 or accuirate terat se those irdividuals rsponsihle
for its preparat ion - project officers and coordinators - had not been 
proviled adequate guilance or feedback. As a result, the reports'
useftlness to management was diminishe!. This report recommends that the 
lission isstue g idelines for enhancing the semiannual project status 
reports' tuseftliness, includling requiring that these reports ilentify
1e01)ligatn potttil. Ih Mission reiterated the usful nes of the 

reports a I1[ iPeM report contentseit anal i it 1 S i a meltlOranm(utt on and a 
Mission Order requiring ilentification of deoblipation potential. The 
recormendiat i on i s t her, fore close.I 
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tISAIDI/liondi ras ha d rt use its deolligation/reobli:,ation authority to 
reprogram mineede, l funds ran ongoing projects for higher priority

ptlu-poses, vn,;i when thi s acti,,n appeared to Iv the most appropriate
opt (a Inst ,ad of ising tWe auttority, the Mission generally extended 
the )rojt,(-. assi stance COml) Iet ion date in order to excessuse funds
within the proj(ect. 
 AI) pli cv requires that, tpon determination that 
Funds authorized and obligated for a project's lie exceed the amount 
ac tualv r,.'qi i re I , I l, excess amount he deobligated, flowever, because of 
crtain legAl constr-aints, limitel incentives and lack of guidance on
ihnt itviin and n 'p rtin,r deohlI i at i on potent ial , the 'Mission has not 
11;(,Id it,; anthoritv. These Factors have resulted in projects trquently

h , ,,xt,, tnhl !Fr t," e npose oF ising avai1ab)l, project funds. The 
anI,Iit showed that $1 .8 mi l ion shotl d( he considered for deohl igation and 
ro'Ohl iniontw Ilig her prir tv activities wi thin Honduras aid/or h~atin 
,mrica. The report rcortmieIs that the MIissi on issu e a '-Iission order
emphi siing the importance an] approp ri ate use of the 
leohliition/reoblignti on authoritv and suspend a planned $1.R mi Ilion 
pr,'c ,'men t and deohliiate these fun Is unless the procurement lecision(-ca ho adequately supported. 'hile the Mission felt that deohligation 
ws a last resort, it issued a ',Mission order to ensure full uinderstanding
of he deohhligation process. In addition, the procurement has been 
def'rred t ;Inew projeCt. :'he r,'-coiiTrrendation is therefore closed . 

.\lI) IlIlAndo(, gui lanc', re,lui res that Mission management assess al telrnative 
str:at , ios to ext,,ndirp project assistance completion dates. These 
alt ernat ive stralegi". 'ouldi involve inchanges planned activities,

reprograin iiR of iIT!s ,r otlier actions. Missi on management had not 
leve1 oped and documeniteld alternat ive actions to extending the project 
as st;incV coirpl !,Lt ion dlate. A l;ck of Mission gi(lance and enforcement 
his 
illowe, thim sitlition In 'r-ise. Mission management extended project
5','istance ciompleotion Oates wit out a full assessmc nt theof projects'

current "tals and/ ,r ad vant ages anld isadvantages of al ternat ive 
sol I tions. As a resil , projectI s hl I been ext nd et I ma ny years beyon
their ori inl co:npletion date without assurances that these extensions
 
were the ;ost 
cost -effect i ve soll tion. The report Iecommllends that tile 
Mission establish qtile lines requit-ng that action memos to the Mi ssion 
)irector C rning lhe ise of remaining project Funds fuilly disclosenrce 
 the
 
alvant ales awl ,isalvantages of All options and not just the extension of 
t 1ie pr,. Pcit :s completion (late. The 'issi on respondel thattss ic 
alternatiWes were, thrtnhly consi(Iered in meetings although discuissions 
haI iot been filly I,cmen e. i ssued informlti i onel It an memorandml to
-nIsIe that fritlre action miovrantla contain essential informat ion. Tie 
r 'm da!!Ueilltn (io,sn I.i l 
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AUDIT OF
 
LISA I1)/HONDURAS ' MANAGLAENT SYSTEM
 

FOR FLAGGING TROUBLED PRO,JFCTS 

PART I - INTRODUCTION 

A. Backi,,rounc:. 

AID's de.velopment assistance prograv, in Honduras has grown significantly
in recent , ars as a result of ,ncreased United States Governmentinterest in Central America. Significant increases in Mission fundingbegan in 1982 when Honduras started receiving Economic Support Funds andhave con inued a.- a result of recommendations in the 1984 Report of theN t iona I Bipart isin onm ission on Central America (the "Kissinger
Com iss i on"). 

,\s a r,-suIIt of this increased attention, USA!D/1londuras now has one ofthe lar,est AID pro.rams in the world. As of December 31, 1986, the
,liscion lha.l a pr,ject portfolio of 48 active projects representing totalauithorized funding of nearly $700 million, of which approximately $471million had heen dishrsed . (ee Exhibit No. 1 for details of the?,lission's project portfolio.) In addition to these traditional projects,the ,ission ha ,certain oversight responsibilities for hundreds of other
project - rel 'te anid support activities. These included AID housing.uarant v projects in Honduras, ATI) project support activities financedwith pro ject development and support funds, and activities supported withloc: funds ,enera td by Economic Support Funds (ESF) and Public-Law 480(Fool f-or Peace) assistance programs. To manage this large program, theMission had 32 lnited States and 32 Hionduran direct hire employees and 
approximlttl! 120 personal services contractors and other staff. 

'1. uId it Object ives and Scope 

As part of a worldwide au(lit, the Office of the Inspector General ForAud iI/Teg ic iga 1pa , Ilonluras conducted a program results audit ofItSAI)/Ilontlras' mana,eciment systeins for detecting and solving critical
project implementation problems. Specifically, the audit objectives were 
to deteriine if the ission: 

detected and resolved critical project implementation problems
effectively and in a timely manner, 
used Objectively verifiable indicators 1/ to gauge project progress 
and to flag trotbledl projects, 

used its (kobligari ,n/reobiigation authority appropriately, and 

aassessed and documented alternatives to extending project assistance 
COIlpletion dat es. 

1/ Project progres.; indicators are generally stated in the logicalfranmework section of a project paper. Indicators or benchmarks are usedto ineasure progress in achieving project goals, purl)oses, inputs,
output's, etc. 
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"o acop i sh thiese ohct ives , we reviewed l I active projects, the 
earliest (,F which w'is a t ho r ize on March 30, 1980, co assess tIe 
Iissio' s sVstems ,forident ifying al resolving cri tical implementation 
priohile s anI to assess the accuracy and usefulness of project information 
prt-se-ntel In, highor managinrmI.t. A o" lPcembur 31, 1986, these 11 
) o rtj[esent 1 'od$1)million, or 61 percent of the Mission's totalpre I S 
project pirtfoli-0 hlipi:utions (exclurding the Mission's 2 economic support 
Finl t r;annfe r prject s ) , of which $02 million had been di shursed. In 
alldit ion, oeaurl v $60 mi I I ion inI Imm 1 currency stupport genera ted under 
\ 1)s 11;1: an.I IT1-.180 rams made to projects.p1-)ro, wt're ava i lahIe these 
(SepWxhihit No. 2, Fr letails on projects reviewed.) 

";Ich F t andFr , o Ius(. ,rject, we t lithered ana Iyze, key project 
,lculmuivt -, , and scheluto, k,' data reported in qua rterly and 
", iiIi. I l,.IfI 1" r',1,r , anlt i t rv ie 'd each11 pr1'1 I ' s, pI 
t,"o n.,l - 1'a ,l, I i ss ion a Il (;)I oFf ic ia Is i nyu I ved wit hii !' I I, I. ; 
prjQct illiti.it it tin. Six of Ale 11 selected projects had been aud ited 
prv i ii,,sl v 1w t h, iorn I Inspect)r General's Oftfice. Those audit 
roep 1r1 I,wor IIeO', too iulent i Fy prLj ec( implem'nati on problems and their 
Silp,''ii ' ,' O a311inkp;Ipe'wd anid used to supp lemeiont cuirrenit audit 
work.
 

't i.riterviov: 1(!-;t itlmi-i i:-: werel ow also u.sed to solicit. il'orlilation 
froil "j,r,,ioct offi c o s,; ; ,ffici .heads on, among other lhings, t he 
svsk i. usel to ihnitifv an solve project implemrt.,ation prolems, the 
Ilse oQ Kobl igat ion/reohligation a:thority, the use oF staff ratings to 
i nl-erue project 'nanagemnen t pe rformance , and t:,e useful ness of 
sem iainnual project StatIs reports. In addition, four other recently 
approved projects were 
reviewel and the project officers interviewed for 
the puirpoise of asspsinr! the Ilse of objecti Iv v.o'rifiable indicators. 
In toital, 13 IISAIIllrunrrs, P(ll and private sc tu:,, officials were
Cotit ;ic,Ie"l. 

The revi ew of inI ernal control s al compl iance was li nited to the 
Findlings reported. The audit was iperformed in 'T'egucigalpa, IHonduras 
IIl- i ng the period February 2, 1987 to June 12, 1987 and was made in 
accordance with generally accepted government auditing standards. 

- 2

http:illiti.it


AUD I'l"oF
 
UJSA I)/I IONDUR.S' aNAGtYENT SYSTi 

FOR FLAGGING TROIBLED PROJECTS 

PART 1[ - RESULTS OF AU)IT 

USAID/Ilondrras hai adequate systems in place to identify troubled 
projects and was making gteater use of objectively verifiable indicators 
to measure project impleentation progress. Howe'er, the audit showed 
that the Miss ion did not (1) always respond to critical project 
implementation problems in il effective or timely manner, (2) give early 
or adequate consideration to the use of All)'s deobl i gat ion/reobiigation 
authority, or (3) (ocument alternatives to extending project assistance 
completion ,ates in action memos to the Mission Director. 

The MIission had a widk,-range of management systems in place to facilitate 
project implementat ion and to bring to senior management's attention 
issues related to the solution of identified problems. These systems and 
the Mission's collaborative style he lped ensure the timely identification 
of critical project implementation problems. As a result of these 
practices, the Mission was already aware of most of the project
implementation problems selected for analysis during the audit. In 
aldition, the Mission has become more effective in gauging project 
accompILshm0ents an(i in detecting faltering projects beca.,se of its use of 
objectively werifiahle indicators in project papers and its emphasis on 
management by ol)jectives. 

This report contains four findings. The audit showed that USAID/Hlonduras 
could do more to resolve critical project implementation problems in a 
timely manner because existing management systems did not adequately 
track, report or force resolution of critical implementation problems,
and becalse heavy work load respons ibi lit ies limited the time sttaff could 
dtevote to addressi ng problems. - In addition, the Mission was not 
adequatel y report ing on crit ical implementation problems in semiannual 
project status reports to the l.atin America and Caribbean Bureau, nor was 
the Mission using this report ing system to identify projects with 
deobl i gat ion potent ia I . The lission had not used its 
deobligation/reobli gation autlhority even though this management option 
appeared warranted in several cases. Instead, the audit showed that the 
ission preferred n projects order use projectexl ni]ug in to remaining 

funds. These decisions, however, were often made without adequately 
document ing the henefits of al ternat ive strategies. 

The report recoumendq that the Mission establish a fonral management 
svsterm for report ing, tracking and timely settlement of problems; assess 
the effect of the Mission's large portfolio of activities on the staff's 
abi lity to eftect ivelv perFlor their assigned responsibilities; and issue 
guidel ines for rnhaning the useful ness of semiannual project status 
report s, inc ltiding raq i ring that these reports identify deobligation 
potentiaL. In adlilion, the report recommends that the Mission suspend a 
planne] $1.8 rmillion proctuierrment idler t he Rural Water and Sanitation 
Proj,,c until a car.f ii alysi.s of alternativ.es an the iiplementing
agencv's capabilitv .,rse and maintain the C(Iqiplipent is made. FinalLy, 
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the report recommendts that the Mission establish guidelines requiringthat action memos to the Mission Director concerning the use of remaining
project Funds fitlly disclose the advantages and disadvantages of alloptions and riot just the extension of the project assistance completion
,late. 



A. 	Findings and Recoimlmendations
 

1. 	 USAID/Ilonduras Management Can Do Better In Solving Critical
 
Implementaiot lol obl elms
 

lISAID/l!k,nlras had 	 not ,ilways resolved critical project implementation
problem,; in a t imel y and effectiye manner. All)I landbook guidance
requires that Missions monitor project implementation to ensure, among
other things, tha critical proj ect implementat ion problems are
,dent if i td,reported and resolved. 'rhese actions are necessary to ensure
the 	 ef fec i(-Ie and es(-Firi et ise 	 of project resources and the achievement
of project and secto,)r objectives. Two primary factors iipeding effective 
anl timely problem resol utin were tOh absence of a formal tracking and 
report ing' system t( Force critical problem resolution and a portfolio of 
many tiscete act ivi ties causing overl, heavy Mission staff workloads.
As a r(esi It of linger irig prob lems, certain project output s and costs, as
well as progress (toward achieving the Mission's overall sector 
objectives, had been adversely affected. 

Recommendat on No. I 

We recorirrent that USAID),/tloniras: 

(a) forma ize its management system for resolving critical 
implementat ion problems includeto 	 specific assignment of

responsibility for 
 tracking, reporting and timely settlement of
 
problems and
 

(b) 	 assess and report to AIl)/Washington the effect that the Mission's 
expanded activities had the Mission staff's tohave on 	 ability
effectively perform their assigned responsibilities.
 

Discussion
 

are toAll) projects designed address specific developmental needs as
identified in the Mission's Country Development Strategy Statement and
action plans. Both AIJ) and 	the host government have invested substantial

Oime and resources in project design, development and imple.,:ctation.
Over the years these projects have contributed significantly to i. proving
the overall economic and social contitions of llondrras. Given theirlevelopmental importance and investment costs, however, it is critical
that project implementation be closely monitored to ensure that project
implemrentation problems be quickly identified and resolved to rirnimize 
their adverse eFfectw. 

The audit showeI thati tri-ical projec t impleiientation problems we re not
always resolved in a i ilnely and effectivye manner. Maniy of the pi oblems
reviewed had Cxisic] for severl1 years before they were \either 
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t(1lil[)O 'aUi ly eltl 1'lresolved. somie the problem'sor p).' rli .ll In inst alces, 
root causes were never addressed. For example, the ission spent four 
yeIra-, longe r t hanl plannedI to procur' it special Cofll ptor to Support 
, ratal
Resources Maniagement an I LanI t itling project acti.tvities; over 
foulr VeaiS t rV i ! to, resolve Governmenlt of lionduras (COtl) management
weakness ;i11d AllI arid .(X)ll proclrement problems on the Rural Water and 
Sanitltionll proj,,cr ; over three \';Irs u totyvfig resolve Colnstruction and 

ill( icieonc ies tS cnda1 i ,'aneloe on ho lral ''rai Is Access Raads project;
sevralI \(';lrS Ir.'inr,to reslve Funding reimbursement problems under the 
Rural rimarv lRuhtiion and Smill Farmer Titling projects; and over one 
vea r I rvinug io re so lv (Inl I c:o rp;arl and personnel contracting problems 
on t., r RoIs H project. (See Exhibit 3 For selected projectheu RI I 

impleiet' itioll problem letai ls.)
 

Al!) !allihook "'llilanc, places first level project monitoring 
responshibilitv on project officers. Among other things, project officers 
ir! respons ihle For i'nt ifving And re!sponding tu project implementation 
prohiems. Problems which the ['roject Officer canoet resolve in a timely
or Pfrec. t ive manner u, t to he reported to higher nianagement levels for 
consilration and appropriate action in order to minimize their adverse 
ef fects. AI llandhook 3, Chaptor 11 also points out chat when project 
problems are identifiedt, "it is . . not enough to 'ol)srve and record' 
;uch pr(,heills. Psit her, effort'Cs mist he made to assist in the resolution 
of sulh probieilis wlheniever ps';.qile, iKe., to accept a additional mleasuire 
of support or impl emenetat i on r,,pous biil tv.' 

Thl ald i I s howedt Ihit there were to4o primary factors impedling the 
li ss i,,n' s effee tive and timel-y prolblem resolut ion. These were the 
absen, of a Formal Irack ing aini re)Uorting system to force critical 
prohl.,ii resolution and a port folio of many discrete activities causing 
,verlv heavv M ission staff workloads. 

The i o
iss i cl I I h mo re Ffect ive i n t rack ing, re-o rt ing and resolving 
critical project i lemntat ion problems - Project implI ementat ion 
probl als are' suli unh i ntical and arn often very difficult to resolve. 
The audlit showedt that critical problems, for the nosi- part, had been 
int ifiel hy the Mission tliroijeh one of many monitoring mechanisms such 
its Prj',,t sit vi si ts, ciun to rparv meet ings, evaluat ion reports, and 

lther rltthods, and thai actions had been taken to solve them. Ilowever, 
the ai.lit iAlso slhowel that once ilentified, it was dilfficult to determine 
exact ly whal act ions were taken by the Mission in response to the 
problem.1) I ilmmost iase the seletd cri ical problems Iirigred for 
-eVelral ,years. Wlili!_i thi s peri,,! it was obvious I hat correctiye act ions 
were ini at id bI it ais not Always clear whL speci Fic act ioiS were 
taken or what their results Ihad been. The lack of this information stems 
from the fact that th, Mission dlid not have a fornal critical problem
iiarn'l,mni tracking snid report ing system to focus at tent ion oi problems 
and to rp rdf the a:ct ions taken to , irrect them. 

The 'i f 1 Ii,n emr.icou (,,,coloral i e a~proadh tw, resolving probl ems. 
In iiiiqt ilnsti IIce';, t l project offic r would work with counteorpa rt staff 
in ,filiin, th-,' proilem and potent ial correctivp actions. Plrob Iems which 
we I rOso Ivef AI lhis level wa re generally reported to hi gherrel 
[1aIlag!m-IIl v 1. 'lhei si on has sev'ra I Forma I mechani sins by whichec 
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problets are elevat.>1 to higher management. These inclhd el pericxlic
techica1 office staff meetings, biWeekly priority meetings, quarterly 
pro ject impl ementation p lannirg teelings, an I the semiannual project
rovie w and. reporting Pr'cs,. I" a(dition to the Formal mecha nisims , the 
aud it showed tha t lissioni manaippa,'nt encoulraged an open-door policy,
wh i ch restul t, d in pr(blems be ing d iscu ssed among staf f formal ly an 
informal lIv at il! l w! ls. Project orfricers ani,! technical office chiefs 
stated that thev haid no reservations about disjunssing implementation 
probliems with the 'Ii, i lo i rector or his lepntV. 

In tiis regard, it !so shtJild he notedt that !SAIl)/llonduras was assigned 
a ne'; I i nsiot i)i r'ct.or itn I ate 1986. lnler lis; leadership, additional 
epia si-s ha ben plwcpd on project iipolementation and1 new managenment 
SvSt e.S lve ,I.li n if iaII t. f.c i ti tate the implementat ion process. 
For pxa':tplo, Anuiial 1 'rojvc! lmplonon.ation Plan (APIP) reqtireients were 
pstabliie.l. An AlIP ,loctent is reqtiired for each Mission project.
mTli octirent iblentiio the 'ma jor project events scheduled for the 
rIpcomr i ri, VpeaI r in I Assigns N,i-si on respons ibi i ty for their 
AccOVi'pl i s l:,n ts. I iq a con Ittrac t Ia sys st en be tween the project ' s 
technicatl office! aril 'lission stpport ofFices. Planning meetings are held 
,lur-torlv 11ome the involvel staff to, updat,' the APIP and to discuss 
pro, o'e<;s :indf post;ihI, problems. Arofther activity recently established by
I 11o 'li ,Ci '1i 1)i rec(tor was per i rt i c meet i ngs wi ti fhose government
minisi rip.s iniWovl wiI li AlID pro ic s. The puirpose of th.ese meet ings is 
ti ,iscmiss pro ject pig ress and! problemn.us in order to racilitate project 
imnplrhteint ion. lIt i it iton, souie lission officials statedt that the 
'liss ion Di rotor was more persoral lv involved than his predecessor wi th 
p roj ec t implema'itntw i(,i. The eiopit;t I Il s i rig a id llrban l)Ve I onetl tt

ifF ce ( lI H)I) 15 r(1 u r for that Miss ionI Sti"td , ,"xamp1.e, the Di rector 
haI rspi iref qO a 1h i week v reports f rol Ihrer office oil the sta tls of 
protl I onm oxpe rincol ,i Itt o (,f tie housing guaraity projpcts. The 
RIl IX)l) ir,.-t t o r sai t ha i this tiJg I level in i'ecest in the project
oncrot:m g,, All involvol pirt i, to work harhr at resolving project 
prohl enls a1 d i Ffp renes. W'se recent act ions will tmlotbted ly 
cont rihbitt, to the ission's ability to het tet solve critical 
ilp1etuentsion problns. loWevr, it is too early to assess the effect 
thri, i ,hepnelf activit ies will have on improving the Mission's overall 
record of so lvinp rt it icitl pro!lemns. 

"T'lhe iti1hbert r .'. ssi ,i tll mc nag!elier1t, sysiems and foruims available to report
al ,tis 1. project iriplemientati(m problems demonstrates the Nhiss ion's 
Ct'tii io t i , proljrti i ip! omen t a f i ion. I lowever, the ai inlit showed that,
O'rV(, withlthose vari oi,; :n'han isin, ipieimentation problems I ingeredl for 
rrtaitv yeaI%. ()le reasOnt fo lfrhis was the absence of a f*o ria I i zl-, I 
sVstemitic approach to nanalg in, critical irplemniat itol problh'itS . urere 
was no dctmentiation frii I !inrki p critica l probl em iiteni ification wi th 
colrrect ive actions. Thlror,, (one riil(I not real ily assess what actions 
were iKit or whil I h Ir t'slt i f i lia!I been. In a,1 it I ot, One coilt Idro 
j I t.:e r ii i llit 'p t I t(, , 1 a nv , W'lre cons,idere I adc whel t hey we', 
consid'rp,. Nliamiigemt ' id Ii v to effect i vlv manitage critical problemlis
wrasl hiide ed''t hy ili t!rack ing ;and t ir'c r iuti actin, t aken and by nlot 
est Ab!1 i shirg ld I i riv; rr iniI i fyi nig an! se lectirig correctLye 
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management options. The Mission's existing sy3tems were not specifically
designed to track, report or force critical problem resolution, although
they could certainly contribute to achieving these objectives. 

The audit showed that, of the Mission's existing systems, the biweekly
priority meetin.gs Inight be the appropriate forum to monitor and to focusat tent ion on crit ical probl ms because of the frequency of these meetings
and because of top iianagement's participation. The priority meeting's
scope couldt be expanded From one of mainly monitoring compliance with
projtec-.t r',tpi i remimemmls to managingn critical problems. Once a critical
problI mwas id]lentif ied, its resolu tion progress could be tracked and
reportdt bi weekly until it was either resolved or until alternative 
corr.cliwy actions iore taken. Such a system would force resolution or 
requ ire t hat alternative actions he taken in an established time frame. 

leavv MIission staff workload responsibilities limited staff's time to manage critical imp] enentation problems. - The Mission's management
responsihiliti,s hav increasedl subsant ially since 1980 as a result of
incrca s. W ired I ( Gto,ve rnment interest in Central nmerica. For
examiple, tle number of traditional pr,,jccts (bilateral and otlier projects
with project aqme ,cm.rns) in the Milssion's portfolio increased by 4S 
percenr Cro 33 in )80 to 18 iii 1986. Wuring the same period, annual pro j c obligations increase 1.17 percent From $45 i illion $111to 
mi lliion. In tieall It ion, -i ss ion's responsibility for other 
projpct -irlated i p,!tlpr! act iviti ,e have also increased Iramatically
duhrin this period. 

This increased activi iv has st rained the Mission's ability to effectively
,nanage an! closely mon,11itor projects. During this period,same there had
been onlv minor increases in the number of lnited States and Honduran 
di roc hii r&.stafa . In 1980 there were 62 direct hires (29 IJ.S. and 33
1lonhrin ind .1 Part i: ipatt ing Agency Service Agreement (PASA) and 
Int orl-na i' vel opument 1Intern (IN)!) stiff on-board, compared to 61 direct
hi res (32 1I.. an, odiurlian) and 8l PXA and 11)I st f on-board in
1986. (if the lnited tate-s ditrect lires, only about /1u were directly
inv ,lvIlv in man!!ing projects. What had changed dramaticallv was the
[mmbhr of temporary stalff - personal services contractor p (PSC)- which 
the !.ii.ssi ,n has had to rely on to implement its program. In 1980 tile 
M1ission rpored 12 nite Slates andl Honduran PSCs compared to Ill in 

add i,,naI1986. 'These ait resourc es had helped carry the Mission's
workloal; lhowever, Inted Strates ,irect-hire staff was still responsible
for their supervision, which reqim irepd uibstantial time. 

The mlit did not at tempt to assess tle qualifications of PSC staff.
lowever, some PSC stiff were not as experienced or I rained in All) project
implement ation procre tires as were dirvct-hire staff. The significance
these limitations w;as not fulllv known; however, 

of 
Mission officials agreed

thaI heavy reliance on less I ra ined and experienced staff could be a(ont rihntiuing factor in not mesolving critical project iinplementation
nroblems in an effectiv tJimelIy ma!ner.ie or 
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The aud it showed tIat the Mission'.; heavy workload had affected tie 
,lission's abitity to closely monitor projects. Project officers stated 
that thei r responsibitit ies had increased in recent years and that this 
increase had caused them to have less time for project monitoring and
respondinig to implementation problems. The itncrea sed workload had also
 
affectedl other r('lateI project monitoring activit ies. For example, the 
Missi on planned fewr project-specific evaltations in lieu of broader 
scope eval ions and was not reviewing or reporting on at Mission,lt 

proj ec I s di rr i I! t he sirn ia nn a I 
 project review process. AID' s Latin,\merikc ard 'Ar i)hLea:) Bitrear 0s 1985 decision to change project status 
reportin requi remen from qtar (er'ly to semiannually had been requested
and sulpportel by lUSAIlnd ruras because of the Mission's heavy workload. 

I;.S\I!),loidr ll/Waishin totn were(- both concerned thei r-:it a tr that Mission's 
incrasl lvel of :rrivitv was hindepring its managerment abilities. As a 
req lt , tle Mission init i a ted a project portfolio consolidat ion effort in
1985, lesi ,,nod , st rvaml ine al t better focus the Mi ssion' s port folio. 
The Mission it I reduce size thestated iinte e to the of portfolio
throughi;, consoli dation ard w allowing projects to expire without
extend ig tleir prj .ct assistance completion dates. In addition, the 
'1ission planned to t limit the number of new project starts, establish a 
morat orium (An op rilI irna I prlgram grants, all.] to exercise its
deobl i g:rt ionIr,.ob Ii ,pi,,n drtihor itv more often. These actions appear
wartrntedt g iven Ih, wiarnitucde of the Mission's activities an Iimited 
direct hire-';tafl. ihw,vr, even these actions may not be sufficient, or 
in time, to ensure maxiimm he its From existing and planned projects. 

In siumrinv, the Wlr foiound liat effective resolution of critical project
impleme litt ion problemlls was hindered by th,. lack of a formal t rackirig,

report ing anid resol ut i on mechanism and adequate staff for the workload.
 

As a r.sir I( of not solvingr project implementation problems in a tirnely
and effective manner, project assistance completion dates had to be 
extend ,l, outputs wer less than plannedI, budgets had to be revised, and 
project and over all MIi ssion sector objectiwyes were not fully achieved. 

Project ,nleays, ca;-ed by lingring critical implementation problems,
contrihutl to longthlieuing the time needed to complete plannel project
activiit i and to Slays in project benefits reaching the projects'
intende I tar..et ptop.a. AllI It l of the 11 projects reviewed had an 
ex teie I pro) ec I a ssi s tance mp et ion date. The four unex tntt ed 
projects were less than three years old, but all were behind in meetingtheir project objectives. The other 7 projects' completion dates were 
oxtended by a total oIf nearly years. Of course, all25 not the
 
add itional time can be directly related to lingering implementation

problems; other Factors, such as expandedt project activities also had an 
impact. Nevertheless, project officials agreed that lingering project
impl emeri tion proI) i w'-re definite causes for extend ing project
assistarce completion dates. Lingering implementation problems have
 
alverselv affect ed tie aluril and 1tal ity of projec t outptuts. For 
examlple , axbortt 5()0FWr tier wet l1 corIst rucwere td itnder the Rural
Wa Ir .i iI Sani tat ior proj ec , even though lIte proj ec ha 1 been 
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ext(onde, over 4 Years; ,400 fewer cltssroons were renovated and a less 
comp rehens iy maenl aenaice system was developed under the Rural Primary
tdii cat-ion project, even though the project had been extended nearly 2 
years; about 260 rewer workers were certified under the Council for Human 
Resources Development project; substantially less credit was provided to 
exporters tader the Fxport Development and Services project; 12 fewer 
warehoises were complete, tinder the iealth Sector I project, even though
the project had been extended by nearly 4 years; and fewer land titles 
were registered under the Small Fanrer Titling project. 

In ad lition, the qua lity of work performed under Rural Trails and Access 
Roads, Natural Resources Management, and Smal.1 Fanmer Titling projects 
was adversely affected by inadequate materials, equipment and other
 
support as a restlt of long-unresolved implementation problems.
 

The lost purchasing power of project funds resultt in additional Funds 
beirn' imme,!i a tely (,r suhseql'cpwtlv committed to project activities. For 
example, $1.7 million was added to the Rural Primary Education Project to 
implement originally planned and certain minor added activities. Even 
with the add itional inds, the project achieved less than originally
planrnedI. The failur, to achieve planned results under some of the 
projec ts, ecause of lingering problems, resulted in AID adding resources 
to fol low-on projpc,l s to compensate for earlier deficiencies. For 
example, ad liti onal re'sources were adied to the Rural Roads II project to 
provide for maintenance on roads built under the previous Rural Trails 
an, Access Roads project because the earlier project failed to provide
these services as planned. Similarly, school maintenance activities were
added to the recently approved Primary Fducation Efficiency Project to 
compe nsat e for inadequate maintenance under the earlier Rural Primary
f-IIIcat ion project. 

The impact of l ingering project probleams is clearly evident on 
iimplementation as manifested in longer- than-planned projects, reduced 
output s and reviseod budgets. Not so obvious, however, is the impact on 
project ind sector objectives. The bottom-line of lingering problems is 
that the intended project target groups are short-changed and limited 
progress is made toward reaching overall sector objectives.
USAI D/ilonduras, the G4)ll and future Honduran generations cannot afford to 
have tim, value of scarce development assistance resources erode because 
of lingering project implementation problems. Given the developmental 
fleed. thmat exist i-i londuras and scarce development assistance funds, the 
'li:sion needs t, apply a amore syst ematic approach to these critical
problems if they expet: to make signif icant improvements in the economic 
and s condil ions of foreseeable future.acial londuras in tihe 


Miss i Conm s((,mtn 

Mi ss ion official s st ated at th. exit conference that primary
responsibiliitv f r reslving project implementation problems rested with 
1 (Ml antd its impl,.,ent ing agencies. They recognized the need to 

imoni ,torirohlem re',;olut ion activi ties, hut did not feel it was the 

- 10 



:i sio' rol,- or t st)ons ib i Ity to force resolution. Furthermore, 
,iss ion of fi ci al s st t(,I that their existing systemls were adequate to 
tr.tck, report and resp ondI to critical implementation problems and that to 
formalize such a s','stem would unnticessarilv create an administrative 
burden for the NIission. In addition, Mission officials stated that the 
Iise of 14(:s t, .sUppllement a core United States and Htonduran direct hire 
staff was Common at All) Mlissi ons and that the 'Mission's current staffing
level was established by a IAC Bireau staffing study conducted on Central 
American tissions in the Spring of 198. Mission officials stated that 
A!i)/Washingw ton was FHilly awar, of the size of the Mission's staff and 
proj c t port foli, :amil therefo! saw no need to assess and( report the 
effect that the Mission's act ivitics had had on the Mission staff's 
abi lit to effoct ively perform the ir ass igned responsibilities. 

In their fonia l response t o the draft report, the Mission reiterated 
their disagreement with the report conclusion that there was a need for a 
f orma li zed maanagement system for resolving cri tical implementation 
problems. Ilowcve r, thoy acknowledge that actions taken to resolve 
critical problems hal not been documunted as well as they, could have 
boen. The ioni¢,h,geSl several wordi ig chan ges to the !iscussion:t.if i sllt 
and suggeOsto'l that the r(coment;ition be changed to reqtire the Mission to 
review its sr atfri1 and current ma nagement system for report irg, tracking 
anI ro 5,1ving impl'emen tat ion lwroblems to determine whether any changes or 
m,-otifricatirns aiv he nodel. 

,0- i ie ,f t he Ir~p,,c ,rGener:yl rommlents 

I!G\lI) ",Hldr.as and the (;01I both have a vested interest in inlent ifying 
aii r,,s,,lvi i implmentation problems in a timely anl effective manner. 
As si iwrds of Ii;ted States' ,conomic and developmental assistant funds 
it is incimlhent lip tlie Iission to ensure that tlese limited funds are 
iuslI effect ively .!nd efficiently. Ihe (OII can also ill affori to have 
11Pi pow1'e"r lonall 'And grant fund; ero(de as a result of lingering 
proble';. B th I SAIl)l,'to ras and the GOl are expected and required to 
mar,T thei r p in suci:h ,amanner as to maximize the benefitsint lrgrams 
from th,,ir limit,,,! roso(rces. Forma:lizing a system to track, report an(l 
settlP crit ical prjet implementation problems would better ensure that 
maximum bione Fils are a hievet from budgetel funds. In addition, the 
aulit l=w' t at it w;as difficult fr the Mission to effectively manage 
its l'iy- portfo li, of activities, ant that a current staffing assessment 
was nee]:,l to de'tlor:line what size program the present staff level could 
effect iv lV manage. aiq' of the Mission's siggeste, I wording changes were 
inco rp)o rat eI int, tI ie fi na I repo r t . A formal review by the MIlission of 
it s crreunt ma nagee li system for report ing, tracking an! reso].ving 
impl eent at i prob los to det er'rmi ne whether any changes or modifications 
shav he neeled apfpearts irwarranta0l as it would most likely only duplicate 
the audit oflfortl. The aut it showed that while the Mission hal adequate 
IieIlaTIi Sis in1 p1 1((' I I on!1s , no sy stV[elo t-'to )roh i iI hlad ef feCt i ye for 
keeping tho probi,-.t in the forfroll tt it was resolved. Without a 
fornal iaporlin, aid trackin, system which identifies critical problems 
and r.qt +ir.s I teqt on ltt ion thei report i g Ihe i r teso st attus, 
praif itv is that they will cont inue longer than necessary and 
ad Ve rselv impact ",n ;iW and objectives.rmpl ishi ni,project goals 
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A formal critica! prohlem tracking andt reporting svstein will enhance the 
'iision's capi lity to resolve probiems in a more efficient and timelynanne,r. Th-se t en,4i tv certainly outweigh any negative administrative
Factrn a sscci;ated wi Ilh its imp lement ition. The Mission's concern about 
th, admninistrative uTrd(en is unfounded. The audit never suggested that 
,ver implemen iat ion problem would he subject to such :a process, hut only
those considlredt , he as se-rous enough that, if notNMission resolved 
in a time iv manner, they cou)ldI adIversely affect achieving planned
oh i eet-yes :o!I goals ,i tlin the au thorized life of the project. 

HI rt a) I ,1 tihe recomme nda tion was modified to provide the Mission more
Flexihi itv in estahl ishing a sys tem for resolving implementation
rflI'01( nTI , 
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2. '.tiiiagement Needs liance the Useifulness of Projiect Status Reports 

IHS,\Il)/lton, hiiras' semi;am'l proj 'ct reports did not adequately portray the 
sta us ,,f project i plpmentation, tere not useful as a mechanisin for 
tracking cm- resolving critical problems, and did not include information 
on eiigaitni poterntial. .tII iridhl 'ok and Bhreau guidance provide the 
Pen, ral Framnework For tihe prepar:ition of periodic project implementation 
statuIs rport ts. These so1rces r'qtn rp that project problems be 
reported. In aditWn, All) llanlbhcok 3 reqires that Missions identify 
ant ,'ohli ,at pr,,it ' IFunids lhat are not needed. Report information was 
not alwats mleal in" fg ')r acclirat because those individuals responsible
for its preparati on - project offIicers and coordinators - had not been 
providel W(,aeqlte guidince or feedback. As a result, the reports' 
usefullhess lto waSmalilllelt ti ldii ini shed. 

Recommenalition No. 2 

We recomillend thit IIl;/I liondulras issue a Mission Order or equivalent 
document cover ri the seniannia I reporting process which inc lu les 
guidcelines For enlianciig report usefulness. These guidelines should 
'stablish the criteri a for report preparation and review to better 
glarantloo Fill inuii-tllre of critical project iimplementat ion problems, 
accura (,F lata, and iientification of deobligation potential. 

Di .cuss i oin 

The semiannual project review report is considered the primary mechanism 
for reporting the st tus of project implementation to Mission and 
Ali1ashin1pton mana.emenit. IN;AIl/Ilondlras' management indicated that 
semiannal I reports and meet i ngs were An important management tool. It 
wias: consi dered valuable t,, project officers because it piri 0(-tically 
furced them to c,.roful lIv a ;sess alI report on the status of their 
projects. This report in r quirient was considiered a good incentive for 
project officers to aggressiv ely perfonn their project implementation 
lities to avoit the possible ,disapproval of M.ission management during the 
review process. .lissiln management Also considerel the review process 
vaidiabhle is it pro\'ided them with the opportunity to review project 
st:tls aml to discu1ss progress Arnd prohlels in more detail. 

Not All off !ISAII).,'!londrAs' projects are reportol or reviewed during the 
semi annual I rev ieow p roc'ss. Becaulse of resource and ti me constraints, the 
lission ,"neral! 1 limits the sem i annl I review process to major 
doll ar-filnitd project.s known it, have implementat ion problems And/or to 
high visibility p'ojeci, ;. lOr ,a.itlpl,0, olV 12 (f the 26 project status 

.reports Wllin led ii t 0 seinnmn l1 report endin September 30, 1P')6 were 
revi,, ,eed w te '.i D~irecto,. 'l'hse 12 projects represent-d a total 
auithoriz-, Amuelint F $116 million or 41 percent of tlie Missiown's total 
alt 11r(rii , I amuli I , :, n rliri, FIF u sh transfers. The reanl ing 14 
proiec s uls slllfll;li ' of - ), r- t i olli proi, ra ri-nts subll i t ted to 
AI l,a Q i n';(a, r ' I( I m.ii, I the ir statuis classifi ed by other.v -v 
Irnriianl'lalilli ,it aff. 1 w-'ver, i n t l' writt r esponise to the Wui1iir r it 
r-port, Oh' li t 1 Asl'e ssmenits b ly .,taff wereMi. 1n-I ', l , made managemeunt 
ailwavi reviewed by tie 'lission lirector. Of lhe 11 projects selected for 
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at d it rev iow, a I we re report e(1 in the September 30, 1986 semtiannmal 
report, hiut (ily 6 had been reviewed with the Mission Director. However, 
a revie!w of 90 of 138 project status reports submitted for these projects 
rv,,alel thait the reports, for the most part, did not adequately portray 

ne St atus of pr,ject imrplemrent: t ion a nd were not useful1 for tracking or 
resolving critical pr hloblems. Furthermore, these reports were not used to 
keep management abreast of deobligation potential or, until recently, G01; 
-o)ilrl ei')ar t ro ri hut io s. 

Specif'icall--y, ti" nd,it Found that critical project implementation 
problems were generallv not discuIssed in enough detail to provide
matialetent w[t iil xeqtlat e has is to make dec isions. With some 
exceptirtis, h, reports did not ,isti';s the serioulsness of tIe problems 
nor ihlent if v the potential ipac( of not resolving the problems in an 
effective arl timeyimratnner. There was no 1inka.e- or continuity among 
st ibsequent report s covering the same project which would enable readers 
to un, crstat I what actions had been taken, their resu lts and what actions 
were panned. Not withstanding, a few examples of go(xl implementation
problem discu ssions wor' also found. For example, problems experienced
(M the .,a I I Farmer Ti t I ing Project were ful ly presenti in the 
sem inntalI report s. 

The l;ick (,t adeqiat l information (in project inplementation problems 
resuIl te in 6 of the 11 projects being classified, at various report iIig
intervals, as projects wi thoti major implementation problems when in fact 
the prj,P is were P'priencing major problems. 1/ As result, less 
maraQnement at tenti on , is focuse,,i on these projects and on T,,:olving their 
implementation problems. Ex amples uf these situations follow. 

- Sinice March I<i85, the Rural 'T'rails and Access Roads Project had been 
classified as an 'A" project, even though a February , 1 9 85 Regional.
Inspector Geineral Audit report disclosed serious implementation
problems. 1ie unav:ailabilitv of tinifor construction standards and 
the lack of' i nailterianrce coni riburted to the premature deterioration 
of the roads built under this project. Although, maintenance
 
problems have pe rsistel, they have never been fully discussed in the 
sm repurts.uanrlral1 

- inrice Sept enber I 1)8, the S;trateg ioc Plann irig arid Technicall Support 
I)roj ect had been, classifite as an "A" project and has not, been
revie,ed by t . \1t-,sion l)ir.c or. By December 31, 1986, only 15 
pe rcent of the project's $1 million obligation had been committed. 
The project officer and (,ffice chief both statt that this project
hal s',riois imlplemrntation problems durign the last two repo't ing
peri ols and coul nt expl:tin why it had been classifiedI as an "A" 
project. 

'lar(i , has t he t lowing
clIAssi f ir-:t!ionis it, represent Mission D'ect or's assessment of 

1/ )ince I18 Al l) used F,-, standarA 
th li 

Ie project's si noni. "A" - No major implementation problems, "B" -
Coti'rce l id[(,Vi,-,is pr,tblems arid hack on track, and "C' - Major 
prohl',mns whi(ii r'',q r ll' eementat tent iOl.i mmatag 
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The Rural Water and Sanitation Project was classified as an "A"
project during the March and September 1985 reporting periods.
Serious implementation problems were known to Missionthe at that
time; however, it wasn't until a March 1986 Regional Inspector
General audit report disclosed these problems that the project was
subsequently classiFied as a "'C project. 

In addition to not providi ng adequate information on critical project
imple:menta1tion problems, the ission had not taken full advantage of thereports to provide m:1nagemtent wit h other important project implementation
informa ion. Spec if ica IIy, the report s d id not idcnt i fy opportuni ties to 
reprog rai or ,hobl igat e exc ess fun Is a nd , unt i 1 recent ly, d id not 
iulent i fv cot inI e rpa r t cot ribul ion compl iance. Beg i nni rig with thesemiannua l report of Mlarch L987, Latin Amierica and Caribbean All)
lissiois wore reqiired by the Burau to report actual counterpart
contributions in the semianual project status reports 1/. Before
time, KIi...\ ,/j londi ras hal not been requi red to report 

this 
in the semiannual 

reports act tial Colntie r-prt o ribltiollS, although such information would
have alerted Mission management to potential project problem areas. A
review (,F the semiannial reports covering the pericxl October 1986 through
March 9I8I"showedl that the Mission hl complied with this new requirement. 

The 'iss ion t .xI not been rliiireI, and therefore had not used, thesel iantIla eport s t o ident ify deobligat ion potential. Very little 
project financial ta was prvided which woutd enable MissionAIlBlsh in. ton mam:pov, :mnt to identify potential funding excesses. 

and 
The

financial lsum1mary ifr mation providedl is usehi l in assessing the overallproject financial stats s, but is not sufficient to pinpoint those project
components which have the potenr i a l for funding excesses or shortages. 

It may be he lpf ul to show, for example, actual versus planned
expend itures to (latv by project component. This information would atleast he1p management ilentify those specific project components which 
may havo the potentia]l fur oxcess funds so that early consideration canbe given to their use, including the possibility of
deoligating/reobligatingi the toexcesses higher priority activities. 

Other report leficien:ies were also noted. For example, errors inproject amounts and dales were identified and a substantial amount ofinformation was mer.:v repeated from )revious reports. (See Txhibit 4 
For more details (,m seminnunal report deficiencies.) 

1/ This new report ing requirement was established as a result of 
count erpart cont r ibut ion monitoring and control problems reported inRegional Inspector General AWdit Report No. 1-500-87-07, dated 
November 26, 1986. 
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All . Vadli iI I",ti(I Ims5 ca%Ii uia I Iv c(mI nde, IJUSA I1)/lI ndura.s on va r i ous 
asl'cts (If its stvviamniil; reporVts. However, reporti ng deficiencies werealso note d. For exampl,, its ,amuiry 1986 approval of ISAI/I/Honduras' 
September 19 si;ailal reviewi5 porttio stated that the Mission had 
not includilel anv inflormation on the status of the Export Development and
Services Project 's thi ri comiiponen.. (Financial Services), even though $10 
mi ll ion in levlopme,t issi fundsili'] and $2,1 million in local cirrency

ii cal e('rithl 1,,-n budgeted for this putpose. During a June 1985 
revi .W, Al it as iDoishlnnoted t hat the Mission had not clarified what
wI i onr , if aty, I hadl taken to resolve procurement and construction 
pr,,h,.ems (w. the 1kiu;ail IPrima=v ldlicatki ,i Project, even though the ission 
had hedl . t" icve to i tu adsiditional details. 

\[I) jIuitance, (All) Hlandboo,(1k, , (liapt;.r 11, Section IllF) reqlires that 
projiect ofice rs prepai , an I -ilhmi t periodic project implementatio(n
qt itu rI' p)r'q tl.l',iugh Iission mIniag'melriLt to *\ ID/Waslhin gton. Among other

fhi r ;, the';(, .",rt are i lr,,,tto descr ihe imp! ,fmientat i on problems

irimpdili ] png and planmed and taken
r, . atictio,; concerning the activity.

\1) ashi utin Nis prvih..I ailit onal qu(idance for field offices on the
 

Iii s waihmh ,in of
pri p' rIt i,)n l i s Ioi ject sta ruis reports. Accordi ig to 
\,iq ;inn ,-Ficials, th, last ,iilcguitance was provided in AuguIst 1985.
AXt (hit t iie, 1th r'pri irig ! req .cy requi rement was changed f rom 
qila r t,r I y t k , :!i i lly,1A ;:W a report ot line ident i fvyi ig the ma jor 
,is] s nri Ie",O1ln wis :1 I-so ,providl. All) pol cv also r'equ i res that 
Iinn'<tlir,., proje t li onasii he ilentified and he ,hobligatel. 

'PrjeItll rts r nothe rJt s-ats Wl,, always useful or accurate because
project o ic rr hil not xei pr,,videi adequate gluidance or feedback on
th- reports' purpose of jrepar:ition. .lission officials were not really
awi, FrnI prpos,,s Dinington lv the reports.whant All)'al actim l reviewed 
Fur the r,or h,thle smi antnual cyVIiw an I report i ng process had not lbeeni
crvred hv a Mli ssion order A , hal other managemenI. moni torinrg sys teis
such as ova lIii t i ons,, sit" vi sit reports, and annura I project
1MI I TpIterit i ,n P l I .ices1 ais. T] e r(fl'o in prese ntat ion (If project
i lemrent At ion .i) Appeare I to be directly related to projectproh ~s 
off I ce r pr(tforeincos, ti I the vxcl.us i on of information on (,01 ligation
pot iIt i a I was N)"(uliSe such int-oiTKat io had not been requli red hy ei ther 
AlII)l shingtorn or the 'Iissi=a. 

As :, resIt of riadeuLjate preparation guidance, the usefulness of the 
report; was iw lniished. The epth of project implemuentation coverage in
the status reports varied signi ficantlIy and other uiseful informration was 
not incl lvhl. llinre, thre reports d1o not provide management with the
information ne dr t: -ilIv understand the scope or ramificati(ns of
implerritation ptolhims nor the array of potential solutions. These 
rpportinX -ficienci0. contribtel to impl enentation problens persisting
loty.en Ihan necessarv, causing t!he ineffici ,ut use(If limited project
 
resol Is.
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nai Oeientila (omien ts 

In its writ ten response to tle* raft report, the Mission emphasi zed that
the scIi i iannial report was a useful management tool. The Mission 
suiggestel that the discssion in the audit report on semiannual reports
he clarified in certain areas. In response to the draft report, the
Miission Di rector issued an i nforma t ion memorandum to the staff which
provides (,iiid(anco on eimiiannmal report content. In addition, the Mission 
issuied a iission Ordo'r on the deobl, igation/reohbigation authority which 
rfeqtii rts that roj oc I officers idtent ify deobl i gat ion potent ial in the 

Office [ns;i o r Generalo the m Cnments 

Th, text was clarifiedt where appropriate based on the Mission's written 
Comlen t s . The MisM,in has prov i ded adequate evidence that it has

Sifc: t r ivi I 11('e1i ri t th,' recommenda t ion. Accord i ng 1y , s the 
reconendLa t i on is cIose I witIi the Iss iance of the final report. 
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3. 	 \anagement Should Identify and Deobligate/Reobl igate Excess Project

Funds F
bar tier 

IJSAID/llondtras had ot used its deobligation/reobl igat ion authority to 
reprogram tumneeh, Funds from ongoing projects For higher priority
purposes, even when this action appeared to be the most appropriate
opt ion. Instead of using the authority, the Mission generally extended
the project assistance completion date in order to use fundsexcess
within the project. AID policy requires that, upon determination thatfunds atlhorized and obligated For a project's lie exceed the amount
actually required, the excess amount be deobligated. lowever, because of
certain legal constraints, imited incentives and lack of guid-ance onidentifying an, t reporting deobiLigation potential, the Mission had
used its authority. These Fac tors resulted 

not 
in projects frequently being

extended for the purpose of using available project funds. The aud it
disclosed one instance in which $1.8 million should be considered fordeobl igAt ion and reobi 	igat ion to higher priority activities within
Honduras and/or Lat in Ajerica. 

RecomrmendI at iOn No. 3 

We recomrmend that _SAI /liondrras: 

(a) 	 issue a Mission order emphasizing the importance of deobligation/
reohligation authority, describing the 	 factors and procedures that
should be considered and followed in using it and requiring thatdeobligation potential identified thebe 	 in semiannual project
status reports; and 

(1) 	 imrediately suspend the planned procurement under the Rural Water
and Sanitation Project, Lint iI it provides evidence that the 
procurement decision was based on a careful analysis of alternauives 
and 	 that th, implementing agency can effectively maintain and 	 use
the 	 proposcl eqtuipment in the absence of AID) financial assistance.
Ni thoi it such evidence, we recommend that the planned procurement
funding of $1.8 million be deobligated with the other excess funds
being considered For deobligation by the Mission under this project. 

Discuss ion 

IISAIlD/lon, lras had not used its deobligation/reobligation authority on 
ongoing projects even though this management option has been suggested tothe Mi ssion by AlD/Washi ngton and the Regional Inspect or General' s (RIG)
OFfice on various occasions. For example, of the HI projects reviewed,
AID/ashing ton recommended that ,eobligation be considered on the Small
'anner land Tilling, Rural Wat.r and Sani tation and !lealth Sector I

projects. RIG hol a.lso suggested this action in prior reports on the
Rural Wat er and Sanitit ion and the Export Development and Services 
projects. In ,Januarv 1987, JSAIJ)/llondnras reported preliminary 1987
deob Ii.g at ior /reobl i.git i ,n informal t ion to AI1)/Washington. The Missionidentified tour projects with (eobligation potentiai.. Two of the
projects hadI alreadly eidetal anI the 	 other two were within one year oF 
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thei r project assistance comnpletion date. A total of $3.6 mi 11lion was 
ilent i fie in tihes four projects, of which $3 mi ion was ilentiFied in 
the Rural Water and SAtnitat ion Project. Not included, however, was $1.8
ml. Ilion excess Rural Water and Sani tit ion project funds which the Mission 
earna rked For equl iplment procuireleunt luring the project's remaining year.
The aud it (hwed this million also he ,eob ligated.sl, hat $1.8 should 

"Thin project was auithorizedI in 198) for the puri)ose of improving the 
heal t1 ,,F ira1 Ihlihh r. ns thr,, ,l the construction of water supply and 

a,,aste di sposal svstems. AlI) obligated $20.2 million to support project
ilpiult ition, of which $6.6 mliIion in All) project funds was still 
inc(nifiittl as of December 31, l086. 

\ ;p c(Ii I ovalht ion or the Rural Water ind Sani tat ion project was 
conulc ted by a SA IIt/'uador engineer. The February 1987 evaluation 
r: port Ir'c (mme, I(II t.haU ox isting project Funds 1), used to purchase
P(qivlent which w',lt ass ist PRASAR,/SAAA (the Rural Water and Sanitat ion 
Pro jecr.t impl, tenti n, ,uli t of te Hlonduran Nater and Sewer Authority) in 
co;pl,,tii n current project activitips and with implementing pianned

activiris umlr ithe p- ,psi lealth Sector Ii project. [The report did 
not discuss a ItvIAII. iv to this procurprlent, such as greater reliance onl 
he private secrr, nor LM(ASAR /SAN\A's capabilities to maintain or 

efOrt.iwvlv use th "piI pment. None of the equipment was planIIld under 
the ori;,inal pro ject 1, itriii. The ,i-Hsion was awari, that (;ove rrnment of 
lon l I r: s :igenci cs, ini geneIal, hive experiOnced vehiclte maintenance 
prubl,is and thai t!his project's implementing agency was no exception.
Witho t AIP su pport, it is questionabic whether or not PRASAR/SANAA woul 
have been able to adIequately maintain the equipmnent it already had. For
this re;a son, the Rural Water and Sanitation Project provided maintenance 
si ipport fiuin ts as we t,1 as Funds for gasoline to operate existing
e(11ipm,,it. The equ ipuent reri tly a)proved for procurement will depend 
upon miilt,,nance support inder the proposed lealth Sector II project, if 
and when it is ipimpeettel. 

In al tion, the , stimal quantities of equipment to be acquired were 
partial 'v based on staff who woild be funded until tealth Sectornot the 

I proj:ct has henm approved an its covenants and conditions precedent 
met. As of June 1987, a project identification document had been
approvedIy AID)/Washington, but no project paper had yet. been developed.
It is uncertain if the project would be approved an! fni Is disbursed by
the time the equipment arrived in-country. This ro ld resuil t in 
suibs tant ial amounts of equipment being underut i l i zed ant/'or not 
adequately maintained. 

li ssi on offi cials coulI not provide documentel evidence that procuirement 
a lternatiwys wore seriously concidered and that I-,ASAR/SANAA's capability
to mainLain and iI, the equiipment without AlI) s lpporLt funds was
AsSpssm(l. TluV Cofil()rot. Nde(q1ately justify why the.e critical studies 
were iot ilier the F;act that the Mission's enthuisi asim toothrfoerlr, than 
assist IO?.ASAR,/SANA \ ti.\' have ovtrshl alowed i, luent managlement practices.
11owever, it aIllso appvA !r, iiat the procureiment was partially motivated by
the s ihstantial ilion rI 'rimaininig project funds which won ld be forfe it 
if not used by the ).cmboer 198 " project assista nce completion date. 
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AI)'s po Iicy has been to obliatoe funds for project requi rements which 
collI be imp le;mnted within reason;,.blo time perixs. This is consistent 
wit h AID's financial responsibi lit), for the proper oversight and use of 
AlI) resoulrcs. fhe p,1 icy reuli res that, upon determinat ion that fmds 
authorized and (obligated for a project's life exceed the amount actually 
required, the excess Amount he ,hobl i,ated by the Mission. Since fiscal 
y'ar !983, Contgrtess his g iven Ail) the auithority to deobligate unrequireI 
prot,: Fminds in to reo:)i Phlte thmt to higher priority activities. 

Forthonlirr,, .\llt hl Mi.;si IS ro.slons ible for ensurin, the 
1f ' iFIt. aril'ffct ivye project 'hes, retgl at ions iprudent mnnaeriien t 

principloq li cI it, tlat 1'rio ureteir t a tiolls be ade,.quiately supported and 
ha sI on c sst-ffct ivnii.ss ,'aliakI'"-os of altornia tives, and on tlie ilntended 
reci p ivti4t " cap-h ilit i"s to nainItaii aid use tiho equi pment. 

()1( t'a,()l tlit '-I -'I(M hAd 14,,t INsdI the deoblig ati on/rcobligation 
altr hior i 5 bI' :viiin ,, t - he 1 oiF that development projects often 
011 lt ' I 11.,) lr'ob, A1111 I hi t tilf i i nt t imtl-e miuislt We al lowed to correct 
these pirble w; befor,, im i-Tin'it in! sir h actiosS. oIwe(, legalv r, certain 

ltimitat io,ro n ihrdil i ti ,[ r(.bl i at ion authority have also discouraged 
its rise. 'l(st ,listlrhit , to the \lision is that (I.)deobligated funds 

r,hA,i , 'I appropriationmust h, Pt't Iii t he ;Ano acut (2) dwobligatoil 
f ilin 11 v he,' lost t, 'lh,,r touiitill i'",, and (3) substantial titme and effort 
Art. r,.pi Ii iI n r pit.- doIcimet -; jfiilvif ing the dhobli attin .,decision. 

I:1 A ll it iion to t(he,; I tliere to verVlisinceiti:e v,.s, alipetre, be I it tI e 
pe(s ir ,:ouip etin li ,,i1nds on Irl Fi ,Missionoff icial s stated 
t ha t, berani,'; of t;Ie (eunt ral Aie cariinit iat ive , I[ondwioas l - raot had 
much ,ifficriltv if f nlitp its planned activit ies. Ibis envib:le 
posi t ion has reuld ted in few, if any, fully developed act ivit ies not 
)e ing funded . However, without unfundted demands, there is little 
incentive for the Nlission to seri ously consider deobligation as a 
ma-ement opt i1on. It should lsI Ibs noted that USA I)/i londura s hadrnot 
terinatet or suspended any of its pro.ects dring the last four years. 

tl o funds. 


The Missi on has donw little to dhissemfinate to its staff the benefits and 
usefulness of the de,)lipation authority or established clear guidance on 
it s ise, even tlioughi it is often touted ;is one of the Agency' s most 
valtableo malnagfement tols. The Missi(n had not issued a Mission order 
explaining the imprt anc, of this authooity or the underlying factors and 
procedures that should be co s1 r nor regqui red thatidornl, dobl igat ion 
potential be .,.litin the n50fi tintial projeoct stat us report.highi el 

As a resulI , proj ect ai stice COmp Iet i oh dat es are Frqlentleni Iv ox.t ended 
or :d.lit ional procuriri'!nt is carried out for the purpose of "isi ng 
avail al e project ftr Is. In ttle case' of thIe Ruiral Water and Sanitat ion 
Projc t, Al id no0lassniraritc that the equipment would be o ively&lt 
use I I,I it ai iil'l )oCaIlIqf' w) nt udios to sutpport the e(quipfment 
prOCA r,''1 t her,.fre, the potentiaIl oxists thatt ;I.8 i Ilion' wet. done. 

'oCth 0, 'fto ft he lIer, iI i1i z' or maintainedrI
o ip en , wid it Fo imd poorly 
rsot l i!! in th' vtv,' ineFri itt ,,! of sr-arcel onvlopmnlt ,snistance 

fi in s. 

- 20 

http:ivnii.ss


Nariapemet Comments 

Mission officials considered the deobligation/reobligation authority a
tool of last reort. Officials stated that it was important to keel)
project momentum going and found that it wsas often better to extend 
project assistance comipletion dates than to take other actions. Mission 
off icials acknowledge, however, that there may he some lack of 
trders tand ing wi thin the "ission's staff as to how the 
,teohligation/reobigtation process works. As a result, the Mission issued 
P i sS i ion Ordv, itn alc ii), lance with the reconmmtlendat ion. 

Firthennorp , att hotlgh the Mission believes that the basis for the 
orig,.inal proposed proc r,,ment was sound, it has determined that there was 
not sufficient time to effect the procurement prior to tie current
project as.,i stance cmpI et ion late and concluded that the p)rocurement
cotulI ne deferred to the new Ikalth Sector 1I Project. As a result, the
Mission cancel led tie' proposed $[.8 million procurement and planned co
seek AII)/Washington's approval to extend the project completion date on 
the cuirrent project. 

Offi ce of the Ins)c tor General Comments 

The aud it showed that ISAl'l/fond nra s had little incentive to deobligate
oXcess project fun,; . The Missi ,'s modus operandi has been to extend 
project asitsi ;tantr edes(,pletion ill order to use as much of project
ohligat ions als poss i hle withotut seriously considering the benefits of
othor oppurtumitifes in ifonduras and/or Latin Nmerica. However, in the 
lig ht of tway' s feiteral bu tidget constraints, the Mission Ihs a 
respon.s ihi i ty to wmnr,' that projec t obl iga iOtis are requi red and are
he i ng ise,, to fuin,] It i, most. os t tetect iye solut ions to developmental 
requ i reimen ts. ;Wi t t I Ihe asyirmnc.s of adequate stdies to support
fund ing Ytins, tIN ission ha'; nui evidence that in fact its proposed
so] lit ions ae ust-,.'<c t iye. i rIi ot recognition anid report iri of 
,xcess project Ftn Is in sea i ann tal reports woulld help the Mis-;ion and 
AIDAiash iiiton bet t"r ianage scarce developmtent assi stance fiuds. Th i s
observation was ilsi, recentl1 made by AI 1)/ashingtotn. A Janimmry 1987 
cable to "!issin,; ii LaWtin AmNerica statedf that it is desirable and 
inlicatiwy of 01o i lanageitellt that deobl igat ion/reobl igat ion 
opportunities bp iltr.ntifi ed Idhrough Mission reviews rather than by
AI )/Wash ingt:t on r-v iewn porti ios.o,!Mi ool fi 

Several uo ring ch a;ga were madfe in the ifi scussion based on the 
Mission's writI. n ronmimet. IN Mission has provided adequate evidence 
that it h:s sati sfa, t orily implcmentI the recommendation. Accordingly,
the rec(tmnetiat ion i. :1ose, I with the issuance of the final report. 



4. Mana$ement Shm,,(lDevelo I)an, Document Alternat ive Strategies to 
Extendling Project Assistance (',fmp] C ion Dates 

All) Ilank hook guidlance v,,quir'es thia- Mission management assess alternative 
strategies to extetiding, project assistance completion dates. These
alternative str:teie s culdl(1 invole changes in planned activities,
reprogramming of Ifmils or el tir act ions. Mission Itlnagme nt had notdeve loped And1 dloctuilentI,,l alt eIrat i \e actions to extending project
assistance complet ion dates. A lack of MIission giuidance and enforcement 
has allowe,1 this sitI tion ro arise. Mission management extended project
assistni<,, comupllt io dlates withotit t full assessment of. the projects'
current t Ius and 'Pr .'lvatl ages and disadvantages of alternative
soltitionln. As ,t I t'l It, n roj cct s hal been ext-ended many years beyond
th ir (,I.,i I ,I;Ie I t,ti (n date wi thoiit ass"urances that these extensions 

weriF tie most (.,st-, eel iv<e soluti on. 

f " ,liwl Ildat iol No. if 

We r c orpvivi, I t ia r I I/ lot hii ,s i si ie a Mission Order or equivalent
locturi,'mi t, tltri that iieiorai da on project modifications to the Mission
Di,-,.ctii- in lld ';e iat l project- inlorlmation such as funds remaining,
Fate ' 'Xphli, itllre"; Aiscussion,tI atdi1 
 of t he advantages and (isadvantages
of alt ,Iatives to extending teie completion dlate. 

)isr. iscusion 

A') HaLIn, Ihook 3, Chari er 1.3, tescri bes thv importance of the project
atssistanc coimipletion date (PAC')). Extension of the PACI) is considered abStt,,ant ive project dnit iicat ion an! therefore requires an assessment by
'Iission iaiaa pellieHi Q', a 1trnat i ve solutions to ensu re tie mo st 
cost -effect i Vy action iS selected. llandbook 5 also states that 
jist i irt i ons f r,r ( tI :isiotas should be made in each case to determinet(1 u'e IF(r delay';' so t hat U'psc Canl be taken to make fIirt her 
ext 'ins , ulHecess; rv. 

'he liss in l)iri.ctor iwIat havedil I lot s stfficiett information on 
a ttlFH It i ve act ions to PAOC) ext tisi oiis nor documentat ion on) reasons why
prior Act ions w!r(' uis;ll:ceqsl or What other actions were previously
c(,nidered. Th, la;ck of this inforiation resulted in 7 of the 11
projects ievi ewed b,in exteidled , of wdhich 5) had each been prolog.1*ed by
At least 46 Itonthts b,\SuiI tlie original targeted completion date. 

The issicn Director granted 17 
 projct assistane completion date 
extens ions in 7 of the I I projects reviewve, l. Ot the 17 extensions, 7 
were siupported Ilw act ion meiior Iandato the Mission lir(.ctor. Action memrios
supq)port irig tlie rena inini I0) ext ntsi(,1s coiltl not be locate(d in the 
r',ject fi I ,q. TOw . .li,-;ion I It , :r two eor,iidicat edi lalt h cover'ed byamnen(luuits or swl,;l :'nd thre(, took place before 1986. The seven

avaIi Iable e(.'11 ,LA includb-l,.,, uot,,, (tiher data, a disciission of theottn 
project's 'stallis, prO ..SS to :t ., (l J)robl es and delay:s in pi'oject
impl leentat ion, And r'ecoltie n I that the Mission )irector grant an
extelision of tle ['AQ) in orl(r to complete project activities. Ilowever, 
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very lit le finaneial info rmatI i on showing amounts obligated, commi tted,expend e I r umearmarked was pr(rsened for consideration before a decision
.:as mate to exten I the PACt). FixtcndeI projects are ilent\flied in Exhibit 

Addit innallv, the a.lin ittruo, ofl11 tlta did not icrluide full discussions
project stat us or of alternatives to extending? the PACD. A review o:
t he so ltiiIoS Sh0Rr I thelthat liftforat i on was presented in siuch a mannerthat the only option seemingly avi lable was to extend the PACD.
Gonsichvrtttion of otllier ilternatives, such as reducing project activities 
an! repro),n minr funls were not diti lsse(t. There was only Ono act ionme!i lht I liscusseft . n alterintive to extending the project; howevpr, it was cote;i,hroIre ai;ceopt;tlhfe by hoI , AlID ant the (overnmttent of IHoldilras. 

Some pro jecis wurp e.wt enddl three times or more (ealth Sector 1, Councilfor Huinuii Resot rices hOvel opnerit and Rural Primary lducat ion). These 
lt if) l, fixt ensit i raise fitI her qlest ions about the adequacy of

informat i ,n providol to he Mission )irecior. There was no documentationav-iilablo that sh.wns where project ma nagement had considered any actions
othetr than ('Xlet ing! lip, project's life. Also, in sorie instances project
off ic rs hi not provi., ed ay ictio rimemoranda t , Itie Mission Di rector
 
for consi(fkt-it ion. 
 Inithese canes, consideration was apparently based ont
tinfocttolri of infoi al discutssionis as to what actions or altternatives were 
most appropri ate for the otoipletI on of project act ivit ies. 

Tte amount of Funds often involved with project extensi on decisions
domonstratvs the imitportance of dfocumenting and fulI considering project
stat is inlformation ant alterrtiw e strategies. For exampl e, about $2

million remained undishursed in the Naitural 
 Resources Managemenit project

wheii its IAt) was extended the secon l time frot Jtly 1987 
 to M-lay 1989;
$5.9 mil ion Iremaine unlisutisNef in the Ru ral Primtiry lkucation Project

when its PACt) was etended the third 
 time from April 1986 to September
1986; an,! $6. 8 million remainedt undisbursed in the Small Farmer LandFit l in: Project When its PACD was extended f rout August 1987 to August 

the sporadic !iseand inadleqiuat lovelopment of act ion tmemos occurred
because tie iission Ia( not emphasized their impo,tance to Missiontianaqement am! to the decisin-maki ig process. The Mi ssion had not ps abl ished a requi rement that proposed project extensions be discussed
in action memos &c the Mission I)irector and that these memoranda also
fully disclose the stat us of 
 t lie project and the advantages and 
1isadvant ges of al ternat i ve st r-ategies. 

The laclk of adequate ,uintanne r-,stilt- d in Mission manageent extending
piojct Cotipi etion tlps wtit o i ; s ot-atic assessiient o. alternatives
for rompl,,l in project activit ies. Itjects had beet extende-d many yearsNvond ti r original t,,mplotion fat, witoiut adequte assurances thattlhse etot(l/sions Were IV iost cost-eff ective solution. 

,is,;si n ol!f ic ill, st thaint considleration of project options was an(n-goitt process withIin the Mission. As long as there. was cotmmunicat ion 
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within the lission on project status and options, they maintained, there 
was no nted for formal docuimentat ion. Mission officials did not place
emphasis oH requiring, that action memos to the Mission Director present
al1t e'ra t I ,O St rat ,,gi.H; to extedl In PACDs that had already been reviewed 
anIl i' ec t (XI by %lission ma nageiqent and project officers. In effect,
Mission (,F! icinl q M tat ad evedutahLtt-te in place to ensure('l .mysta1s1. were 

thiit iilIaL mileit -.,i, i 1. Fact aware of all 
 opt iols Ilowever, the .iss ion
l)irwCto issii, iniiniormation memoraditium to the M,,ission staff which will.!
better ensure that 0ltutre action iiiioranda will contain a section
 
s rizina, Ouw v:aious :lternatives considered 
 and include essential 
proj ec t iof',rimt inon ngkindshI remaining and anticipated rate of 
eXp. dit ur '-. 

O'ffice of lh i n r" (snwior tal Couuenrts 

Tihe Iuiit (ihwel tiat hlntt r diociumn tIediinformliat ion ini act ion lilleiOS was
n(cesa 1 to ensure that the Mtission Director make informed project and 
fu in decisions ilnd to establish a record for futire use. These action 
!11m0,11(i) sh1l', I i I ldld , It , iIi i 1tu1111, project F i nC ia I iIfortiat ion 
aholt 1milts .va i iablh I' ,r t he l ife (,F the project, expendi tures and a
love I(pfunt a, It1'InatI i yes to extenling PAC1)'s. The Mission has 
provided xhqualate vilenc, that it Ias sat isfCactoril y implemiented the 
recol'luInlati i on. Acoriingly, tihto rcollimendat ion is closed with the 
iSsiuance of tie final report. 



9. oIpl iance and lint "rnal Con! rol s 

1 . Compliance 

The :n'd it disclosed three compliance exceptions. First, USAID/Hlonduras
had not ilentified and ,leohliga ted excess project Funds as required by
AM Handbook 3 (Findingp No. 3). Second, extensions of project assistance 
completion dates were made without adequate assessment of the current
project status cr a l1ernative sol Utions as required by All) Handbook 3 
(FindIing No. ,1). Third,t, I I Dlonduiras had not obtained a waiver as 
roquitd 0,w AIl) n,i hook 3 to o(xclud!,o cotnterpart cont-ributtLons on the 
Fnf!IEI)I.lI project (see foI , so, ect itn). 

Other thban tlKe cond ikions cited, tested items were .in compliance with 
applicable laws and i-egutations and nothing came to our attention that 
would indicrate that tntested items were not in compliance. 

2. Tntrnal Controls 

The aud it liscl osed i ntrnal control weaknesses in the Eollowing areas. 

I1SA It/Ilonduras had not estahlished arn adequate system to track, report
and st Ie critical project implenentation problems in a timely awl 
ef-e:t iw, manner (Finding No. 1). 

In 01ioitn, the Nisi,:on ha not esta blished guidetines to enhance the
iiseful i nPss of sem i anuta1 project sta tus reports. As a result, these 
reports we re not useft l in alerting managemnent to critical project
implementation problems and other important i ssutes (Finding No. 2). 

With Mti, above except ions, no other control weaknesses came to our 
at tent ion. 

http:Fnf!IEI)I.lI


C. Other Pert- inent Mati ers 

Four other issues were identified during the audit. First, during the 
ad it it was found that ,I techni cal assistance contractor had not fully 
provided tihe services that were agreed to inder the Council for Human 
Resources D)eve 1opntcnt lr('ject. The issue was brought to the attenf ion of 
the ,Iissiofn by t ho audi t team dhuring the audi t. The Mission took 
i mmeti ,tt, act i on t : correc t the deficiency by obtaining writ ten 
assi rarices f ron the ont rac tor to provide add it i ona 1 services. As a 
rsul t rd- the lissi,,n act ions, thin isie was not reported in the body of 
the repor t. 

Second, it was noted hring the that the Mission failed toaud it had 
obtain a waiver in accordance with AID Handbook 3, Appendix 2G, which 
reqt i res a cot nterpart contribut ion of 25 percent for Operational Program
(;rants ()PG), tless waived by the authorizing official. The $500, 000 
Federat ion of Pri vat" Development Organizat ions of Honduras (FOPRIDE1I) 
OPG projeoct had no ,ounterpart contribution and project files contained 
no wai vers. The Missi on was advised of this deficiency during the 
au(dit. Oi June 2q, 1987, the Mission Director signed a waiver which 
ret rac t i vv cou ,r 'I', t he projec t peri (,l. 

Third, is regardIs i lentifving and solving critical project implementation
problems, the a', i t showed t hat project officers, managers and 
coordinators, especially non-AJotrican direct hires, were not fully aware 
of the standards that their performance ratings were based on or how 
their performance was to be measured,. As a result, the Mission's 
performance rating process was nut being used as either an effective 
incentive or disincenl ive for those key staff responsible for day-to-day 
project management. This deficiency could be easily corrected by having
the Mission identify those priority areas which perfonnace ratings would
be based on, and effect i vely communicating these areas to all staff. 

Fourth, the audit disclosed that ISAID/londuras had not adequately
defined the types of activities in its project financial reports. It was
 
difficult to differentiate between discreet developmental projects and 
other act ivities. For example, the )ecember 31, 1986 Quarterly Project
Financial Report listed 70 line items or activities in the Mission's 8 
program offices incling the Regional llrban and Housing Development
Off ice. One could not tell f rom document which I inethis item
 



const i tut e a di scr ,t project (one with a project agreemert) and which 
was me'e v a Ii nor , sl tppo r t act i vi ty. Discussions with MIlission
official s al SO demon'-s t riwe a lack 4IF consensus as to the nullber of 
activities in te 'iisin'- poltFOliO. The confusion created by' this 
uInlCv.IPtainiLV cOcllbI ado,!".ely WVfect tihe Mission's monitoring, reporting
.in,1other responsihilities. The Mission shotld(I therefore, review adl 
classifv project atcivities in sRch a manner as to clearly portray the 
naLtur,, of these activities (e.g. proj ects with legal agreements, support 
act ivities, flunding sources, etc.). 



AUIIT OF
 
IISAID/I-HONDURAS' MANAGEMENT SYSTFNI
 

FOR FLAGGING TROUBLED PROJECrS
 

PART III - EIIBITS AND APPENDICES 



JSAID,,'K1ON7DJAS' PROJECT PORTFOLIO DATA 
INCLUDING ECONOMIC SUPPORT FUNDS 

Mission Classification 
As of September 30. 1986 

No. of 
Projects 

Amount 
Authorized 

As of December 31, 1986 
($0oo) 

Amount Accrued/Actual 
Obligated Disbursements Pipeline Committed Uncommitted 

"A" Projects 1/ 34 $331,053 $254,697 $219,339 $ 35,358 $233,046 $ 21,651 

"B" Projects 2/ 

"C" Projects 

9 

5 

255,930 

107,45O 

242,580 

88?631 

208,659 

42,S42 

33,92, 

467088 

214,625 

52.911 

27,955 

3S2720 

TOTAL 48 3/ $694,433 $585,908 $470,540 $I5,367 $500,582 $ 85,326 

Definition of Project Status Classification: 

A - No major implementation problems. 

B - Corrected previous problems and back on track. 

C - Major problems which require management attention. 

1/ 

2/ 

Includes one ESF traLsfer fund project with an authorized amount of $131,000,000. 

Includes on- ESF transfer fund project with an authorized amount of $208,748,000. 

3/ This total was derived by consolidating activities funded from project development 
and support funds and excluding three Regional Housing and Urban Development Office 
guaranty projects in Honduras. 



USAID/HONDUR-AS' 
EXCLUDING ECONOMIC 

PROJECT PORTFOLIO 
SUPPORT TRANSFER FUNDS 

Mission Classification 
As of September 30, 1986 

No. of 
Projects 

Amount 
Authorized 

As of December 31, 1986 
($000) 

Amount Accrued/Actual 
Obligated Disbursements Pipeline Committed Uncommitted 

"A" Projects 33 $200,053 $123,697 $ 88,339 $ 35,358 $102,046 $ 21,651 

"B" Projects 

"C' Prejects 

8 

5 

47,182 

107,450 

33,832 

883631 

21,159 

42542 

12,673 

46M8 

27,125 

S2?911 

6,707 

35 720 

TOTAL 46 $354,685 $246,160 $152,040 $ 94,119 $182,032 $ 64,078 

--------~ ~ ~-- ~~~~- - ~-- ~ --- --- -- - - - -- - - -
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3 Exhibit 
Page I of 32 

SELE(7rED PROJECT SIMAARIE.S 

(1) RURAL WATER AND SANITATION PROJECT NO. 522-0166 

This $28.4 million p)roject was authorized on March 31, 1980 for the 
purpose of expanding access to, and use of, safe water and htunan waste 
disposal systems in Honduras. All) funding consisted of a $19.5 million 
loan and $1.2 million grant. The remaining project support funds ($7.7 
million) were to he proviledI by the Government of Honduras (GOt). The 
project goal was to improve the quality of life, especially, the health 
status of the Honduran rural poor. The status of project activities as 
of September 30, 1986 was as follows: 

Original Revised Actual 
Activity Goals Goals Accomplishments
 

Rehabilitation 
Aqued(ucts 150 so 45 

New constrlct ion 
Aqiediic ts 430 430 320 
WIndmills 50 7 7 
Sewer systems 6 6 3 
Wells 2,000 2,000 1,410
 
Pit latrines 22,000 38,000 27,925
 
Water seal latrines 80,000 48,000 33,850
 
Septic tanks 49 14
 

The original project assistance completion date of September 30, 1983 was 
extended twice, by a total of 4 years and 3 months, to December 31, 
1987. As of December 31, 1986, $20.2 million of AID funds had been 
oblig,"ated. Accrued and actual expenditures amounted to nearly $13 
million leaving a project pipeline of $7.2 million, of which $6.6 million 
was u nc.rimi t ted. Reported GOif counterpart contributions were $6.6 
mill ion (not including G01l in-kind costs) for the same period. 

As of September 30, 1986, the Mission classified this as a "C" project, 

one having major problems which required management attention. 

Proect Imple nentat ion Problems 

Pro Viect implementation had been adversely aff-ected by (1) cumbersome GOI 
clearance and approval procedures, (2) GOII counterpart management 
pro lems, (3) inadequate local personnel contracting procedures, (4) poor 
coordination hetw,'en the Ministry of 1lealth anid SANAA, and (5) inadequ ate 
'i)II procturement proced i res. Specifically, cumbersome GOH1 clearance 
proceduires resil ted in delays in requests for reimbursement from 
lISAl D/Itlonduras. COt1 counterpart management problems accounted for the 
lack of counterpart funds to pay for operational costs - fuel, vehicle 
maintenance, salaries, per dliem - preventing project personnel from 
traveling to the field and implement ing the project. This was exacerbated 
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by i nadequa te GOI local personnel contracting procedures. Project 
personnel exe r ienced del ays of up to three mont hs in the renewal of t he i r 
cnntracts. Firthermore, project implementation was hampered by the lack 
of coord ination between the Ministry of flea ilth and SANAA. Work performedl 
by h)oth organizations qias not complementary and activities were not 
coord inated to avoi (I dupti cation of ,effort. Finally, materials and 
supplies neel ei to implement the project were not obtained on time due to 
inaheqate G! I procuirement p roce lures. 

The Mission was awar, of these problems as early as 1983 througb periodic 
meet i lrgs be t ween IRASAR/SANAA, the Mini stry of Health and AID 
representatives. These problems have Versisted and were recently 
reported to the Mission in an April 1986 Regional Inspector General Audit 
Report (1-522-86-11). These problems still had not been fully resolved 
as of 'larch 1987. 

M-ission Actions to Resolve Problems 

The 'fission was aware of these problems for at least four years, however 
had never adeq ately resolved them. The audit found evidence that the 
prohlems had been dealt with on a temporary or immediate basis but that 
tho root c ause s were never adeqt ia tel y addressed. r;ltI co IlntO(rpa t. 

problems were disciissed at meetings with GOII officials and through 
let ters but never fullv resolved at this level. To deal with this 
problem, a local currency revolving fund was established; however, this 
measure did not solve the I iqtuidity problem. Coordination problems were 
known to both Mi!lt and AlI), but were generally considered a project desi'gn 
problem. 'I I procurement probl ems were reso 1ved by transferri ng 
procuirement responsi hi Iity to the Mission. 

None of the problems wer,: closely tracked or reported, therefore, one 
colill not r(.a, Iilv ,letermi ne the extent or measure the intensiveness of 
actions taken to resolve liem. There was no evidence that time frames 
had been est ihlishedt to hiing the problems to a concilIsion. 

Somianmal Repor t Problem Presentation 

The problems werv not ad(-qiiately discussed in the semiannual project 
reports. The March 1985 and March 1986 semiannual reports stated that 
the GO!)I administrative and financial procedures were complex and time 
conM ming. This problem was; mentionej., but no details were given on the 
sri on suess of the problem or its potential impact on the project. No 
sol t ions were offered and there was no follow-up di scuss ion in 
silbseqlent reporVt's providing the reader with information on the protl)eiiis 
current slat us.
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Th l, found discus ion of counterpart management problems, 
althouigh a probliem with insuf ficient rotating funds was men tione I in the 
'atch 19) md:inIarch 1Q86 reports. The last report indicated that this 
partici lar p'rnhlm ma tr h' orre-ted by increasin.g tie amount of F>SF local 

CirnT'qlC\' geI'Ierti(os , btt in the following September 198% report htere 
was no lentimi (if the pioblti" or whether or not additional E.SF support 
was provide(.d. 

ili t no the 

Ihe ()Il pc rsnn(' I cont rac ting probleIem was never mentioned in the 
semiannalla repj)t'it. ]TO1coordination problem was disissied in thre 
repor. s. P'ocurm'en1t p'obl](ills were discussed ill five reports between 
l)oceub,'r l0,13 atl eJ'pti (elhp, 1986. However, one could not tell fr-,m 
r a, lil i these T,'ports how se riots the problems were an what correctiw 
actionis, if any, were being initiateI to resolve GOII lrocurement 

procttrt pilrObI flnS. 

Other project inforrmation was also deficient. For example, actual 
coInrlpalrt ('()lii li hltio s were not reported and errors were noted in 
prnvjuet Financilt figures. 

In simlria r, tlie crit ical prblelms affecting this pJ oject were never 
01,'9qurat elv aliiressed in ilw nemia utal reports. When di scrissed, tit' 

information wan ,enea llv nut useful as it did not indicate the problem's 
importance, how Ionrg it hal ,'xistel , or what corrective actions had beer 
tripet or were pl:nel. There was no continui ty, or linkage between 
rl)orts5 to pittt' ploblems in proper perspe'ctive. 

Problem Ilmplict -

These prr it t, p rob Ienis c,( t ri hu t td t o project delays rest 1t i ng in (1) 
extending tht- Opr-7ctove' 4 vie,'-; to eceirber 31, 1987, (2) decreasing 
thie proji'ct outlput ;, thereby reducir.g project benefits, and (3) resulting 

tI oV'r $,1.8 lil i t)il v'x(c'ss f rlds. 

Aftr t,)V,' lhan of project implt-inetation, only 71 percent of them" 6 'arbVS 

Pro jt I rtvi s'I Ialigel iai:lbeen accomplished. With orily montmhis
 
re .l i Tij i 1 tlplie i f lhe project , it is tuncertain if I(0 pr (,nt t)f
 

the rev Se,, I (ill'I,1 s i II be accoitijl i ,shvit.
 

Delays in r'('illest i ii timefhursmints from IJSAIl/hlonduas resul ted ill 

implerne.t atioin del.avs due to lack of funds to finance project activities. 

lack of, or ,l'.1av in, QHIl (:o1unt e rpart fnmindAW result ('i in project 
proiot,,r', not travelin, h,,tuse of ii ffici oit fiads for fel and per 
d iem. ( onse qllei t I v, v'V lii tI ItP' o k wa s perforr'l iin the [ii' 1 . 

coin I r oh causedl ,levl of tiref,'le, (;()II pp ro;nli . (t i[i pro1 em ann al avs up) t o 
t" pt p' rI , itil 'I ( honI we Vt'rwe not. l . Tht in!ition)11 tlhis }h eatI i")jc(I ac I s (t " 

I hi n I itel a I nos it I) lJiw was accoflp] i ;tid dlu- 1o the 1111l(0rtait o f 

obtini ng new cont rac t s alii because wit hot va Ii roil! rt s mo tn 
coulI he assi gnpdI for eithipi salaries or per diem. 



ENhib)i t 3 

Page 4 of 32 

Poor coordination between the Ministry of' Ilealth and SANAA resulted in 
the duplication of efforts in sone villages and a lack of accoimplishments 
in tlier areas, becauise acCh project sponso, pe ne ra I v worked 
i ieenI hen t Iy. 

hi na I I y, )ecase J illhI eqp l8 t.e (-)I}I prtOCuemlInOl t proceduires, the project 
oxrerieneci delays oF up to oee year in ohtaining materials and supplies
n(,eee to impln(nient the project. 

See Append ix 1, page Q fOr the Missi on's response to this project surmnary. 
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(2) IRAL TRAILS AND ACCESS ROADS PROJECT NO. 522-0164 

This $28.5 million project was authorized on March 31, 1980 for the 
purpose of expand ing the network of all-weather rural trails and access 
roads to reg ions of high agricultural potential within Honduras. All) 
funding, as amended in 1083, consisted of a $21 million loan and $700,000 
grant. he remaining project support Funds ($6.8 million) were to be 
provided by tihe (overnment of llonduras. The project goals were to 
increase the incomes of, and delivery of social and technical services 
to, smatl farnn families in rural areas. Planned project activities 
inclii led the rehabilitation, construction and maintenance of 1,510 
kilometers of rural trails and access roads; reconstruction of a bridge; 
and rehabilitation of 44 selected units of road maintenance equipment. 

The original project assis tance completion (late of March 31, 1983 was 
pI1 twice , a to As lDecemb crex ,.n hv total of . years, March 31, 1987. of 

31, 1986, all AID funds hrd been obligated. Accrued and actual 

expend ittres amounted to $19.7 million, leaving a project pipeline of 
nearly $2 million, of which $868,025 was uncommitted. The GOII reported 
$3.,4 million in counterpart contributions (not including GOll in-kind 
cost) for the same period. 

As of September 30, 1986 the Mission classified this as an "A" project,
 

one with no major implemental ion problems.
 

Project implementation Prob lems
 

Project implementat ion had been adversely affected by the absence of 
inifrorm road const rlc ion standards and inadequate maintenance. 
Specifically, there was no evidence that construction contractors
 
followed unifon construction standards even though such standards were
 
reportedly provided them ns part of their contract, and the G()ll gave
 
ruiral road maintenance 1oi,, priority and diverted assigned rural 
mai nttenance(111] piment to primairy roads. 

The 'Iission was aware of these problems as early as 1983 through field
 
trip reports and a mid-term evaluation. These problems persisted and
 
were reported to the Mission in a February 1985 Regional Inspector Audit
 
report (1-522-85-7). These problems had not been fully rectified as of 
March 1987.
 

Misinn Actions to Resolve Problems
 

The Nission had been aware of these problems since early 1983, however, 
it never f illy resolved them. In August 1984, the project officer stated 
in a memo to the )irector General of Roads that a manual or guide was 
needed to enulre adequate and consi stent construction standards were 
followed. The February 1985 Regional Inspector General audit report also 

reiterateI the need for such a manual. In August 1985, a construction 
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manual was prepared and was ised to gitide construction of the reiI ning 
320 k i lone t e rs of proj ec t roadIs. In the mean tine, IISAI /I lond uiras 
i nitiated act ions to hire addi t ional personal service contract staff to 
assist in monit oring project activities incltiding road colst t;t ion, 
select i on and 'na in t enarice. IIkm we r, these individuals w.,re not ft ill y 
on-board uliil Novenh',r IQHS. 

The Mission hal nutifiet the C,)II oF tihe road imin t enano problems for 
whici it was espoisi hime, (,1i s'vv'rxat occassills. ll(rener, 1no illi ate 

yesl ts wv e t a inedI . A mai t enance mnatla 1 was a Iso prepa red in 1985 
under the proj ect. low(,er, the probl em's rot cause - imi ted 11Ol 
smipport of nain tenarnre :tcli Vi I s - wa;1s never effecti yelv d1ea lt with. 

the I swI ji t to prob! ems when 
action cas tak(n it Ii, not Futll ly rect if, the prohlems. Instead of 
di recrt Iv resol ving 60)11 maint, lnCe proh Iems, HSA 11)/iltonduiras deferred 
resol ition to a fol ow-on pro j'ct. An $S.5 nil li on mai nvenance, comrponent 
($.8.3 million GIt arid $:150,On( in AMl) Fundsl iii the Rtral Roads II 
projoc t 4o. g22-)211 i s to proviulde maintenance For the roads constrtlcted 
arnd rehahilitatel lnder the Rirra l Trails and Access Vtmds proect. As 
,iscrissel later, this solition has also not heen effective because of (1t 
htlig(et rv colnsttFilit s. 

In SiiriIiII, W was , reac ng the and 

.'in((:' the impl erren tatiI(lontprolemoris were riot closely tracked or reported, 
we co ld not read liv etterinint t he fril extent of cons ideration q iver to 
theti h the 'IiPssion. 'lhr =r no rvidence tiat the lission hal an 
efect rve systeI for muna niii critical prohlems. 

Semniannal robli Present ationra1"pogt 


'ie prohleirs were not inclurled in the (tuairterl' or semniarnrual reports. 
The only iention oF eittitr pro leru was in the \larch 1985 set iannual. 
report WI'F( it wa; statel Ihat "maiiutenance of project rads fwas] 
lelavl,.'' The lagriitunile of the prohlem was never stated. BIased on the 
se.ri anniril reports, A cold reader would have rio idea that lh,se proh lems 
e(xistlted or wihat tireir inpact was on attainiir g the )rojct's oh.i,cct-iwvp;. 

geera ari a Iways For 
exaimple, rerilt rpor't , di1 not report louan and grait finlsse pa ratelv as 
in the past . These fuinds were Jurmwiped togethler,. In atdition, reports did 
Inot provide actI la I courrrlepart corntribintioris. This was pait icilarli-V 
important on this project as road mrai ntenance Was to he p)rovidel as part 
oF ('til count erpart runtribtlt ions. 

Other proj t( ili(oria't ion was; AM ot uisefl.il1, 
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Problem Impact
 

According to project officials, the extended project resulted in 
constructing and rehabilitating most of the planned 1,510 kilometers of 
rural trails and access roads. However, the quality of construction was 
questionable as construction standards were apparently not followed by 
contractors and road maintenance had not been performed as originally 
plannel. Nearly 1,200 knms of roads were built before uniform standards 
were developed. The imava i .hi Ii tv of 'mi form cons t rlucti on standards and 
the lack of maintenance contribut ed to the prermtare dtenrioration of 
roads built urJ,ir the project. Conse(IIuZ Iy, the communiti's .o )C'lefit 
f romI these roids W,:lre ' left a1s before, without a l1 -weather roa 1'; that 
cou ld he 11p them glet the i r products to market and rcce i ve soc ia 1 
services. In ad(l it ion, 60 percent of the pl anned ma i tenance ac Iiv i t ies 
uIner thme fol low-on Rurll .RoadsT1 Project are dti rcctly Felat c I to 
ma intainin tlhe roads biil t under" the Rural Tr-ails and Access Roads 
project. These activities had to be added becamsc the Missi on was u1nable 
to get: the GOIHI to provide the maintenance originally agreed upon. 

See Appendix 1, page 13 for the Mission's response to this sum mary. 
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(3) NAT1JRAL, RFSOJCF.S MANAGIMIENT PROJECT NO. 522-0168 

'rhis $19.6 million project was authorized on July 16, 1980 for the 
purpose of strengthening the Government of Hlonduras' management over the 
count ry's natural resources, developing an action program For the 
Choluiteca Watershed area and conserving soil and water through the 
introduction of modified agriculture and forestry practices. AID funding
consisted of a $10.3 million bnan and $3.7 million grant. The Government
of londuras was to contrihlte $5.6 million to the project. The project's
goals were to improve employment and incomes of poor farm families 
thromgh assist ing them in making more productive use of their lands, and 
to improve the management and ise of land, forests and other renewable 
natural resources. 

The original project assistance completion date of July 30, 1985 was 
extended twice, by a total of three years and 10 months, to May 31,
1989. As of Decemher 31, 1986, all AID funds had been obligated.
Accrued and actual expen, litures amounted to $9.6 mil lion leaving a 
pipeline of $1.4 million, of which $2.9 million was uncommitted. The CWilhad reported counterpart contributions of $3.8 million for the same 
peI itoI. 

As of September 31, 1986, the Mission classified this as an "A" project,
 
one with no major implementation problems.
 

Project Implementation Problems
 

Project implementation was affected by delays experienced 
in procuring a 
special computer to store, analyze and synthesize natural resources and 
land use data. Other problems, including equipment and vehicle 
procumrement delays and COIl counterpart contribution difficulties had also 
affected project implementat ion. However, the computer procurement was

of particular interest since it not only affected this project, but also 
the Small Farmer Titling Project No. 522-0173. The titling project
".equired the computer to produce land delineation maps in order that land 
could be titled. 

According to the original procurement plan, the computer was to be 
purchased by fJly 1981. However, due to project start-up delays thei ssion did not( actually approve the go-ahead to purchase the computer
until April 1983. It was not until )ecember 1985 that it was finally
received. In March 1986, the computer's installation was completed. 

Mission Act ions to ResoIve Probleims 

The Mission did not effectively ,e~3l with the computer problem. It 
shot ill have ben evident. ;!t the beginning that there could be major
problems in pr,,curing a specialized computer. However, it wasn't until 
March 1983 that. actions Were taken to determine the actual computer needs 
of the project. 
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A technical/sales representative was invited to assess _the_ project's 
computer requirements. Rec6mmendations proposed by the representative 
were rejected' by the Mission as too sophisticated and costly. In late 
1983, the Mission requested AID/Washington to provide procurement 
support. Additional delays were experienced because AID/Washington's 
computer specialists were unavailable. Eventually, the Mission was able 
to obtain the services of a specialist From the Interamerican Geodetic 
Survey to provide the necessary technical support and to identify the 
computer's specifications. 

The Mission provided evidence that it had actively monitored computer 
procurement activities (luring the period April 1983 through December 
1985. Nevertheless, the audit Found no evidence that the Mission 
assigned specific responsibility for tracking and reporting the status of 
the project, especially when AID/Washington became involved with the 
procurement. Since AID/Washington participated heavily in this 
procurement, it appears that the Mission passed the problem on to 
AID/Washington. The October-December 1983 quarterly report stated that 
responsibility had been transferred to AID/Washington for procuring the 
computer equipment. 

This problem was unique in that the solution depended on AID/Washinton's 
participation. Nevertheless, it is similar to those of other projects in
 
the manner in which the Mission managed the problem. The problem was not
 
effectively tracked reported was any of
or nor there evidence .. pressure

being exerted to resolve the problem or identify alternative solutions in 
a timely manner.
 

Semiannual Report Problem Presentation
 

The procurement problem was referred to in most of the early quarterly 
review reports under the section entitled "Key Indicators" which 
identified actions to be performed. Subsequently, the problem was 
referred to in the report's project summary section. However, the 
problem was never defined nor presented in terms of its seriousness or 
potential impact on the project. Furthermore, the report did not provide
continuity as to how the problem was being handled or why procurement 
,leadlines were extended. The report did not convey the significance of 
the problem and cold even leave the reader with the impression that the 
problem was not serious.
 

Other project information was general and not always useful. For 
example, recent reports did not provide actual counterpart 
contributions. This information, when compared with planned 
contributions, is a useful indicator For identifying potential problems. 

: i :: ' : , :: . : i/ . : . :' :.: 2 ' .. ' : : ' " " ,i. . : ' . . -: .' , - _ .:' 2. . : . .. . .. 
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Problem Impact 

The extended project was ahle to 
withou t the new computer because the 
existing older compuiter capable of 
This existing equipment was considered 

function, 
National 

lroviding 
obsolete 

although 
Cadaster 
"limited project 

and close 

not optimally, 
Program had all 

support. 
to worthless by 

the .i ss i on s corlt rac ted computf r specialist. According to project 
officiti s, duri, this porilod project field work was perfornc.l withouit 
the hest info-ra Li,)n and more funds than planned were us, to ,main ta i n 
the older computer in ordr to keep it on line while awaitiN? the new 
project Computer. In additi on, implementation of the lnad Litling 
project was delayed. 

See Appendix 1, page 15 for the Mission's response to this sunmary. 
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(4) RiJRAI. IPlMARY -DUCATION PRO.JECW NO. 522-0167 

This $32 mil lion project was authorized on July 8, 1980 for the purposes 
of expln,ting and improving the physical infrastructure of the rural 
primarv -,lrcat ional system and improving the quality of primary education 
recei vd in rurral schools. AID funding consisted of a $16.9 mflion loan 
and a $2.8 million grant. The remaining project support funds ($12.3 
i i Iin) were to he provided 1w the Government of Honduras ($8.9 mi Ilion) 

;Ind local communllit ies ($3.14 million). The project's revised goals were 
to: 

- build 2,100 new classroomiis, 

- renovate 600 existing classroomis (1000 were initially planned), 

- buill one toach,r train in center (this center was added at the same
 
t i,. 0; out of 600 Leacher houses were deleted),
 

- develop a mai nt enance system and manual for 5 of the country's 18 
,cpartments (initially a nationwide maintenance system was planned), 

- improve the nat ion's elucat ion supervision and in-service teacher 
training syslem, and 

- institLte'a manuagement infoi, ation system. 
The original project assistance completion date of April 30, 1985 was 

extended four times, by a total of one year and eight months, to December 
31, IMQ6. At its termination all AlI) funds had been obligated. Accrued 
and actal expenditures amnoumn0ti to $19 million leaving a pipeline of 
about $700, 000, of which, $146,270 was uncoumitted. GO!I cotterpart 
contriburtions totaling $8.7 million ($6.9 million in cash and $1.8 
million in-kin)l were reported during the same period. 

As of September 30, 186, the Mission classified this as an A" project, 

one wit h 11o inma jor implementation problems. 

ProjrecI mplemeni a t i )n Probl ems 

Project imp irmentat. ion was adversely affected by the Ministry of 

Fliration's (,iE) constiction unit's inability to effectively work under 
All)'s fixed amoumnt reimbirsenent (FAR) accounting system and GO! I 
equitpment and matrial lprocuirement problems. Other problems, including 

GO! I org a ni za t iara 1 coordination and internal accounting and control 
svstems also affec ted project implementation. Ilowever, the problems with 
the FAR svst em and GOtIprocureuient were considered the most se iols. 
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'hfie Mission was ;,ware of the MOE's difFiculty in complying with the EAR 
late 1982, and was aware of the project' ssystem' s reqii rements in 

1981. 	 project.procurement prhioblems as early as mid The MOE procured 
equ ipment and materials through the 	 GOH 's General Procurement Agency. As 

a result of complex procurement guidelines and procedures procurement was
 

extremelv slow. Procurement problems with the government agency were 
last reported in \March 1984. In mid 1984 AIl) assumed project procurement 
responsihilitv. Subsequentlv, in 1985 AID also experienced procurement 
) r Mo with Ru(TN)(, theip rocui remen t service agent. The FAR system 

plroldils were co rrected in early 1985 when the system was abandoned and 
school cons t ruic t i on respons i hili ty was shi fted from the MOE' s 
cons truction unit to private sector contractors. 

The ,r:,,.aiazorizaional cnor inat ion and internal accounting and cont rol 

)robl ems were f i rst i lent if iad in 	 a September 1983 Regional Inspec tor 
General audit report (1-522-83-16). The organizational coordination
 

remain throughout the project's implementation.
problems appeared to 
lowever, accord ing to project officials the internal accounting problems 
had been corrected soon after being 	identified in the RIG audit report.
 

Mission Actions to Resolve Problems 

With the except ion of the internal accounting control proble[, , the 

Mission had not resolved the project problems in a timely manner. The 
FAR system problem persisted for about one year, the procurement problem 
with the government agency lingered for about three years, and there was 

no evilence that the organizational coordination problems were ever fully 

resolve, , however according to Mission officials, improvements in this 

last :Area were observed during the final 18 months of the project. 

The Audit showe I that the Mission 	 had effective mechanisms to identify 
but, it did not have an effectivecriti (A! iliJlemenritation problems, 

system for resolving these problems. A review of project files showed 
were taken to resolve the selected implnementat ionthAt various actions 

problems inclutding frequent meetings between the project officer and MOE 
and at least one meeting on these problems between therepresentatives 

Mission Director and the Minister of lducation. tHowever, the audi t 
norshnwed that the problems were not systematically tracked (;r reported 

was Ihere aipv evidence that 1robl em resol ution time f rames were 
establi shed.
 

Semi lal Report PillPresentationuniia Proeil 

were not ftlly disciosed in the qmarterly and subsequentTh. problIems 
only clearlyselniainual proj ect reports. The FAR system problem was 

ilentifiled tne in the December 1982 report. The procurement probl 
in many of the reports. "lierecei v,' mor a tent ion And was Iment ioned 

rPnor t s, howevewr, dlid not provide information on the seriousness of t he 
prl)hIemvi or Ilie p)tential impact on achieving project and sect or 
Object ives.
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Other information was not always useful or CorrcC. For example, the 
recent reports did not show GeIl counterpart contrilbutions. Al so the 
aridi t noted errors in various amoun ts shown iln the reports. 

Problem lmipac t 

The lingerin g implementation problems contrinul to extending the 
project 's ass i stance completion date by more than one and one-half years 
and increasing1 the project's costs. Initially, All) funding totaled $15 
million. lowvr, tlis amoillt was increased by a total of $1.7 mi lion 
to $19.7 million in sever'Itl inc'een ts. . om of these fiind s were used to 
impllement a ianagement information system which was ahed to the project 
in -arly 198,. I owevr , adlit ional funds were apparetlv needeI to 
co-plte act ivI ies which were delayed ,W!e to implementation proIflelns, 
even rhenogh proj(Ic ()tit pits were sigtnificantlv relliced from those 
originally planned. 

Also as ment i one, I earl i(r, rsl)onsi hi i ty for pro)j ct con1strlction was 
switcliet from the Y)lF, because of delays and diIficulties with Lthe FAR 
sVstemn, to private cont ractors. This switch reportedly resul ted in 
highier unit co;ts betase of hWilt-in profit margins, ht also resulted 
in expedIitinrig cons I.rlction work. This switch also affected school 
maintenance. Orig inillv, local communities were to work along{side the 
M(NE ill consvt rllctin , the schools and were to continue providing school 
maintenance after oustrlction was coiple ted. IHowCVCr, accordi ng to the 
projec t officer, Inc l rivate contractors sLirted cons tructing the 
schools Ithe local communiities Iost i nterest and/or no longer idetifie(l 
wi th the schools. \s a rsul t the local conmrnllllii ties will not provide the 
plan lld 1ai fit fnl;lla nc when reI li red. This was appareni tly tie reasoll why 
counte.rpa rt contrit i onis were $3.6 mill ion less than planned. The 
f'ilmre to obtain mainloinanco services as pncd caused All) to inclukde 
maintenance cover,ge for urnits built unler this project in a follow-on 
project - the Primary !diucattio Efficiency project (522-0273). 

See Appendix 1, page 17 for the Mission's response to this stnimary. 



3 Exhibit 

Page 14 of 32
 

(5) Health Sector I Project No. 522-0153 

This $48.7 million project was authorized on July 31, 1980 for the 
purpose of increasing the effectiveness, efficiency, and usage of the 
health care ;ystem services in Honduras. AID funding consisted of a 
$15.6 million loan and $15.1 million grant. The remaining project 
support funds ($17. ) million) were to be provided by the Government of 
Ilonduras. 

The proiect's goal was to improve the health status of liondurans measured 
in terms of increased life expectancy at birth, decrease in morbidity, 
especially of infants, and a decrease in mortality among children under 
age f iVw. The project, as amended, has 19 components. The human 
resources and institutional development and improvement component was to 

assist the Ministry of Public lealth and Social Assistance with planning, 
organizing and implementing its program of extending primary health care 
throughout the country, particularly in the rural and marginal urban 
areas. 

the original project assistance completion( date of July 31, 1984 was 

extended three times, by a total of nearly four years, to June 30, 1988. 

As of December 31, 1q86, $27.9 million in Al) funds had been obligated 

($15.6 million loan and $12.3 million grant). Accrued and actual 

expenditures amounted to $1Q.9 million leaving a. pipeline of $8 million, 
of which $5.4 million was uncominitted. The GOI1 reported counterpart 
contributions of $13.8 million for the same period. 

As of September 30, 1986, the Mission classified this as a "C" project, 
one having major problems which required management attention. 

Project Implementation Problems 

Project implementation had been adversely affected by (1) delays in 
building central and regional warehouses, (2) irregular operation of a 
revolving fund, and (3) procurement delays of medical and related
 

commod i ties. (onstruction of the project's planned 14 warehouses were 
considered important to achieving the project's goals since adequate 
storage faci Iities were required before sufficient qlanti ties of 
medicines and other supplies could be positionedl in support of the 
project's components. The warehouses were planned to be constructed by 
mid-1983; howeve r, as of April 1987 only two warehouses had been 
completed, both in the country's capital, Tegiici galpa. The status of the 
remaining 12 warehouses was as follows. 

Four areholises were under construction, but were experiencing legal 
problems; four were partially completed hit may not be coipleted soon 
because the cont ract or has gone bankrupt ; and contracts for the last four 
war houses were- jist recently awarded. 
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The revolving fund was established for the purpose of financing 
in-country training of health personnel; however, its operation has been 
irreguzlar and it has not been functional since December 1985. The 
problems with this fund were related to the GOt's requirement that it be 
closed -out each year. The time lost to closing down and reinstating the 
fund each year limited the funds' availability to finance training 
needs. Another related1 prcbliem was that the fund's administrator was 
reqt itr, , by Wl regulations to he bonded. Bonding fees hadl to be paid by 
the administ rato r. Therefor , it has not been easy to find a willing 
admiinistrator. AIl) therefore agreed to cover this bonding fee with 
project monies, hut this att.mpt failed when the commercial bank denanded 
an atdit ional 100 pe rcet*iy .rantv of the employee's property. 

Delavs in pirc Iias i n project financed commodities were due to a lengthy 
an I clivibe rsoMe procurement process required by regulations established by 
the host countr y andI AIlD,Washington. 

Mission Act ions to Resolve Problems 

The Mission has been fully aware of these three problems. However, in 
our opininn, the Mission did not deal with the problems in a timely an1d 
effect i ye manner. Besides reporting the problems in the periodic project 
'Vtat is reports, these problems were also addressed in a February 1984 
,valuation report. They were also mentioned in another evaltation report 
in Au gust 1986. ubsequent ,loclinents referring to the revolving fNd 
pro lems and delays in warehouse construction were also identified. 
These, ival and dlocuents suggested solut ions to theations altenmati ve 
prolloms, however it seems that actions have not been effective since the 
problems remain unresnlved. le audit found no evidence of what specific 
action!; the project officer and the Mission took to try to solve these 
problems, other than what was reported in the quarterly and semiannual 
reports. The project officer stated he generally never put into writing 
the act ions taken to try to solve the problems. 

The Mission Director also sent several letters to CGil officials regarding 
t le proj ec t,' s i mpl ementa t ion problems, with increasingly stronger 
Ianuguag, when ipositivye resu lts were not obtained. The se letters helped 
to mnve things within (D0H{ offices. 

The project officer considered that certain problems affecting this 
project beyond his or the Misson's control. Ile stated that high level 
discussions between All) and GOI0officials were needed to resolve the 
problems affectin this project. According to the project officer, the 
problrms and solutions c(Olh be identified at his level, but could rot be 
impIemenrted withourt the support of ,OIl officials. 
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Semiannual Report Problem Presenthtion
 

The problems were include I in the quarterly and semiannual project status 
reports. However, the reports did not disclose the seriousness of the 
problems or their possible effects on project implementation. No 
al ternat i ve soluit ionls wer' sugges ted or di sctssedl. A conparison of 
planned versus actml outpllts was presente,:d in the reports beginning ill 
1985. However, the reports provided no continulity as to how the problems 
were bein dlealt y the ission. Actual O! counterpart ,laLa was also 
not provided.
 

However, we were told by Iission officials that the Mission Director 
monito redI the project closely because of his personal interest in how the 
project was proccee ing. The project's iniplementat iop: [problems were 
d i scuissed in meifloramn hmns and notes to the MIission Di rector. These 
internal documnLs oltei disciosed the serio tsness of the problems and 
their effect on (he project's resul ts.
 

Probl(n Impi( t 

Acc or lin.g to the project. officer and semiannual reports, the warehouse 
-construmction's slow pace alversely affected project implementation since 

these warhouses were critical to achieving the goal of supllying
 
adequate levels of miedications to 70 percent of the health centers. 
Sufficient piantities of basic medications could not he provided to 
heal th centers because oF the lack of alequate storage c:-pacity. Th
project off icer statel that the (INt! response to a polio out-break in 1985 
was probably impe led som'ewhat becauise rul ral area s lacked suifficient polio 
vaccines. Another ma jor ef!fect of project ,helays has been an inc rease in 
construiction costs. Vie est imatel that construction costs incremased by 
nearly $100,000 between siuibmissions of the first ;mrehou se constriction 
bids inrOctober I .q4 and r,, last bids stibi it tel in Iebrinniry 1987. 
Additional pro ject costs of $;160,000 will he required to compltete two of 
the four warehouses parti ally comlipl eted by the one coIt rac tor who 
decla red bankrlptcy. The proj,'t ofFicer was optitistLic thait the 
warehouses wouldI be comilieted by Jne 1988, bit, conside.ring the current 
statuis of their constr'iction arid renaining proli ems, this possibility 
appears doubt it. 
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The project- oltice r consilehQl that the rev lving InI prnhwshl'll, hIadl not 
been critical for the in-cowrt y training prog ram of INeWII pe r;onnel, 
since tOhe project's tra ining, tirget goals hNOt bWeii siurpassd Ilowever, 
he said, more tra ining; was required for Iealth personhlel. 1l a lso staLed 
that the leng.,,thy am!11I cum rsomel(be (rctreirleri t ' process haI con tri )uted to 
project implement ation 1delays. 

See Append ix 1, page 20 for the Mission's response to this swlinary. 
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NO. 522-0173IAND TITI,ING PROJECT(6) St4kI, FARMER 

This $16.7 million project was authorized on August 30, 1982 for the 
lands in lte nduras. 

a system for titling rural 
purpose of establishing 	 Theloan and $2.5 million grant.
AID funding consisted of a $10 million 

be provided by
funds of $4.2 million were tosupportrelmlining project 	 The

Honduras (C9)1) as counterpart contributions. 
the Government of incomes 

goals were to increase food production, employment, and 
project's of property ownership

ltonduras expanding, the benefits private
in rural by 

The project initially estimated that the GOIl' 
farmers.to small 	

issue to fee simpleable to up S0 
\grarian Reform Institu\te would be 

project. In March

70,000 during the life of the


titles per day or abmit 

1087, this amount was revised downward to 40,000. 

(late of August 29, 1987 was
assistance completionThe orioinal project 

of December 31, 1986,
extended once, by 2 years, to August 29, 1989. As 

expendi tures 
al I All) funds had been obligated. Accrued and actual 

of $6.8 million, of whichaamountet to $5.7 million, leaving pipeline 	
officerThe GO! reported to the project 

$4.2 mitlion was uncommittedt. 
same period.of $1 million during the 

counterpart contribit ions 


as "C" project,
Classified this a
of (eptember 30, 1086, the MissionAs 	

which requi red management attention.
with major problemsone 

ject mpl ementat ion ProblemsPro 

by the funding mechanismadversely affectedProject implementation was 	 landCadastral Directorate (DEC)
used to reimburse the Executive 	

for 
be reimbursed through a 

delineation and mapping work. The 	 DEC was to 

(EAR) system.fixei amount reimbursement 

support delineation field
DEC was advanced funds to

Under the project, 	 Thespecific land parcels. 
teams which were responsible for delineating 	

work wasas delineationbe liquidated field
advance 1 funds were to 	

by the National Agrarian
work units were certified

completod and specific 	
by INA, AID would review the 

(INA). Upon certification
Institute 	 This payment
reimburse DEC for worked performed. 

necessary documents and 	
that work was completedensurewas established to bettercontrol system 	 and 

agreed. lHowever, the field delineation work required more time 
as 	

planned and resulted in DEC exhausting its 
originallyresources than 

INA's certification.it could complete work for 	 As a 
advances before 	 field own limited resources to support

DEC had to rely on itsrestllt, 	 halted on several
funds, field work had to be 

teams. Even with these 

occa si ons. 

was foreseen by the project 
The potential for large umnliquidated 	 advances 

slowerimpleme.ntation because of the 
coor, iTMtor within time first year of 

the documented evidencework. However, first
than planned rate of field 

advisor's memorandum to 
found in a March 1985 technical

of problems was 	 luenot maintainedDEC vehicles could be 
DEC's Director stating that 
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to spare part shortages. Subsequently, the problem was reported by the 

project. officer to the Mission in the semiannual review reports. In 
Inspector General audit report (1-522-87-6)Februarv 1987, a Regional 

showed that project funding problems still remained. Delays in procuring, 

a copot or inder the Natural Resources Management Project also affected 

this project, as t ho same computer was required to produce maps for lanI 

t it 1in pu rposes. The Compi ter procurement problem was discussed under 
the other project. 

.ission Actions to Resolve Problems
 

In Octther 10Br, a $1 mill ion F.;F local currency-generated rotating fund 

was ostOablishod by Project Implementation Letter No. 22 to alleviate the 

p roject s fundin, requirements. This rotating fund was exhausted by 

August 1986 and an additional $1 million was required to increase the 

fund to $2 million to support project activities. This additional 

agreed to by the G1lt, but, they were not made available tofuMdinu was 
the project tntil Janiary 1987. In the meantimc, the Mission advanced 

$250,000 to the project. 

The effects of tihe project's financing problem were recognized by the 

The Mission responded to the problem by establishingMission in 1985. 
to enable DEC to continue its field activities.another funding, source 


T'his so ition was not fully effective as additional rotating funds were 

reqt!ired to continue project activities. In the meantime, field work was 

from the files what other options wereagain halted. Its unclear 

According project
considered in trying to resolve the problem. to 


officials, the Mission Controller's Office was opposed to increasing AID 

advances or abandoning the FAR system. It appears that the rotating fund
 

was a compromise solution which was not fully effective.
 

Semiannual Report Problem Presentation 

semiannual)nce identified, the problem was presented in each subsequent 
report . The problem ias fully discussed, including the effects the 

problem might have on achieving project objectives. Ihe action:: taken to 

solve t le problem were also discussed. The semiannual reports, however, 
,lid not disclose the status of counterpart contributions. 

Problem Impact
 

'rlme project's funding problem adversely affected the project's
 
four times during thep(-.rfonimance. Field del ineat ion work was hal ted 


peri,1 January 1985 through September 1986, resullting in 101 lost field
 

work days. Work was hal todt because funds were unavailable to support
 

fie l l ineat ion teams and to keep field vehicles operational. lh)ring
 

these periods s!alf were laid off. Some trained staff found other
 

emploIvment and itye r returned. Accord ing to the project officer We 

loss of trained staff was serious because it took about 6 weeks of 



HxhiIi t 3 

Page 20 of 32 

(classrooi instrmc Lion to train each Field emp1l1loVee in dl ine. ion 
procedre(s.' The fnrdinig prohl ems also reportedly altfected the quality of 
Field delineation and imappi ng as alequtate support waS "ot al \4avs provided 

As of D)ecenber 31 , 980, alboii 22,000 land titles had lheer issued and 
r gistered, which ri)resent(,l 31 percent of the orig inia lly planned 70,000 
titles in,! 55 p'vrcinlI o4 the current revisel target of ,10,000 titles. 
The l)roject ofticrt ;tated(, that the reduiced target was not a restult of 
projiect delnys, hut ratelm was a more accImate estimnate or the potential 
land t i t IIs in the sevenl depa ruiten t s where wo rk was pI anned 
Neverrh l ,s, Ie stated that tlie project might not have sufficierit funds 
to compilete all rvi :ed work. 

See Appendix 1, pae 22 for the Mission's response to this suunary. 
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(7) .1JNCII, FOR IIJ.IAN RF.,SOIIRCFS DEVELOIMENT PRO.JF,(' NO. 522-0257 

This $1.9 million project was authorized on ,July 26, I)8 for the purpose 
of iiprovirig, the qurality and relevance of worker tri in!,, in honduras, 
and rmaki i it 1ore responsi ve to pri vate sec tor needs. All) ftun u ing 
consistel of a $1.3 mi I Iion grant. Ihe remaining project support funds 
($636,R5) were to be providedI by the Council for lHuan Pesources 
Development ( flimrionly known by its Spanish acronym CAl\)BRII). 

The original pnlIec t assistance completion date of July 31, 1985 was 
extended three times, b, a total of four aId one-hiif years, to January 
30, 19)0. As of Decmber 31, 1986, neairly $1.1 million had been 
obligatel. Arcru(l and actua 1 expend itures amountael to $841,279 leaving 
a project pipeline of $238,721 , of which all was cOimrmi tted. As of 
October 31, I08( , CAI)ERII reported $573,50() in counterpart contributions. 

As or September 30, 1 )86, tile Mission classified this as an "A" project, 
olle lrlvir no :aj or imp ellIeleita ion prohl ems. 

Pro Ject 11Hl'deneta t iol l'robl It,,1-S 

Project implaerni ntation was affetwt by inaiejmtab, technical assistance 
provided by Central Texas Col ee (c) Specifically, CTC Was unable to 
prov de Ohe t(hnical services that were agreed to indekr a $563,058 
technical assi stance contract with CAI)I, I. 

The issi on larnmel of the problem in )ecember l1985 during, a meeting 
between the 1)ir.ctor of CAI)PRII and the All) project liaison officer. The 
problem should have been ra isel earlier, but initiil iinplerenting agency 
administrative i)roblems coonsuulel most of te project officer ant liaison 
officer' s time. f)ncc those probl,ems were improved in late 1985, 
attention shifteld to assessing project accomp lishments. 

Mi ssi on Act i ors -o ResolveI 'roh iems; 

i timely 
Immediate ly after learning of the! problem the AID project liason officer 
notified] (I'C of tihe sit rati on and the College sent an evaluation teamti to 
1Honduras to assess tre problem. 'The evaliua tion tPi conchrled tint, the 
technical assista'nce teari laked the necessary expertis( to effectivrly 
provile the services under the technical assistance contract. Two of the 
three technical ae;.sista rce twone ,mbers wer replacred with more quairied 
staff. 

The Mission responded to the probem in a and eftectiv manner. 

Scmi.uniral R _ - rl 'resirt ait i on,_ 

The tecnlil i iss irstance plr)rbl was rel)orte in two semi annal 1 reports. 
Iloweve r, tihe di scuss;,i on didt not provide aleuia t informrir ion on the 
seriouisess of tihe problem or it.; potent ial f(cts (n the project's 
objclte;s. Also the t.chriclI service contrac tor was not. identified. 
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r'his t ype of informat ion coil d he useful if Other projects had had or 
were also MXperiencing problems with the same contractor. This was 
xact ly theS case with another IJ.$;ll)/lionduras project which also had a 

technical service colt rac t Wi t h the same Cont rac Lor. According to 
,lission of'ficials, this project had also experi enc,, sitmialar problems 
with the con t.trac ()i. 

[he reujrt" ;(Ni(' rrors in financial figures and dat es.coIlil el nllillor" 
In adl iIon, the reports did not show aIctLia l counte rpart, cot rihut)1n 
di usbitrs4 ll t .. 

The t,,u:rncal assistince probler had an adverse effect on ;achieving the 
-woolpr)i,,t 2!oal . Iwo cont ract elerietilts working training ciriirtiull 

And ;an i n; t rt Irr tra i in prop ran - wre not levelboe by CR: but 
in;tead w re developedl h CAIHRIHI with exist ing amd Iono personnel at an 
-; ni ttIeI us I " ;2in0 . Ac(u to ject di1s, two((st ll ini pir t Ii these 

e elli I l," -rI" p", I Fu coed hv (Wl OldI b w arise Jel,1 avs, ina t In ii I 'v Iopilen 
wold I I ' iff' 'tI u1 pr il' s ' acin ,h . i'Ire(, i ! v tIret ki 1 f( 't ti I of e 
;,()1) 1 ' ' 'fI iI r ,;+ ] II v ' I , I; t" I ("; s t I II 1I IInn. V;c A lt of 1Ie V -s our 
All , I A M II'!Ifu Idnrl , :hI Ai 11"d w(rit11vn a s, urirr , riom C Ci f Ir l,lit i na I 
s,,rVi c' , III Ir Hli i'-l t ii my cm1 ru t Wi tlouIt illJi t i =Il c st s. 

Their tft( hfill i ric f~~lIsA I ;o ~'r I "di in foIewe!\%rkers bc-i ng 
c'rtifie.l. Kv W"v 1081, 300 t,,rkerq were to he cvrt ifed under the two 
ve,ar r,chmi'Al as4it nc, cunt rnol . However, )s %f,l;lrch 31 , 1-87 only 

10), or I percent of the oiiNK lrograin gao.t hail ben certified. 
uff at el riot threKAIINtI ft pst i Ihit it wuld(I h. nt iI No\oeiilher 1987 that 

300 crt ifti i worker go;l w he reached!. 

-;(e,! Append i x 1 , page 23 for tIhe Mi ssi on' s response to thi s sumumary. 
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(8) EXPORT DEVELOrENT AND SERVICES PROJECT NO. 522-0207 

This $31.6 million project was authorized on Auust 30, 1981 for the 

purpose of increasing non-traditional exports. All) funding consisted of 

a $16 million loan and $7.5 mill ion grant. The remaining $8.1 million in 

project support funds were to be provided by the Government of Honduras 
($2.5 million) and by the Honduran Private Sector ($5.6 million). In 
addition to these funds, the Government of Honduras was to establish a 

$24 million credit line with tconomic Support Fund (FSF) local currency 
generations in order to provide loans to non-traditional exporters for 
working capital and investments. The project goal was to promote 

economic growth and employment through development of non-traditional 
exports.
 

The project assistance completion date was September 30, 1989. As of 
31, 1986, $17.6 million in All) funds had been obligated.December 

Accrued and actual expenditures amounted to $3.6 million, leaving a 

project pipeline of $14 million, of which $9.9 million was uncommitted. 
(711 counterpart contributions had not been r ported. 

As of September 30, 1986, the Mission classified this as a "'C project, 
one having major problems which required management attention. 

Project Implementation Problems
 

Project implementation had been adversely affected by inadequate 
coordination and communication among the key project participants - the 
Central Bank, Ministry of Finance, IJSAID/llonduras and local commercial 

eligiblebanks. Specifically, commercial banks had made few loans to 
exporters because of the banks' unfamiliarity with the project's credit 

line pr',cedures, their percept ion of unacceptabl, lending ri sks, and 

their inability to participate in the project's generat ed fore ign 

exchange earnings. In addition, the project's proposed one year 

import/export permit scheme was ineffective because 1lSAID/lonluras, the 

Central Bank and the Ministry of Finance had different opinions oi how it 
was to work.
 

The Mission had been aware of these problems since Aiugust 1085 through 
advisor to the- project,daily monitoring by a full-time private sector 

project Director.who reported them to both the officer and Mission 
However, these problems persisted and were not seriotsly actel uponmint il 

they were highlighted in a March 1987 Regional ltisl-,ector General Auidit 
Report (No. 1-522-87-17). As of May 1987, the prohlems hal not been 

fully re solved, although a strateg v had heen develope l to re ,-,lwe t hen. 

Mission Actions to Resolve Problems 

The Mission had been aware of these probl1 ems for More tIn two yea rs. 
According to USAIl)/Htonduras off icials, these implementation problems were 

di scussed at meet ings, with the project's part ic ipant.s; however, tle 
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operational problems persisted. The audit Found that the problems had
 
been identified in a timely manner but that the root causes were not
 

-. aequately addressed ,-- -The -March - 987--RIC,-aud it -- report .- made- sevral:.-- .

recommendations to get the project moving, including improvements in the 
credit line and import/export permit procedures. As of May 1987, the 
Mission was actively implementing the audit report's recomnendations. 

Semiannual Report Problem Presentation
 

The selected problems were mentioned in the semiannual report; however, 
the information was insufficient to determine the extent of the 
problems. There was no continuity in reporting on the problems. For 
example, the semiannual report of September 1985 stated that there were 
no major problems that existed at that moment. However, in the following
 
report (March 1986) it was stated that significant problems existed, 
including the failure to establish local currency credit lines which had
 
seriously inhibited project implementation for more than a year. These
 
problems were reportedly solved; however, in the March-September 1986
 
semiannual report, it was stated that the credit line problems continued
 
to impede project performance. Counterpart contribution data was never
 
mentioned in the reports.
 

Problem Impact
 

The project implementation problems contributed to the project
 
accomplishing less than planned (luring the nearly three years of
 
operation. Only $4.4 million of the $34 million available for lending
 
had been loaned to exporters under the project. This lending inactivity
 
not only inhibited exporters/importers from expanding, but also adversely
 
affected the two project implementing agencies - the Agricultoral
 
Exporters Federation and the Entrepreneurial Research and Development
 
Foundation - who were to share in the interest generated by these loans. 
These two key agencies may not be able to Independently support
 
themselves without these funds.
 

In addition, no annual export/import permits had been issued, requiring 
eligible exporters/importers to endure continued delays In obtaining
 
permits on a case by case basis, as they had in the past.
 

Notwithstanding, the project has made progress toward achieving its
 
goals. As of March 31, 1987, the Mission reported that the project had
 
resulted in an increase of $20.1 million in nontraditional exports,
 
employment generation of 3,915 and increased investment of $30.7 million.
 

See Appendix 1,page 25 for the Mission's response to this summary.
 

• V. 
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(9) FOPRIDEI INSTITUTIONAL STRENGIHENING 11()JECr NO. 522-0266 

This $500,000 AID grant project was authorized on March 20, 1985 to 
to evaluate and fund individual Private Voluntarycreate a mechanism 

It also was to
Organization (PVO) development programs in Hlonduras. 

provide institutional strengthening assistance to both the PVO community 
the Federation of Private Developmentand its "umbrella" organization, 


Organizations of Honduras (FOR1)1). In addition to the grant funds,
 
was authorized from ESF

the equivalent of $5 million in local currency 
financing and administrativelocal currency generations for sub-project 

support. 

The grant project assistance completion date is March 28, 1988. The PACI) 

for the l.SF funds (project 522-LF-0280) is March 28, 1990. 

,rant, funds an $900,000 in FSF local
As of December 31, 1986, all 

obligated. Expenditures under the $500,000 
currency generations had been 

$105,019 leaving a pipeline of $394,981, of which all 
grant amounted to 

of the funds were committed.
 

"W" project,the Hission classified this as a
As of September 30, 1986, 

one which had experienced problems but was back on track.
 

Project Tmplenentation Probl'ems 

af fected by inadequate
Project implementation had been adversely 

addition, the project's long term
controls at FOPRIDEII. Inaccounting obtainbecause FOPRIDEII has been unable to

continuance was in jeopardy 

other sources of financial support.
 

not followed accep tabl e All) account. i rig
Specifically, FOPIID.-]I had 

support funds to 
procedures, which eventually caused All) to suspend FSF 

had obtained other sources of
FO PRIDEI. Furthermore, FOPR IIl)ElI not 


financing as envisioned under the project.
 

the project's
The mission learned about the accounting problems through 

year. As a result, a
advisor during the project's initiallong-term 

review of FOWIDElt was conducted by the Financigal Analysis and Review 
The 18, report

Section of the Mission Controller's Off ice. November 1 )86 
to IOINR I )H1 I' s accout ing andv 

conta i ned 27 recommendations improve 
The has been aware of l:P)l't l-)11,'s need

administrative practices. Mission 

to obtain other sounrc es of funds s i lw' tIQe1 'jct ' 5 'ninet (i).
 

to ProhlemsMission Actions Resole 

t o iiret F IO1) corr-er tedI theac ion ensu I :t EIIThe Mission took imin-d iate 
ission used

deficiencies noted in the Novomber 1986 FAW report '1'he, 
FSI; ,'ivrated l oral currency

its approval authority over the release of 
, 

to the project as leverage to ensure that the a(coulnnt. inm d,f icien ies 

r
 
1) 
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were corrected. MSF support funds were withheld until corrections Ia(l 
been made. As of April 1987, all but one of the 27 recommendat ions had 
been resolved and All) planned to release another $1 mil 1 on to the 
project. 

The issue of Fl''RIl)HIl's sell- stistainability has to No cuickly addressed 
by FOP11I-t and AID since both have vested interests in the project. 
Wi thout arranrgiqgp for additional financial support, FOPR I )EI will be 
inable to support its operations and provide lending and technical 
support services to other IPVOs. If this were to happen, All) would have 
to resumle leah1ing with VOs on an individual ba: is, which would be an 
administrat ie brlen. R)PR I)lIlI has req lts t e the Int er-Amer ican 
l)exe lopment Bank for a $S million loan to lend to l1VOs. It would use the 
income froIII ret-Iows a ii: inter,,st to cover operationl PImepenses. It has 
also hired a fild-raising expert who is trying to obtain grants and/or 
loans from l1uropean sources. In aidi tion, AI) is considering the 
possibility, of pgiving HAOM II'I an emi(,aoiTnt. net, this arrangement, 
t'OPR II) Il would invest the ;o-ndowment funds in bonds, stock or interest 
bearii) accounts and uste the proceeds to pay its operat i ona I expenses. 
llowevr, with less than one Year remaining it) the project, it is still 

F()lO1IID)I1I g,,oi itsuncertain how is ry to support operations after March 
1988. 

Semi;innul I Report Problem Prrsentat ion 

The Apri 1-September 1936 semiannual report was the only report that 
discussed the FIN)HPRIHI proj ect. The serious problems discussed above 
were not covered by this report. tlowever, the "cumbersome FOHRIR)1II/ISAII) 
project. approwl process" and the fact that relui i-od financial reports 
and proje.ct implemeit:it i on plans were not beinp submitted by FOPRII)EII to 
All) iwero discussed. 

Problem Imipact 

ct it'
Ie to the accomunt. i ng problems, FSF I x: a I rnc y generation 
dishiurserrents to F)OI 1IHI wre stopped. As a r'esult, only $900,000 had 
been advanced to the instittton as of April 1987. Of this amount, 
$378,120 hal been pr'atit el to tVOs and the rest was bei ng usel to cover 
FOIID<Il)1I's administ rati.ye expenses. The original project plan called for 
$2.25 million to he ti striihtel among PV()'s durin! the first two years of 
the p)roject . In othe r words, less than 17 pe rcent of planned 
d1isbursements to PVOs have been made. 

Wi one year" before the project assistance completion date, i.t was still 
umncertaiin how F)PIDE.1 wasp iri to snstain its(elf. As a result the 
long-ter m impact of F()IRlFH1 is also uncertain. 

See AppendIix I, page 28 for' the Mission's response to this sumnary. 

http:proje.ct
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(10) RURAL ROADS II PROJECTr NO. 522-0214 

This $34.9 million project was authorized on July 3, 1985 for the purpose 

of rehabilitating and maintaining rural access roads. This is a 
and Access Roads Project which wasfollow-on project to the Rural Trails 

consisted of a $ 18.7 million loan and a
discussed earlier. All) Funding 
$1.3 million grant. The remaining project support funds ($14.9 million) 

were to be provided by the Government of Honduras. The project goals 

of, delivery technical were to increase the incomes and of social and 

services to, rural families, especially small farmers. Planned project 
ki lometers of

activities included rehabilitating and upgrading 1,000 
meters of relatedrural trails and roads and approximately 400 linear 

bridges and drainage works. In addition, the project was to provide 
coads constructed under the

maintenance for 1,500 kilometers of rural 
project and for tho 1,000

previous Rural Trails and Access Roads 

kilometers constructed under this project. 

date was July 1, 1989. A;s of l)ecember
The project assistance completion 
3, 1986, $9.9 million in All) funds had been obligated. AcC-rUed an, I 

actual expendituires amounted to $360,053, leaving a project pipeline of 

which $9.4 million was uncommitced. The ',GOil reported
t,9.6 million of 

$Iii .5259 in counterpart contributions for the same period.
 

As of September 30, 1986 the Mission classified this as a "'' project, 

with major problems which required management attention.one 

Project Implementation Problems 

Project construction has been extremely slow as evidenced by the low 

funds used. 'Tis situation has been caused 
amount of AID and counterpart 

problems which have prevented (01l project
by 601 budgeting process 

their duties in an efficient and effect ive
personnel from perfonnin% 
manner. Specifically, the Ministry of Fransportation and Public Works 

was unable to schedule project activities mintil ;(11 bildget funds
(SECOPT) 

committed. a uicertantios,had been identified and As result of budget. 
was inabl e to establish long-tenD (greater thaln one year)

SECOPT 
result, project contract staff fouind 

contracts with project staff. As a 
for one to three monnths at t ho,

themselves in a state of uncertaint v 
fun Isbeg i nn i ng of the f i sca I year. New ccitracts had to be si!ne I an I 

obtained for salaries, per diem anC other support ac ti vi t i es. This 

problem resulted in the low implement; t ion progress at the bepinnin! of 

each year since implementation begun. 

the COll had not bi idw- ted any count erpa rt funds ForIn addition, 
of rural roads in 1987. This will undoubted ly have a

naintenance 
on and of these roads.detrimental effect the condition asability 
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Mission Actions to Resolve Problems 

The Mission was aware of these problems through daily communications witlh 

implementing agency staff. The Mission communicatel its concerns to the 
Ministry on several occassions and $42,S00 in project funds were budgeted 
to alleviate per diem payment problems. In addition, AID project staff 
were requi red to fill in For implementing unit personnel unt i I new 
contracts were signe I andl funde . These temporary solutions helped keep 
the project from coming to a complete halt. It loweve r, they didl not 
correct the problem's root causes. As a resu It, the project will 
experience additional delays which will. cause the project to have less of 
an impact than origina ly planned. 

To allevi ate the road maintenance problem, in May 1987 USAII)/Hlonduras 
assigned ESF Funds to cover maintenance activities through manual labor. 

The aundit shnwed that the corrective actions taken appeared isolated. 
There was no evidence that the )roblems were systema tically tracked or 
reported for the purpose of expediting a solution. III addlition, the 
amudit found no evidence of alternative solutions - .greater rise of private 
sector con t rac tors or cl ainoge s in the ;OI I budgeting process - heing 
activelv sought or conshilerel. 

Semianual Report Problem Presentation 

Regarding the project implementation problems sel ected for review, the 
semiannual reports nly men'ltiomed the problen with contracting key 
personnel. 1lowever, neither thle seriouisness of the prohlem nor the 
extent of impact on achieving project goals were reported. 

Ile other informationl i n the semiannual reports appe ared marginally 
useful anid ox:cas,;i o1al ly (upi icati ve. No counterpar t contribirt ion 
information was provided. 

Proble Il mpact1

Project i mpla men tat i on has been seriously delayed because of GOII 

budget ing process problems. In 1986, almost 60 percent of the project's 
impleme:ntation time was lost lue to delays in contracting personnel. 
Conseqiently, when road selection studies were c ompleted and construction 
contracts were finally awar ded prices were higher than anticip:ted in the 
project paper. The cost of the initial row!a construction contracts were 
at least 5 percent higher than planned ($;17, S00/ka actual versus $12,500 
- $16,600 planed). On this higher cost msis :ilone, the project wolld 
onl y Im, al)Ie to Find 900 ki I meU!te rs versus the 1, 000 kilome,.ers 
originally planned . Add it i on I imp IemenLtat ion delays wol d funrl her erode 
the valli, of, pro ject r; .;sonrc,,;. In add itiion, becalse no (')1l [luid; were 
blldgeted For ma illtenance of rurI'al roads, these roads will colt inlic to 
deterioralp and the suhstarlil irnvws:wnil ii lheir (onstriction will. 
have been possibly wastel. 

See Appendix I, page 28 for the Mission's response to this summary. 
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P(; AN)(I1) SThTEGIC ILANN IG I'I(I 	 INICAL SUPP)RT flROJEl' N). 52, -0260 

The $5.5 mnillion project agreemrent was signet on Au:usr 23, 1985 for the 
purposes of enhancing llonlran capahi I i tieus t.) ilint ifV priori ty 
levelopment problems, designing approaches and strategies to address 
these problems in the context of the Jackson Plan objectives, and 
provid ing technical slpp)rt services to priority development areas. 

All) funding consisI ', of a $4 million grant. The rmraining project 
slIpport funds 1 i were be by t he c;overnrient($1 .5 iill on ) to provided 	 of 
IOwtohcras. The proj)ct goal was to promote the social and econaoic 

development of lloiin-r'as. 'ho statIus of project activities as of 
September 30, 1086 was is follows: 

AcI' IV TY 	 PIANNEI) ACCB)iPI I IED 

1. 	 Strategic Planning, Policy 10 sector policy none 
Analysis, and Feasibility assessments 
Stu lies (Conplet eI
 

3 feasibi Ii ty none
 
stud ies
 

2. 	 Technical Assistance 300 person/months 40 person/months 
Support 	 Contracted provided the GO!!, to USAIl)/tonduras 

the H1onduhir'an 
private sector ard 
USA 11)/l oniditrlas 

The project assistance completion date was Jtly 31, 1988. Ns of December 
31, 1986, $4 million in All) Grant fuIds had been ohl igated. Accruel and 
actuml expend i t ures were $338 ,560 (for technical assistance t() 
lSAII)/!londr-as). The project Wha a pipeline of about $3.7 mil I ion, of 
whi cI $1.8 mil lion had not been distribted. No ;I I counterpart 
contributions had beern reported. Thu project's firniancial stat.s as of 
l)ecember 31, 1986 was as follows: 
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Project Financial Status
 

Accrued 

Project Component Obligations Commi tments Expenditures Uneannarked 

Strategic Planning $1,100,000 $ 0 $ 0 $1,100,000
 

Technical Support 1,100,000 596,204 338,560 262,277
 

To be distributed 1,800,000 ................- 1,800,000
 

Project Totals $4,000,000 $596,204 $ 338,560 $3,162,277 

As of September 30, 1986, the Mission classified this as an "A" pr'Lject, 

one with no major implementation problems. 

Project Implementation Problems 

31, 1986, no funds had been committed or earmarked underAs of December 
the strategic planning component. 'Ile inactivity under this component 

was partially caused by a late start in initiating project activities 

because of personnel shortages and other workload demands in All), and 
because the implementing agency, the Secretariat of Planning (SECPIAN) 
lacked adequate knowledge about. the proj ect. Ini t i a 1 project 

five months because of theimplementation was also interrupted for about 
GO1I 1985 presidential elections and subsequ ent government per sonne I 
changes. 

The Mission was aware of the personnel shortage problem as early as 
in the scmi annual projec.t report.September 1985, when it was reported 

The implementing agency's lack of knowledge about the proj ect. was not 
directly reported. However, ini tutes of the project' s Consul tat i ve 
Committee meetings indicated that the project objectives !'ere not [illy 
known. This problem persisted and, as of April 1987, had not been fullY 
rectified.
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Mission Actions to Resolve Problems 

the Mission, in NovemberTo alleviate the personnel shortage oroblems 

project funds to hire a Ifkfnduran personal service contrcactor198S, used 
to he the project liai son officer. lowever, this action was only 

by the time it took to estabIish the
partially successful as evidenced 

was to be responsible for approving projectConsultative Committee which 
Comm i tee's first meeting was not heldactivi ties. The Consul tative 
by-l a:s were not approved uitil May 23,until April 23, 1986, and its 

1986, six months after the liaison of'icer was hired. 'here was no other 
to allevi ate this problem, asidte

evidence of actions taken by the Mis ioo 
were

from the fact that six additional personal services cont ractors 

the l,rojec t. lowever, these additionial emplovee.s , who were
funded umnder 

funled under program (Ivelopment and siupport and oporation
originally 

eypense funds, were hired to providle support to the NIisshon in gneral
 

arean, none specifically dealing with the project. 

lack of project knowle,de was; known by the
The Consultative (:omrittee's 

we re
first studv appl icat iois 
Mission since October 1986, when the 


received was one pre.pared by the 
received . Among the applications 

appl ication did not. ieLet project.
implementing agpncv, SECPIAN. 'lbis 

and ini t ,ddreliest for furmi ti're, veh i cles arid 
requirements 

training. Since 1ISAII)l/loncitras was a inemiber of Oe (mmsmiI tat i ve
 

' 
Commit te, the Ni ssion sihmoull have knowi that SIE(PI ANi hadl aimi sconcp.L i o 

(I rmni titelo sol ve the problem, the Consil tat iye
about t Ie Pr.oj ec t . 

rei.rmerit I o) the
to explain the projecct ,objeciieS 'relri

appointed a team 
appl ia tions 

Mini stry of Natulral Re solrces, which had pvsen ted 11 

action did not adequately adldress the problem since the
However, this 

was not provided to all other applicants. Allitional l', One
explanation 
audit found nio CvidenceC of a s'ystem to t racK act ions ti;keln or thiri r 

results. 

Semiannual Report Problem Presentat ion 

The prohl em of personn, l shortages was reported i n the fitrst semi aniua 

nor tie impact was stated ill 
report. lowever, noithe r the seriot isness 

no fol low-up di scission of t he
the report. In addi t i on, there was 

outcome of this problem in sulbsiqenIt repo rts.
 

of project ohjc t ive s/goals aind it s
le implementing tinit's misconcept ion 

Lark of pro lress in 
impact were never brought ill) in seirianimia! rep)rts. 

to OI !roq application
the strategic planning colponetll was at.t. cibut 

review process and not the mIi sIIders and ing h t he Co nst I t. t i ve 

Committee members. 

The project had always been classified as an "A" project by the Mission, 
were conicermeNI even thogigh the project manager and sector chief very 


about the project's performance as late as Septemher 1986. At that time,
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no activiLies had been accomplished under the projct witli the exception 
of support being provided to the Mission. No Comlitttents had been made 
tinder the strateg ic CoIp) onLn, and on]y inimltt comitLients htd een)O, iie 
tnder the techni cal support component. The inforlit ion proviled in Hie 
semiannual report endin g Septemiber 30, 1986 was misleading as t 
portraeI the projN(t as one without problems, when in fact the project 
was experiencin, seriotus implementation problems. 

Other ioforitalion ill the (.1,anntal repoFts was general and not always 
t seciul. For P'xampl e, the financial information was repeti ti ve. Who 
maj or outputs wc:re mi s lead ing, bec,iolse in slVat i rg tie project 
tCCOt11) I i s 1li11 11t S , ttl(i 0j toi put-, itt 4010 ptrCr r l " 11( 1h. oF ha i ca I 
assistance providel. lowevr, it does not state that ol this technical 
assis t:ittce only HI person/monrths were directly relateil to the project; 
the other 29 person/months were in Sipliart oF the Mission's portfolio. 
The project ,'nvisionod assist:t providedpape *r technici:: ore to h),o to the 
C)II, tie privalte sector an I to AII). lhowev'er, ronLracti ni for technical 
assistance was lOne uniliterallv by the Mission. No inforrmat ion was 
proviled on actulla cotti telpa rt cont ri btt i ois nor were a ctul versus 
plannod expend itt Iurs to date -;Ilitoir project Cotiponent. 

Prohlem lItpac t 

The project experi:nce ! imiplmentation delays and as of AptriI 1987 had 
arcomplishe t little uldur the strategic planning component. The on Iy 
real activity, under the project was the support provided to the Mission's 
portfolio. The appropriateness oF fttniding persornal services contractors 
to support L e M.lission's porttFolio untder the project has been referred to 
the InspecLor (;n(tral's legal ofFice for an opinion. 

As a result, tle project has tchieved very l ittle in reg ards. to enhancing 
10onduran capab i li ties to i h nr if>y priority develPlneil pr o hlems and to 

desi gn approaches and s:rateg ies to address them. 

See Apperndix 1, page 2) for the Mission's response to this sumnary. 
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UNITED STh4 qQVERNMENT 

DATE; August 31., 1987 eor n u
 
ATTNO 

REPLYTOAppendix
-John ASanbrall M-Pg - o 

I 
3 

SUBJECT; Comments on RIG Draft Audit Report, Flagging Trou ed Projects 

TO: Coinage Gothard, RIG AID 

Following are the Mission's comments on the subject draft audit report
 
for your consideration. We.do not agree with some of your conclusions and
 
recommendations, We are disappointed that the+ RIG chose not to incorporate
 
more of the Mission's extensive comments provided in the debriefing and
 
Mission's memorandum of July 9, 1987. We are again including similar comments
 
for the 11 projects that were reviewed and request that they be included in
 
the final report. In addition to those comments, we have provided some final
 
observations with respect to the audit findings that we request you include in
 
the final audit report. Most important is the following proposed insert for
 
the Executive Summary which summarizes USAID/Honduras' general position on the
 
audit and resulting recommendations:
 

Executive Summary (Proposed insert)
 

"USAID Honduras believes the audit presents an unbalanced view of its
 
project implementation performance. The report does not discuss the many
 
cases in which the Mission rapidly identified and thoroughly analyzed
 
implementation problems and effectively got troubled projects moving. USAID
 
strongly disagrees with the audit impllcations that its project portfolio has
 
not been well managed. This is plainly not the case as recognized by numerous
 
independent Mission assessments and evaluations.
 

USAID believes ithasin place sound project monitoring system and
 
procedures that have produced good implementation performance. This is
 
evidenced by high levels of project expenditures which have often surpassed
 
new obligations and by the highly positive:developmental impacts that the
 
USAID program is having in Honduras. On numerous occasions, AID/W has
 
recognized the Mission's good implementation performance and the excellent
 
monitoring systems it has in place. Nevertheless, the Mission recognizes that
 
improvements can always be made even in the best of systems and has complied
 
with the intent of the RIG recommendations as further refinements to its
 
already sound monitoring system. End of Proposed Insert.
 

OPTIONAL FORiM NO. 10 
(REV. 1-80)G8AFPMR (41Cr)i01.tt1. 
$010-114 
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1. Recommendation No. 1: Formalize Mission Management Systems for
 
Identifying and Correcting Implementation Problems
 

As indi(-ated in the July 9, 1987, memorandum and above, the Mission
 

believes that it has an adequate system in place for flagging and solving
 

implementation problems and our record shows it.
 

The audit draft report states (pg. 5) that: "USAID/Honduras had (has)
 

adequate systems in place to identify troubled projects and was (is) making
 

greater use of objectively verifiable indicators to measure project
 

implementation progress." The audit further describes, accurately, the
 

monitoring/management systems the Mission has put in place over the past
 

several years, such as, the Annual Project Implementation Plans, the bi-weekly
 

priorities meeting system, extensive meetings with GOH counterparts at high
 

levels, and the semiannual reporting system (page 12). This contrasts sharply
 
with the apparent thrust of the recommendation: that there is an absence of a
 

formal tracking and reporting system to force critical problem resolution. As
 

recognized by the audit, the Mission does have what we believe constitutes a
 
formal and effective system in place, albeit not as well documented as it
 
could be for audit trail purposes.
 

The problem from the RIG's perspective is that there has not been
 

sufficient documentation in some cases of the artful process of
 
decision-making and how decisions were made, and what formal and informal
 

steps were taken to resolve problems. This does not mean, however, that
 

procedures and processes for making decision makers aware of problems do not
 
exist or that they were not used in the cases cited by RIG in a consistent and
 

standardized (that is to say, formal) manner by Mission personnel. They
 

were. We agree, however, that our efforts in this area can be improved,
 

insofar as leaving an improved paper trail is concerned, and we will do so in
 

the future.
 

An additional perceived problem from the RIG's perspective is that
 

problems have not often been solved within what RIG believes to be a
 

reasonable time frame. We disagree, and feel that our excellent overall
 

implementation track record speaks for itself when timely resolution of
 

problems is considered. As with any project portfolio, there have been
 

instances where resolution of implementation problems in some projects has
 

taken considerable time. Such events are not uncommon in this or other AID
 

recipient countries, where counterpart institutional and qualified hunan
 

resource bases are weak, and country communications systems leave much to be
 

desired. When these considerations are laid over the staffing and workload
 
points made by the RIG, one might wonder why in fact problem resolution has
 
gone as quickly as it has, rather than expecting quicker responses.
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We believe our management systems appropriately place problem resolution
 
responsibiliLies where they belong, among Mission staff following principles
 
such as management by exception and management by objectives. Those
 
principles have enabled us to avoid recently the kind of project and sector
 
problems the RIG seems to think exist. Quite the opposite is true. One has
 
only to look at our semi-annual review reports and Action Plan performance
 
summaries to determine that our project and sector/program objectives are
 
being achieved very much as planned. We maintain that this is happening
 
because our management revi' w systems catch and remedy "critical" problems
 
before they Interfere with achievement of our goals and objectives.
 

Finally, we believe the audit is flawed to the extent that it fails to
 
distinguish between "critical" problems at the various levels of project and
 
program implementation. For example, identification of "critical" problems at
 
the input/output level of a project too often leads to the conclusion that
 
"critical" problems exist at the project purpose or goal level, or even in the
 
achievement of sector/program objectives and overall program impact. We
 
suggest that such reasoning is faulty and not consistent with the impressive
 
development results to which our program has contributed.
 

The bottom line for the Mission is that application of its problem
 
identification and resolution processes has brought, or is bringing, AID's
 
problem projects back on track on a timely basis, while significantly
 
contributing to Honduran development. The Health Sector I, Primary Education
 
Strengthening, Small Farmer Coftee Improvement, and Land Titling Projects are
 
specific success stories on our management review system.
 

In sum, we believe that an adequate system is already in place for
 
flagging troubled projects and for solving problems, and that we are taking
 
care of "critical" and a host of other problems in a timely basis. In line
 
with these observations, we suggest the changes discussed below.
 

The report recognizea that systems already exist to identify problems.
 
To accurately reflect Mission procedures, we request that the first sentence
 
on page 12 read: The Mission has several formal mechanisms in which critical
 
problems are (rather than the present "could be") elevated to higher
 
management levels. We also recommend that the phrase "and to bring to senior
 
management's attention issues related to the solution of identified problems"
 
be added to the first sentence in paragraph two of page it of the Executive
 
Summa ry.
 

The audit notes Mission steps taken over the past several years that the 
auditors believe could be very useful in enhancing project implementation but 
for which it may be "too early to assess" impact. This being the case, we 
suggest that the recommendation be changed to call for a formal Mission review 

Ii
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of our staffing and current management system for reporting, tracking, and 
resolving-implementation problems to determine whether any changes or
 
modifications may be needed.
 

We further request that the word "informal' be deleted in sentence three,

first paragraph, page 20 with respect to the Mission's established systems.

There is nothing "informal" about the APIPs and other establishied systems. We
 
also disagree with the last sentence on page 21. We believe the record shows
 
that the Mission is able to effectively manage its large portfolio of 
activities,
 

2. Recommendation No. 2: Semiannual Re ports 

Mission management and project officers who have spent long hours in
 
semiannual reviews going over implementation problems strongly disagree with
 
the observation that the reports have not been a useful management tool.
 
While it is possible that their usefulness Could be enhanced, they have
 
clearly served a very useful purpose. In line with your observations, the
 
Mission will pay special attention to ensuring that reports present a clear 
picture of project status, including problems and proposed solutions.
 
However, there is a clarification of the project classifications used In the
 
semiannual reports that we believe is needed. 
 In.cases where Iaproject was
 
not formally reviewed based upon a semiannual report, the proposed assessment
 
was based upon a general concensus of the various concerned Mission offices,

and a recommendation made to the Director.- However, US/IID Honduras' Directors
 
have personally-reviewed the assessments rendered on each project and, based
 
upon personal knowledge stemming from formal and informal systems, concurred
 
in these. In this context, the assessment system identifies project problems

in which, based upon a number of criteria (e,g., seriousness of the problem to 
achievement of project purpose, significance of the project to attaining 
program objectives), the Director,(or, Ii more extreme cases,,the AA/LAC) must 
seinulrvesgon vripeetainpolm iarewt
take a personal role in resolving, This system, therefore,tonl is not designed t,)

identify all project problems, the bulk of which can and should be resolved at
 

theobsrvaio h 
 otbe angmettol
lower levels of thetht USAID reot!hvorganization. Rather, theusfu system is to identify

those which demand the efforts of the Director and Mission management. In our 
judgement, the draft audip fails to recognize the principal purposes of the 
semiannual report and review system. This results in identification of what 
In the auditor's judgement are a number of "crItical" problems, while failing
to identify either at what levels (e.g., project input/output, project 
purpose, overall program), or to whom in the USAI organization these problems 
are critical. Simply put, many of the Implementation problems indentified in 
te draft audit are not critical from the prespective of the Director (or the 
AA/LAC). Nonetheless, the Mission has followed your recommendation and issued 
a memorandum on this subject (attached). Hfowever, to accurately present 
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Mission views, and to provide more balance in line with what is said in other
 
parts of the audit, we recommend that the second sentence in page 23 be
 
deleted and substituted with the following: "USAID/Honduras' management
 
indicated that semiannual reports and meetings were an important management
 
tool. 

3. 	 Recommendation No. 3 (a): Emphasize Importan'e of 
Deobligation/Reobligation of Authority Through a Mission Order 

As indicated in our July 9, 1987 memorandum, this recommendation is
 
overdrawn. The referenced memorandum describes-our current
 
deobligation/reobligation plans, but calls for some additional comments.
 
While the deobligationireobligation authority is an important tool, we believe
 
that it is one that should be used judiciously and in moderation. Again,
 
development is a long-term endeavour. When we embark on a specific area of
 
assistance, it is because, after much analysis, we are convinced that the
 
pla-'ied project will help solve a critical development constraint, and that it
 
de,.rves a sustained and forceful effort on our part. Before making a
 
decision to forego a specific project, or even a component within a specific
 
project, the Mission must be convinced that transfer of assistance resources
 
co another project here or elsewhere, or their return to the Department of
 
Treasury is indeed the most appropriate course of action. It is ironic that
 
some of the projects listed on page 32 that were proposed for deobligation at
 
some point during their life are having the most development impact in
 
Honduras. The remarkable lowering of infant mortality rates in Honduras over 
the last five years has undoubtedly been catalyzed by primary health care 
programs of Health Sector I. Yet this project has encountered implementation 
problems at different times and, undoubtedly, was a good "candiate" for
 
deobligation/reobligation. Would our money be better invested in another
 
project or another country? We think not.
 

The assertions on page 35 and 36 on why deobligation/reobligation has not
 
been used more often are not substantiated. We are particularly troubled by
 
the allegation that "excess" funds have played a major role. There are
 
numerous activities that have not been funded by the Mission over the last few
 
years. We recommend that the following observation be inserted in the last
 
paragraph on page 35 which lists reasons why the Mission has not used 
deobligation/reobligation more often "...a belief by Mission officials that 
development projects often encounter problems and that sufficient time must be 
allowed to correct these problems before deoblig Mton/reobligation is 
implemented". As you are stating here reasons tihe Mission gives for the lack 
of deobligaton/reobligation, we think it isfat7 and accurate for you to make 
this insert. Likewise, we recommend that the same or similar phrase be 
included on page 87, Management Comments, and page v. of the Executive 
Summary. In addition, on page 37, Management Comments, that portion of the 
last sentence beginntng ... and that this belief..." should ba deleted. We
 

kN ii 
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do acknowledge, however, that there may be some lack of understrndrI$S within
 
the Mission's staff as to how the deobligation/reobligation process workc.
 
Therefore, to assure that Mission staff thoroughly understand the
 
deobligation/reobligation authority and its use, we have issued a Mission
 
Order (attached) on this subject.
 

RECOMMENDATION No. 3 (b): Suspend Rural Water Procurement Under the Rural
 
Water and Sanitation Project
 

The proposed $ 1.8 million equipment procurement under the Rural Water 
and Sanitation Project was based on three sound reasons: 

(1.) the Mission, through extensive study, determined that the commodities 
proposed for procurement would be economically useful to enhance the 
long-term strategy to improve the health of the Honduran population; 

(2.) a jump-start could have been obtained on the Health Sector II Project 
if equipment were prepositioned with SANAA under the Rural Water and 
Sanitation Project; and 

(3.) funding for the purpose was available.
 

While we continue to believe that the basis for the original proposed
 
procurement was sound, as a practical matter there Is not 
sufficient time to
 
effect the procurement prior to the current PACD of December 31, 1987. We
 
have also concluded that a major procurement of this nature can be deferred to
 
the new Health Sector II Project. Accordingly, the procurement has been
 
cancelled (see attached PIO/Cs cancelling the original acL!on) and, therefore,
 
Recommendation 3(b) should be closed upon the issuance of the final report.

In order to bridge effectively the Rural Water and Sanitation Project and the
 
new Health Sector II Project and to complete water and sanitation systems
 
under construction, we intend 
to seek AID/W approval of a PACD extension for
 
the former Project. Prior to executing the PACD extension, we will deobligate
 
any funds which are no longer required for the Project.
 

4. Recommendation No.4: Mission Order on Extension of PACD's 

The draft report recommends that USAID/Honduras issue a Mission Order
 
which states that action memoranda to the Mission Director to extend PACDs
 
take the format of an options paper emphasizing the advantages and 
disadvantages of alternative courses of action.
 

We believe that the action memoranda furnished to the Mission Director 
have reflected a consensus of participants for extending projects' PACD. 
Furthermore, this consensus is the outcome of meetings, with full 
participation by appropriate Mission offices, in which the merits of 
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alternative courses of action are considered, including reducing project
 
activities and reprogramming funds. 

With rare exception, Mission management (the Mission Director and/or the 
Deputy Director) participate In these meetings. It is our judgement that 
recording these deliberations in a "consensus format" is an extremely 

inefficient use of staff resources. The recommendation to apply scarce staff 
time to produce options papers concerning matters that have already been 
thoroughly vetted, and about which options have been considered, appears to us 
to run contrary to the rubric of efficiency and the reduction of unnecessary 

paperwork. However, we will assure that future action memoranda contain a 
section summarizing the various alternatives considered (see attached 
memorandum from the Mission Director). 

On the matter of "irregular" preparation of action memoranda, we found 
some variance with the findings in your Leport. With reference to the eleven 
projects reviewed by the RIG, we note sixteen amendments, of which seven were 
unaccompanied by action memos. However, of these seven, two were covered by 
either an authorization amendment or a project paper supplement and three took 

place before 1986. That leaves only two cases where we were unable to locate 
action memoranda since 1986. We agree that the Mission had a minor 

shortcoming In this area; however, this shortcoming has been essentially 
rectified during the past two years. Nonetheless, we recognize your 
observations as valid and will ensure that alternatives are adequately 
discussed in future action memoranda. 

We do, however, take exception to the comment on page 43 that the Mission
 
saw no benefit to requiring that action memoranda to the Mission Director 
disclose (emphasis added) alternative strategies to extending.PACDs or 
providing project financial data. This wording implies that the Mission 
Director has not been made aware of existing options. Our point was that 

senior management has been made aware of options through meetings, semiannual 
reviews, and other established mechanisms and that, accordingly, the
 

documentation on alternatives already discarded was not incorporated in some 
cases.
 

We request that the last sentence on paragraph one of page 43 be deleted 
and in place thereof, the following be substituted: "Mission officials did not 
place emphasis on requiring that iction memos to the Mission Directo_ present 

alternative strategies to extending PACDs that had already been reviewed and 

rejected by Mission management and project officers." In effect, Mission 

officials believed that adequate systems were in place to ensure that 

management was in fact aware of all options. 
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5. Other Pertinent Matters
 

Third sentence the first paragraph should be changed to read: "...as a
 
funding source to support the design and implementation of an expanding USAID
 
Pro gram. "
 

Ninth sentence of first paragraph should be changed to read: "Half the
 
grant funds have been budgetted for the Technical Support and Assistance
 
component of the project."
 

Tenth sentence of the first paragraph should be changed to read: "The
 
Mission has used these funds, inter alia, to 
support eight personal service
 
contractors to assist in the design and implementation of the joint
 
U.S.-Honduran economic assistance program."
 

Last sentence: Should be deleted and replaced by language similar to 
that contained in Exhibit 3, p. 32! " The appropriateness of funding personal 
services contractors to suppo:rt the joint U.S.-Honduran economic assistance 
program under the project has been referred to the ILspector General's legal 
office for an opinion." 

in our opinion, USAID employees are aware their performance is to be
 
rated on several performance factors, including their ability to identify and
 
resolve implementatio, problems. Mission management has stressed 
previously
 
and has reinforced more recently the importance for implementing projects as
 
planned. The Mission Director has emphasized and reemphasized that project
 
implementation is a priority and the 
success of the program is dependent on
 
timely impplementation. Moreover, implementation was specifically addressed
 
during the most recent EER rating period, and has been the constant theme of
 
general staff and the hi-weekly priority meetings with the senior staff. The
 
ability of staff members to find and resolve problems are reflected in their
 
annual performance ratings. However, to reinforce the priority given to
 
implementation, this topic is 
included in the attached memorandum to the staff.
 

Concerning your commencs on the difficulty RIG auditors had in 
differentiating between discrete development projects and other activities in 
our portfolio, it suggested we towas revise our financial report reclassify
the project financial reporting. We do not agree that our financial report 
statements should be charged as fission personnel are famil iar with their 
respective projects and activities. However, we are revisimng the distribution 
of the financial reports. Each operating office will receive a copy of the 
financial report listing onl.y the activities for which it is responsible. 
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ATTACHMENT - RESPONSE
 
TO DRAFT REPORT
 

1. Rural Water and Sanitation Project No. 522-0166
 

to the draft report's comments are focussed on a)
The Mission's response 

USAID/GOH health strategy, b) USAID commitment to GOH in water and sanitation
 

and due reprogramming proposed, c) assessment of procurement alternatives, 
and
 

d) assessment of intended recipient's maintenance capability. This response
 

to proceed with the
will illustrate that the Mission's original decision 


a judgement that the acquisition would
equipment procurement was based on 


contribute to the implementation 	of the health strategy and achievement of
 

included a careful analysis of alternatives,
health objectives. The judgement 


an assessment of SANAA's maintenance capability and prudent management of the
 

project.
 

a. 	 USAID/GOH Health Strategyj. Among the key objectives in the
 
is to improve
USAID/Honduras Action Plan for the Caribbean Initiative (CBI) 


1985 to 65 years
life expectancy of the Honduran population from 61 years in 


in 1990 and to reduce the country's infant mortality from 70/1000 in 1985 to
 

These objectives coincide completely with Government of
60/1000 in 1990. 

Honduras (GOH) targets. Moreover, they are congruent with, and are central
 

elements of the general GOH initiative to improve the health status of the
 

nation's populace. 

To achieve these targets, as well as new targets that will be set for the 
apost-CBT era, USAID, in close coordination with the GOH, has developed 


20-year, three-phase health strategy. Each phase has a slightly different
 

focus and each builds on the gains made under the previous stage.
 

Phase I (1980-1988) coincides with the Health Sector I and the Rural Water 
and
 
the
Sanitation projects. It has addressed the most pressing problems (such as 


lack of effective management, planning, logistical services, and sanitation
 

an effective primary
infrastructure) required to establish and to maintain 


health care program. For the most part, the management and planning efforts
 

(national) offices of the principal implementing
were directed at the central 

---the Ministry of Health and SANAA. Infrastructure
institutions 


installation, viz., construction of water and sanitation systems, was of
 

course, carried out among the beneficiary population.
 

were made in improving the health status of
Data indicated that major advances 


the Honduran population during this period. For example, there was a 40
 

percent reduction in deaths from diarrhea. Infant mortality fell from 80/100
 

in 1980 to an estimated 70/100 in 1985. In addition, over 400 rural water and
 

a reduction in the unit cost of
sanitation systems were installed. There was 


medications and nation-wide programs on prevention and treatment of diarrhea.
 

Family planning and breast feeding were established. It is a shared USAID-GOH
 

progress is attributable to the A.I.D.- supported
belief that much of this 

and Sanitation Projects.
Health Sector I and Rural Water 
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Phase II (1988-1994) of the strategy will support GOH efforts to consolidate
 
and expand thie coverage of efficient, effective and sustainable primary health
 

care. In so doing it will build upon the progress achieved under Phase I.
 

The centerpiece of A.I.D.'s participation in this second stage will be the
 

Health Sector II Project. The Health Sector 1I PID was approved by AID/W on
 

March 26, 1987. The PP is under preparation and will be completed early in
 

FY88. The project will consist of a series of related components including
 
further institutional development and continued rural water and sanitation
 
(RWS) efforts. The RWS element will be executed by SANAA, in coordination
 
with the MOH, and will consist of ;echnical assistance and financing for the
 
construction and maintenance of potable water and sanitation systems
 
throughout the country.
 

The hub of Phase I1 (1994-2000) will be a Health Sector III Project which 
will consolidate the gains achieved under Phases I and II. 

It is anticipated that Health Sector III will continue the conceitration on
 
logistics, information systems, local programming and financial management.
 
The delivery of technical services (viz., child survival packages and rural
 

water and sanitation interventions) to the identified target groups will be
 

expanded. It is further anticipated that the Ministry of Health and SANAA
 
will continue to be the lead implementing insitutions.
 

b. USAID Commitment and Management Decision. The management process
 
affecting this proposed procurement, including assessment of alternatives,
 
started in November 1986 as a result of a semi-annual review of the project.
 
It was determined at that time that some reprogramming would be necessary
 

during the last twelve months of the project in order to meet as many of the
 

objectives of the project as might be possible. A series of alternatives were
 
considered.
 
The decision to go forward with the procurement was based on the Mission's
 
j,udgement that the commodities would be in direct support of an agreed upon
 

A.I.D./GOH long-term strategy to improve the health status of the Honduran
 
populace. As noted above, the centerpiece of Phase II of the strategy is the
 

Mission's planned Health Sector II Project. This project will include a rural
 
water sanitation component that will be implemented by SANAA. The material
 

included in the proposed procurement would have enabled SANAA to effectively
 
carry out its mandate under Health Sector II and, thereby, contribute to the
 
achievement of health sector objectives shared by the Mission and the COH.
 
The procurement would have demonstrated A.I.D.'s commitment to the strategy,
 
while simultaneously ensuring a smooth transition from Phase I to Phase IT.
 

c. Procurement Alternatives. When the Mission received the TDY
 
engineer's report recommending procurement of additional equipment, it was
 
reviewed by the Project Review Conmmittee and was subsequently the topic of two
 
senior Mission management meetings and one extensive meeting between IJSAID
 
staff and the SANAA Manager. During the USA[D meetings, several alternatives
 
to the procurement were weighed and the relative prudence of each was
 
discussed in depth. The alternatives were: (1) do nothing allowing the
 

project to continue its current course to PACD, (2) contracting the
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construction of water and sanitation systems to private contractors in hope of
 
accelerating the rate of completion, (3) prepositioning SANAA, by purchasing
 
equipment to be used for the Health Sector II Project, to participate in the
 
20-year rural health sector plan, or (4) a combination of (2) and (3). During
 
a subsequent consultation with the Director of SANAA, he pointed out to USAID
 
officials that SANAA had developed estimated demand figures, citing target
 
groups and community sizes where demands had not been met by the existing
 
project. The SANAA Director estimated that some 2.7 million rural poor did
 
not have adequate access to water and sanitation facilities and that these
 
would be SANAA's target beneficiaries under the Health Sector 11 Project. He
 
recommended that our strategy for the remainder of the Rural Water and
 
Sanitation Project be that of: (a) completion of systems underway, as well as
 
some 30-35 under design by December 31, 1987; and (b) preparing to preposition
 
SANAA for the Health Sector II Project by selected equipment purchases. On
 
the basis of the above meetings and analyses, Mission management determined
 
that the procurement of certain commodities to support alternative (3) above
 
would be a prudent and cost effective way of assisting SANAA, as well as
 
contributing to AID's long-term goals in assisting Honduras in reaching the
 
rural poor with water and sanitation facilities. Option (2), "contracting
 
out", will be limited to a subproject agreement between SANAA and the
 
Employment Generation Program (a Ministry of Finance sponsored infrastructure
 
program) under which the latter will assist in the construction of water and
 
sanitation systems.
 

With respect to the final selection of equipment for procurement, it should be
 
noted that the purchase of drill rigs and laboratory equipment was recommended
 
by WASH experts in their earlier evaluation of the Rural Water and Sanitation
 
Project Following the receipt and analysis of the TDY engineer's report,
 
several discussions were held with the SANAA Director and his staff concerning
 
the precise items to be recommended for procurement. These discussions, as
 
well as further deliberations with WASH experts resulted in a modified list of
 
items proposed for procurenment. The revisions were a result of lengthy
 
analyses by professionals in the field of water and sanitation and it was
 
determined that the revised list reflected more accurately the needs of SANAA.
 

Finally, the procurement list was reviewed by procurement experts with
 
up-to-date knowledge of unit costs and shipping charges, hence the difference
 
in cost per item and overall total cost.
 

The fact that procurement of this equipment was not planned under the original
 
project design (1980) was not consilered to be a constraint on the decision to
 
make these purchases now, seven years later. Often, over such an extended
 
period of work with an implementing agency, other needs that were not realized
 
in the original project paper become apparent. Further, a large part of the
 
proposed procurement was recommended by those prominent in the water and
 
sanitation field after careful evaluation of the project, SANAA's existing 
inst it utional capability and USAJD's commi tment to enhance the same. 

c. PRASAR/SANAA's Maintenance.Capability. The following inrormation is 
provided with regard to PRASAR/SANAA's maintenance capability:
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(1) 	The Honduran Government agreed to provide adequate maintenance by
 
covenant in the Project Agreement.
 

(2) 	Prior to proposing the procurement, the Mission made a collective
 
judgement that vehicles could and would be maintained. This was
 
confirmed by assurances from the Honduran Government's implementing
 
agency.
 

(3) 	Field observations of PRASAR/SANAA's equipment confirmed that.
 
vehicles already procured were being maintained properly. Of the 16
 
pick-ups, 2 double cabin pick--ups, 4 CJ-7 Jeeps, 2 flatbed trucks and
 
I bus that were purchased with project funds in 1981, all except two
 

are operational. With respect to the two pick-ups that are unusable,
 
one was totally damaged in an accident and the other is currently
 
under repair. The 4 pick-ups and 10 motorcycles purchased in 1986
 
are all operating and are in good running condition except for one
 
motorcycle that is being repaired.
 

(4) 	In April 198j RIG carried out an audit of the Rural Water and
 
Sanitatica Project. While Audit Recommendation No. 8 dealt with
 
vehicle Jsage, the report made no recommendations related to the need
 

for PRASiR/SANAA to improve maintenance procedures.
 

This information gave the Mission a favorable assessment of PRASAR/SANAA's
 
maintenance capability. Further investment of valuable financial and human
 
resources for a detailed study appeared to us to be unwarranted.
 

The five implementation problems cited in the annex will be discussed in turn:
 

Cumbersome GOH clearance and aiproval procedures:
 

GOI administrative ard financial procedures, like A.I.D.'s , are
 
designed, inter al ia, to minimize the misuse of funds. These
 
procedures apply to all GOH activities, including A.I.D. projects.
 

The A.I.D. Project Officer has worked closely with counterpart
 
personnel and has been notably successful in streamlining clearance
 
procedures and expediting approvals. Isolated instances of delays
 
still exist in material procurement approvals. We continue to monitor
 
that situation.
 

GOH counterLartmanapement..problems:
 

A.I.D. believes a shortage of funds created what appeared to be a
 
management problem. The financial problem was solved when a
 
revolving fund was established, thus permitting timely payment of per
 
diems and other travel costs. This revolving fund was later
 
increased and payment procedures revised to speed up the processing
 
of reimbursement requests with satisfactory results.
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Inadequate local personnel contracting procedures:
 

Although some problems still exist in'contracting for personnel,
 

there :ave been cases in which PRASAR has contracted personnel in an 

efficient manner. For example, eighteen local engineers were 

contracted by PRASAR in a timely manner to design water systems. The 

designs were completed in three months. Even though some Project 

personnel experienced delays of two or more months in the renewal of 

their contracts, they continued performing Project activities. Thus, 

implementation of the project was never halted. SANAA pays and 
renews personal contracts in a timely manner. 

Poor coordination between the Ministry of Health and SANAA: 

Some mis-coordination undoubted]y has taken place but the A.I.D. 
Project manager has diligently worked toward improving the situation 
and has kept A.I.D. management aware of the progress and problems. 
We believe there i: adequate coordination and communication between
 

the implemonting ageriies.
 

procur _qOcedures:Inadeiuate GOH ![emnt_ 

No doubt this reference is to the slow pace of the procurement
 

procedures. That is not an unusual situation in Honduras. However,
 

A.I.D. has taken over the procurement task so the project will not be 

delayed because of late delivery of material. 

Rural Trails and Access Roads Poject No. 522-0164 

Project implementation was not adversely affected by an absence of
 

uniform road construction standards. SECOPT had adopted uniform
 

standards which were set forth in U.S. Department of Transportation
 

publication FP-74. These standards and specifications were also
 

incorporated into all construction contracts. Therefore, the RIG
 

contention that they were not provided to the construction
 
contractors is incorrect.
 

With respect to commu.unity maintenance organizations, SECOPT attempted 

to organize some local groups in the Western Region but encountered 

strong opposition due to the fact that it is a region of high 
agricultural activity and the farmers did not want to leave their 

filds to perform road maintenance. For this reason, the requirement 
for community assistance on rural trails was dropped by an amendment 

of the Project Agreement and was thereafter not a Projv(Wt r:qu irement 
or goal. It was, therefore, no longer considered a reportable 
problem. This was not unanticipated in view of :;ection 6.2(g) of the 
Project Agr,.mnt which states that the Borrower/Grantee will 

establish alternative maintenance procedures for the trail s in the 
event that the rural communities do not provide regular, efIective 
maintenance service under the system proposed in the Project Paper. 

SECOPT agreed to perform the necessary maintenance by Iorce account. 
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The statement that unavailability of uniform construction standards
 
contributed to the premature deterioration of the roads is in error.
 
The standards mentioned earlier have been utilized by SECOPT for many
 
years and are incorporated into all contracts. The statement that
 
communities to benefit from these roads were left as before without
 
all weather roads is incorrect. They now have coads where previously
 
none 	existed and those roads are being maintained or are scheduled to
 
be maintained by SECOPT. Further, the RIG statement implies that all
 
of the roads constructed under this project are hopelessly 
deteriorated. This is just not the case. Only a small percentage of 
the roads constructed under this Project are partially deteriorated. 
Also, the RIG statement implies that no maintenance whatsoever has 
been performed. Maintenance has been performed on most of these
 
roads, but unfortunately not always on a timely basis.
 

With 	the above factual clarification in mind (also refer to RIG's
 
audit report of February 1985), a discussion of Mission oroblem
 
solving in this project follows:
 

a. 	 Problem of' vary_ingapplicationof existing standards from one project 
to another resulting in construction deficiencies. 

This 	problem wa:; solved in a fairly expeditious manner by publication
 
and distribution of a manual solely for the construction of rural 
roads. This manual, in conjunction with seminars involving SECOPT
 
and subsequent monitoring, resulted in greatly improved quality of 
maintenance work. A rural trail. or access road is just that - a 
country road. Its low unit cost may not warrant development of rigid
 
construction standards or standard designs. Except for minimum
 
requirements such as top width, surfacing type and depth, etc.,
 
design of such a road basically takes place in tne field as it is
 
being built. Under those basic principles, it is difficult to
 
understand how implementation can be "adversely affected by the
 
absence of uniform road construction standards".
 

b. 	 Problem of inadequate maintenance. 

The problem of getting the GOH to properly schedule and perform
 
proper maintenance has been a difficult one and the subject of
 
numerous meetings with SFCOPT officials. Although the maintenance
 
budget levels have been contiinued above the agreed levels, SECOPT 
repeatedly complains that it lacks proper equipment, personnel and 
funds. We feel this problem has been solved by including maintenance 
funds in the Rural Roads i1 Project, formalizing maintenance programs 
and reinst.ituting a plan for campesino work teams. For example, the 
recently inaugurated "Peon Caminero" road maintenance operation, 
funded by the GOI and with tools provided by A.I.D., promises to 
enhance road maintenance. The Mi-ssion feels that this program is 
"on-track" and will be successful. 
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c. 	 Semi-annual report problem.
 

Both 	the Mission and AID/W feel that these reports are useful and
 
informative. They are written specifically and exclusively for AID/W
 
and internal Mission use.
 

Information on counterpart contributions is now included in these
 

reports.
 

Natural Resourses Management Project No. 522-0168 

a. 	 Your draft report (Page 8, Exhibit 3) states that: "The Mission did
 
not effectively deal with the computer problem." This central
 
premise is incorrect.
 

The Mission, once the decision was made to continue the Project,
 
undertook a series of efforts over a period of time that resulted in
 
the purchase and installation of the new system at a cost
 
considerably below that originally proposed on July 28, 1983. Many
 
of the efforts required were beyond Mission control. Nevertheless,
 
we maintained constant activity in monitoring, pressuring, and
 
communicating to other involved entities in an effort to facilitate
 
the process. In the interim, the Mission provided a small amount of
 
Project funds to allow the GOI to maintain an existing system in
 
operation in order to provide the computer services necessary to meet
 
all related project objectives. Thanks to this small investment, the
 
DEC continues to operate this system (once considered near-obsolete)
 
as an integral part of its data system.
 

b. 	 With respect to the draft's comments that it was not until March 1983
 
that actions were taken to determine actual computer needs, the
 
Mission did not decide to fully implement the Project until March
 
1983. Once this favorable decision was made, actions were taken to
 
go forward with the procurement.
 

c. 	 The draft's reference to a consultant to assess the Project's
 
computer requirements is incorrect. He was not a consultant, but a
 
technical/sales representative of [ntergraph Corporation. His report
 
was received on July 28, 1983, eight weeks later than promised, and
 
his recommendations were unacceptable.
 

The third sentence on page 9 is incorrect. There simply were no
 
computer technicians at this post (or any other post, probably) with
 
the required expertise in this type of computer system. The draft's
 
sentence with respect to a contract specialist from the U.S. Defense
 
Mapping Agency is incorrect and misleading. "Eventually" should read
 

"immediately" because this Mission, within three weeks of receipt of
 
the unacceptable proposal from Intergraph, had an Interamerican
 
Geodetic Survey (TAGS) technician at post to assiat the USAID and
 
GO. It was not a contract, but a case of interagency cooperation
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facilitated by this Mission's good relationship with the local IAGS
 

representative.
 

d. 	 On page 9, second paragraph of the draft, it is indicated you found
 

no evidence that the Hission had ass'gned specific responsibility for
 

tracking and reporting the status of the Project. This statement
 

implies that RIG expects us to place a memorandum in the files
 

formally assigning an officer responsibility for any implementation
 
problem that may arise. This is not agency practice. Also, it 	is
 

clear frcm a review of the files that the Project Officers for
 

522-0168 and 522-0173 (l.and Titling) were fully and continuously
 

involvwd. This sentence 
in the draft should be deleted.
 

The last sentence on page 9, second paragraph, is demonstrably
 

incorrect based on the chronology of Mission actions. In addition,
 

it directly contradicts the first sentence of the same paragraph and
 

should, therefore, be deleted.
 

e. 	 Regarding page 9, third paragraph, last sentence of the draft, this
 

sentence 	tIonds to contradict the first spr:ence of paragraph 2.
 
our
Additionally, the Mission beiteves it has shown conclusively i 


response of July 9, 1981 to the RIG's record of audit findings and
 

based upon our development of a Project Chronology that we did track
 

and report upon the problem and that pressure was repeatedly exerted
 

on AID/W and others to resolve the problem. Regarding identification
 
an
of alternatives, what the Mission was pursuing was, in fact, 


alternative solution suggested and endorsed by the lAGS and AID/W
 

experts. (The original alternative of a sole-source purchase based
 

on Intergraph's July 28, 1983, proposal had been rejected, and AID/W
 

insisted that sole-source procurement was not justifiable.)
 

f. 	 With respect to your comments on the semiannual report problems
 

presentation, these reports are not used to present detailed
 

discussions of procurement or other problems, but to identify such
 

problems for discussion in the reviews, especially those requiring
 

the Mission Director's personal attention. This problem was thus
 

identified in the reports. Detailed discussions of the problem were
 

covered in numerous other ways such as memoranda, and verbally in
 

every quarterly or semi-annual review meeting. ATD/W was made aware
 

of the problem via repeated telephone conversations and cables. This
 

problem's negative impact on Project 522-0168 was nil.
 

g. 	 Regarding the problem's impact on the Project, its implementation was
 

not adversely affected by the delay, because DEC was able to continue
 

utilizing its existing system to cover Project needs. The draft
 

audit state;: "...more funds than planned were used to maintain the
 

older cumputuc in order to keep it on line while awaiting the new
 

project computer." We contend that extending the useful life of an
 

expensive machine is an appropriate use of funds. By investing a few
 

thousand dollars in maintenance of the older equipment, substantial
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savings were achieved. Due to this maintenan-ce, the old equipment is
 
still functioning as an integral part of DEC's highly complex graphic
 
computer system. By refusing the initial Intergraph proposal of July
 
1983, the Mission saved the U.S. Government and the Project about
 
$300,000 and through comp.titive bid obtained the system that was
 
required for the purposes at hand.
 

There are incorrect statements on page 10 of your draft. For
 
example, regarding the second sentence, no person involved considered
 
the system "worthless". Due to project funded upgrading and
 
maintenance, this system continues to provide valuable data
 
management service, and it provided adequate service during the
 
interim while the new system was being procured.
 

4. Rural Primarv Eduction Project No. 52-0167
 

a. 	 These comments are relevant to the draft report's paragraph on
 
"Problem Impact".
 

The Projct Oft icer did say that the members of the "Contracting Out 
Study" team found that the communities where private sector s'ool 
construction was done did not seem to be as committed to mai t enance 
as the conunuwities where the FAR system was used. However, there has 
been 	no feedback on actual school maintenance since the schools have
 
only 	been used for one year and thy are built to require minimum
 
maintenance. The engineers indi ate that in one year of use, little 
if any maintenance would be required on the school. Thus, the 
statement "... the local communities will not provide the planned 
maintenance" is misleading and pr,.ature. 

The total community counterpart contribution under the project is 
$3,392,000. The community contribution to mainenance was to be 
$334,000. While the communities met the 25 percent legal requirement 
for counterpart contribution, there was a shortfall in the planned 
amount.
 

This 	was due to tih dropping of th requirement that communities 
provide materials, transport, ,nd labor when the project switched to 
a private sector mode of construction and whn the rurubor of 
clas:;rooms to be rene.vat ed was reduced. The now Primary Etfeciency 
Project includes a maintenance component to promote community 
involvement in maintenance efforts. 

While it is true procurement pro blems were still being reported in 
I98S, thp draft report i iplie Lhose were the same probl ,:m. 
throughout the project. In fact, there were two major procuremnt 
problems durini, the Project, one set with the GOH Provoeduria and one 
individual problem with the Procurement Service Agent (I{ONCO) which 
were essentially unrelated. The biggest problem under the Proveduria
 
was procurement of; materials under the FAR system for school
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construction. It was not being lone on a timely basis and,
 

consequently, it delayed construction. The last procurement for FAR
 

The subsequent procurement problem was in 1985, after A.I.D.had
 

confronted the general procurement problem with the Proveeduria by
 

contracting a Procurement Services Agent (PSA) to purchase the
 

equipment. The contracting and purchasing processes were delayed,
 

but the delay was due to delays in Washington (e.g., Small Business
 

Association) and problems with RONCO. In any case, the change from
 

use of the Proveeduria to an A.I.D. procured PSA was part of a
 

problem solving mechanism and was one of the few alternatives
 

available to deal with the problem.
 

The subsequent procurement problem was in 1985, after A.I.D. had
 

confronted the general procurement problem with the Proveeduria by
 

contracting a Procurement Services Agent (PSA) to purchase the
 

equipment. The contracting and purchasing processes were delayed,
 

but the delay was due to delays in Washington (e.g., Small Business
 

Association) and problems with RONCO. In any case, the change from
 

use of the Proveeduria to an A.I.D. procured PSA was part of a
 

problem solving mechanism and was one of the few alternatives
 

available to deal with the problem.
 

Beyond procurement, the Ministry of Education (MOE) had trouble
 

delivering schools according to specifications, but the
 
the minor ones, although
specifications not complied with were 


disbursements were held up. The schools, however, were sturdy and of
 

good quality because of A.I.D. insistence on these specifications.
 

The quarterly report for January-March 1984 indicates a breakthrough
 

and resolut ion of this problem. The report discusses an agreement
 

negotiated between the A.I.D. Director and Minister of Education to
 

complete the large backlog of unfinished projects and cancellation of
 

the cash advances. A deadline was given for completion of these
 

projects. The report also speaks of a 'ceting with the Minister of 

Education and A.I.D. Director to discuss Project problems. In
 

September 1983, a revolving fund of ..3,000,000 E.F counterpart was
 

authorized by AID. The establishment of this fund was another part
 

to resolve the FAR system probjem. As a result,
of the action taken 


it is reported there were improvements in the project. This, in our
 

opinion, is evidence of a system in place and a problem solving
 

is nut uncommon in project implementaLion.
methodology which 


The fact that the problems persisted does not necessarily mean that
 

problem solving was not going on. Each Project Officer has to
 

determine problems and use the appropriate resources to resolve 

them. Each problem is different, requiring a different approach.
 

Governmental changes and MOE personnel changes, especially in this
 
in government
cas, with six different ministers and the changes 


(three difforent governments), also strongly influenced the
 

resolution of problems. Thos- changes affected project
 

impleomentation especially because senior GOt policy makers were
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changed so frequently. In this context problems have to be dealt
 
with tact, diplomacy and shrewdness if a project is to be
 

implemented. Time is required to resolve problems. The Project
 

Implementation Course teaches officers that responses to problems
 

have to be flexible and approached by each officer in his own way;
 

there are no pat responses.
 

b. With respect to semiannual project reports, these do not include the
 

step by step process used for resolving problems. Rather a process
 

is in effect. Problems and solutions are discussed in the report
 

review meetings and plans are made. Problem solving is carried out 

on a continual basis. Also, efficiency and cost effective trade-offs
 

exist between time spent or problem resolution versus taking time to
 

document each problem and solution for the file.
 

While specific mention is not made of the FAR system in the reports,
 

problems in this system were raised in each of the reports when the
 

problems arose. Component I before 1985 related to FAR system
 

activities until we changed to the private sector. It is not
 

accurate to state that the FAR system is only mentioned in one report
 

in 1982.
 

Rega:ding project coordination, comparing early reports on this and
 

the experience in the last 18 months of the Project, there was
 

improvement. Basically, the coordination problems reported earlier
 

were so serious they impeded Project progress. In the last 18
 

months, some problems existed, but were related more to the
 

competence of the Coordinator than other things.
 

The improvement in coordination was basically due to mechanisms the 
Ministry of Education and the Coordinating Unit put in place to 

strengthen coordination. Weekly meetings were held to discuss 

Project problems and more serious problems were formally brought to 

A.I.D.'s attention. Solutions were worked out in the meetings or in 
component specific meetings. AI.D. attended the meetings when the 

need existed. Monthly reports on construction progress were passed 
from supervisors to the Component Director, to the Coordinator, and 
to the A.I.D. Engineer. Quarterly reports were submitted by each 
Component Director to he submitted to A.J.D. in a project Quarterly 
Report from the Coordinator. While the quality of this report could 

have bo: hotter, it did address problems and inform A.F.f). about 
sol utin.n'; 

Another indication chat the coordination improved was the Gll 
initiative to eliminate the head of the Construction Unit who was not 

performing we]l and causing delays in the construction being done by 
the first private sector construction firms. His removal resulted in 
the last 300 classrooms being completed on time. 

To compensate for the weakness of the Coordinator, USAID supervised 
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implementation v-- closely in the last 18 months. The premise was
 
that, in spite of Coordinator weakness, we could, with extra support
 
to that unit, completj the Project and provide the outputs under the
 
Project.
 

5. Health__ Sector IPr.oject No. 522-0153
 

a. The draft audit report focusses on three implementation problems
 
which the Project has faced in its seven years of implementation.
 
The audit makes no mention of the complexity of the Project nor the
 
number of problems that were successfully addressed and resolved.
 
The audit gives no credit for the significant advances of the
 
lHondura" health system during the years of the Project: infant 
mortality has declined dramatically; and the incidence rates of most 
communicable diseases are much lower than before. 

b. Our specific comments are as follows:
 

Introduction. In the fourth paragraph discussing financial
 
performance, it is stated there was a pipeline of $8 million in
 

December 1q86, of which $5.4 million was uncommitted. Although $5.4
 

million was uncommitted, 97 percent of Project funds were earmarked
 

in activities which were very close to becoming commitments. Also,
 

the rate of disbursements had increased as evidenced by an average
 

quarterly expenditures rate of $1.7 million for the fi;rst three
 

quarters of this fiscal year. This rate is expected to increase in
 

the coming quarters.
 

Project__ImpI erementa tion - Problems. The following sentence from the 
first paragraph of this section is misleading: "Construction of the
 

project's planned 14 warehouses were considered important to
 

achieving the project's goals since adequate storage facilities were
 

required before sufficient quantities of medicines and other supplies
 

could be positioned in support of the project's components."
 

This leaves the impression that the entire Project was crippled 
without the warehouses. That is not true. The Project has made 

important advances without the warehouses. It is true they are 

essenti al to achieving one of our outputs, albeit an important one: 

that of platcing 10 percent of drugs into 70 percent of the health 
centers. 

In the second paragraph, the audit states that four warehouses are 
under construction but are experiencing legal problems. The audit is 

referring to the La Ceiba and San Pedro Sula warehouses, the largest 
and most irnportant, and which are now complete. 

The audit dIes not conpletely dos(cribe the ruvolving fiund problems. 

There are two revolving funds which wore established for the 

Project. There is a problem currently on ising one of the revolving 
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funds which finances training costs, because the Project
 
Administrator has to be bonded to manage the fund. There is nt,
 
problem with the other revolving fund which finances other costs.
 
The GOH bonding requirement has had more serious implications on the
 
Project than the annual liquidation requirement. Bonding is required
 
for all GOH personnel managing cash funds, is a general legislative
 
requirement and one which the GOH has shown no inclination to legally
 
change. Some problems may not be resolvable.
 

Negotiations nonetheless continue. The audit does not mention a
 
third problem of the annual contracting of the Project Coordinator.
 
This problem wan recently resolved through negotiations with the
 
Ministry of Finance. The Coordinator will now be contracted for the
 
life of the Project.
 

The last sentence in the final paragraph of this section is
 
misleading when it states that all three problems (warehouses, 
procurement, and revolving fund) are still present. The revolving 
fund problem identified in December 1983 is lifferent from the one 
today. During most of 1983, all of 1984, and most of 1985, the 
Project did not have revolving fund problems. The Administrator for 
this period was bonded. He had paid the bonding fee and used 
personal property as colateral. In June 1984, procurement problems 
were reported and were resolved. it should be noted that the delayed 
commodity procurement is only one of perhaps fifty procurements 
undertaken by the Project. The current procurement problems are 
different and originated well after June 1984. 

Mission Actions to Resolve Problems. The audit report states that 
the Mission did not deL. with these problems 4n a timely and 
effective manner. It should he reiterated that the examples cited 
were discrete problems which arose sequentially and were addressed 
sequentially. Superficially, they may look the same and it appears 
as though they persisted, but this is not the case. With the 
warehouses, for exampl o , the Project has dealt with about fifty 
different pr'ubems in attempting to construct 14 of them. Almost 
every one of the fifty was unanticipated at the time. As for 
procurement, the Mission will always have some difficulties because 
of the GOH and USG regulations are relat ively complex. 

Semiannual ReportProblem Presentation. The audit states that 
neither counterpart funds nor ex'es s Project Tunds are identified. 
Tne semi-annual roport guidelineos at the time did not require 
counterpart fund tracking. Counterpart contributions are now being 
reported in accordance with AfD/W instructions. 

Problem mpact. As to the ,omments that the response to the polio 
outbreak was adversely affected by the lack of warehouses, this is a 
simplification. All of the systems the MOH put in place with Project 
assistance (training, supervision, cold chain maintenance, and 
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reporting) helped successfully contain the outbreak. If all the
 
warehouses had been constructed, the response would have been better,
 

but the difference probably would have been marginal. In anj event,
 

the impact of these other activities was not given proper weight.
 

6. Small Farmer TitlingProject (PTT) No. 522-0173
 

a. 	 The principal issue raised in the audit review has to do with the
 
application of the FAR system in the Project. Problems involve
 
keeping the Cadastre's (DEC) delineation teams at work in tKe field
 
with sufficient funds in advance of certifications and liquidations
 

of their work. As noted in our response to :he PTT's initial audit,
 
the problem resulting from lack of advances for those field teams has
 

been relieved by establishing an ESF local currency revolving fund.
 

DEC's field staff now receives money in advance without having to go
 

to PTT's budget, thereby allowing for liquidations to make up for
 

funds previously unliquidated. While the rotating fund took time to
 
establish and function smoothly, the funds are now available more
 

readily, and should continue to be so until the final phases of the
 

Project. There have been no DEC work stoppages in 1987.
 

It is true that the computer system wa!; delayed for reasons beyond
 

the Mission's control during PTT's first years (see our response
 

regarding the Natural Resources Management Project), but it became
 
fully operational by January 1986 and is presently serving
 

effectively.
 

The Mission has jointly programmed for the National Agrarian
 
Institute (INA) ESF local currency counterpart to cover contributions
 

throughout the life of PTT. Funds withheld by INA during part of
 

1986 have been restored. These funds pay for operating costs.
 

b. 	 Our response to the various sections of the draft audit follows:
 

Project Implementation Problems 

The draft report indicates that field work costs more money and will take
 

inore 	time than planned. It is significant to note that PTT is the firsc
 
massive, major delineation effort on a national scale ever attempted in
 

Honduras. While more time is needed to complete all work, Project funding
 

will not be significantly greater than originally budgeted. By mid-1983,
 

it was clear that future certification and subsequent liquidations would
 

not keep pace with needs for advance.; of funds for delineations due to the 
great length of time necessary for completion of field work. That 

situation grew more critical in 1984. The revolving fund has served as a 

solution to the lack of advances from PITT's budget starting in 1986 and 

continuing into 1987. 

The draft report indicates that PTT vehicles could not be maintained due
 

to spare parts shortages resulting from lack of funds. However, they were
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not PTT vehicles. Those employed in the Project make up only a portion of
 

DEC's fleet, most of which are used for other purposes. The spare parts
 

shortage involved DEC's own budget and should have been addressed by that
 

agency on a fleet-wide basis. Also, even though some vehicles 
were
 

to PTT, the spare parts issue had much to do with the general
assigned 

lack of such items in Honduras at that time.
 

Mission Actions to Resolve Problems
 

The draft report states that, between August 1986 and January 1987, PTT
 

received no funds from the Mission. In fact, the Mission advanced PTT
 

L.500,000 while all parties awaited Ministry of Finance approval for an
 

incr'ease of L.2,000,000 in the revolving fund. DEC had access to that
 

advance for approximately four months prior to the increase of the fund at
 

the start of 1987. Both the advance and the revolving fund were effective
 

in providing liquidity to the Project. No work stoppages have occurred
 
since. 

Problem Impact, 

As mentioned above, after the Mission resolved the issue of lack of funds
 

for DEC's field staff, no time was lost whatsoever. The audit report
 

indicates that a number of days were lost prior to the revolving funds.
 

However, it should be noted that only in the field did that take place.
 

All other PTT work, both at INA and at DEC, was carried on as usual.
 

The report indicates tnat some delineation products were of poor quality.
 

In fact, INA's staff continued to reject any and all field work done by
 

DEC's delineators that was of less than high quality. In all such cases
 

the work not meeting certification standards was immediately returned to
 

DEC for additional preparation. DEC then returned the rejected product to
 

the field for reviews and corrections. It should be noted that all work
 

that has been certified, and qualifies for liquidation, is always of high
 

quality. Where rejections have taken place, that work is sent back to the
 

field and subjected to technical assistance until it is considered
 

acceptable to those responsible for reviewing for certification.
 

Council for Human Resources Developinn t Prt. _No. 522-0257 

a. 	 Our observations on the draft audit report contains only minor
 

clarifications. Howev' r, the section on the replacement of the
 

technical assistance team does not fully reflect the nature of the
 

technical assistance and the 
manner in which technical assistance
 

deficiencios were detected.
 

to the various sections of the draft audit follows:b. 	 Our respons;e 

The section on Project Imp]emntation Problems states: "The Mission 

learneC of the problem in December 1.985 during a meeting between the 

Director of CADERH and the AID project liaison officer. The problem 
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should have been raised earlier but initial implementation agency
 
administration problems consumed most of the project officer and
 
liaison officer's time. Once these problems were improved in late
 
1985, attention shifted to assessing project accomplishments."
 

It is true tiQat CADEPH was undergoing major personnel changes from
 
July-September 1985 and both the Project and Liaison Officers
 
participated in the orientation of 
new personnel for accelerating
 
Project implementation. It was very difficult to identify the
 
problem any earlier, however, because of the nature of the technical
 
assistance which was working with trade advisory committees on
 
curriculum development. This area, at the time, did not have
 
appropriate measurable evaluative outcomes. 
 For example, competency
 
based curriculum development begins with meetings of trade advisory
 
committees. These committees were organized and began working in San
 
Pedro Sula and Tegucigalpa in August 1985. During this process
 
general occupational skills (competencies and tasks) were identified
 
by the trade advisory committees. The technical assistance team then
 
had the responsibility of refining these into more specific
 
performance objectives with quantifiable indicators. The
 
competencies and tasks were defined as anticipated and the technical
 
assistance was being monitored during this period (through early
 
October 1985).
 

However, as the technical assistance team was to present its
 
performance objectives in October and November 1985, we began to
 
notice deficiencies. The technical assistance team explained that
 
they preferred to develop full training modules before defining the
 
performance objectives. In contrast, we argued that competency based
 
instruction required that the performance objectives be developed and
 
approved by the advisory committees before beginning any further
 
curriculum development. Although this difference in opinion caused
 
initial concern, the Mission's position was accepted by the technical
 
assistance team and wo then jointly awaited the performance
 
ojectives.
 

It was in December when the final list of performance objectives for
 
three trade areas was presented by the technical assistance team.
 
Although CADERH and the Mission asked for the objectives earlier, the
 
technical assistance team requested additional time to put the
 
objectives into final 
form, to assure that the advisory committees 
were all in agreement on the final product, and also requested that 
we not judge their work on the basis of the initial objectives but on
 
the basis of the final product. 
extensions of several weeks were 
objectives in final form. When 
evident that the objectives were 
specifi ciLy nd, at this point, 
assistance wav; not acceptable. 

was contacted.
 

This seemed reasonable and
 
given for presenting the performance
 

their work was presented, it was 
not defined with sufficient 

we recognized that the technical 
Central Texas College's home office 
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The section on Semiannual Report Problem Presentation states:
 

1. 	 "...the technical service contractor was not identified. This type
 
of information could be useful if other projects had or were also
 
experiencing problems with the same contractor. THis was exactly the
 
case with another USA[D/Honduras project which also had a technical
 
service contract with the same project."
 

2. 	 "Other project information contained some minor errors in financial
 
figures and dates. In addition, the reports did not show actual
 
counterpart contribution disbursements."
 

The only other Project receiving technical assistance from Central Texas
 
College (CTC) was another A.I.D. financed Project (ITEC Project No.
 
522--0287). The Mission's Project Officers and ITEC were informed of the
 
problem.
 

As now required by AID/Washington, we will provide the counterpart
 
financial information in Mission semiannual reports. At the time of this
 
audit, counterpart contributions in semiannual reports were not required.
 

The section on Problem Impact states:
 

"Two contract elements --wood work certification competency standards and 
an instructor training program..." This should read: "Two contract 

elements - the wood working training curriculum and an instructor training 

program...."
 

"The technical assistance problems also resulted in fewer workers being
 
certified." This should read: "The technical assistance problems also
 
resulted in fewer workers being certified because of consequent delays in
 
project implementation."
 

8. Export DeveloUment and Services Project No.522-0207
 

Our responses to the various sections of the draft audit report follow:
 

Pr~jct__mp1ienLtati-on -Problems 

Your draft audit report states that: "Project Implementation had been
 
adversely affected by inadequate coordination and communication among the
 
key project participants -the Central Bank of Honduras, Ministry of
 
Finance and Public Credit, USAJD/Honduras, and the local commercial banks."
 

it should be understood that the Ministry of Economy and Conmerce is the 
Ministry responsible for Project imp]ementation, not the Ministry of 
Finance. However, once the Project was approved, the Central Bank of 
Honduras (CBIt) became the entity primarily responsible for resolving 
outstanding issues with regard to the credit lines. The statement that
 
the USAID Mission has not worked continuously with key project
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participants is incorrect. Following Project obligation, we worked
 
closely with the Central Bank providing guidance on implementing
 
regulations for the funds. A USAID Credit Advisor participated on a daily
 
basis and was responsible for the design of the shared risk mechanism for
 
the Lempira Fund. Implementing regulations for the two lines were
 
approved in August and September 1985. As a result of continuing
 
discussions with the Central Bank, in January and again in March 1986, the
 
Mission and the CBlH amended the regulations initially approved in 1985.
 
Since mid-1986, we have had numerous meetings with the Central Bank; in
 
fact, monthly meetings have been scheduled since October 1986, with
 
additional mentings held as needed to negotiate changes to the
 
regulations, which were subsequently approved as per Project
 
Implementation Letter No. 53.
 

Every s;emi-annual report since March 1986 cited problems with the credit
 
lines. As the credit lines came into operation, the March 1986 report
 
"Major Outputs" section was changed to include as an output indicator the
 
value of certificates of eligibility issued. The subsequent September
 
1986 report indicated the movement of the credit lines. It also
 
identified and described in a separate section problems encountered and
 
the our intention to focus on the problem, as well as the Mission's
 
intention to explore the possibility of reprogramming some of the dollar
 
and local currency line funds.
 

During the following semoster, local currency funds were reprogrammed. As
 
we gained more experience with the credit lines, the semi-annual report
 
was refined again, adding additional output indicators to better track
 
utilization of both the dollar and lempira revolving funds. In addition,
 
numerous memoranda to the files recorded the Project Officer's sustained
 
efforts to work with the Central Bank to put the credit revolving funds
 
into operation. These documents evidence our concern over the credit
 
lines.
 

The facilities available were promoted by FIDE and FEPROEXAAH among their 
clients and the commercial banks. They issued a brochure which described 
the facilities and their operational procedures. One bank, FlCENSA, even 
held a seminar to promote the facilities among its clients. Mission staff 
and representatives from the Central Bank gave presentations to the banks 
in Tegucigalpa and San Pedro Sula, and to members of the Chamber of 
Commrce in San Pedro Sula. As a result, we believe the banks are quite 
familiar with the facilities and advantages provided to reduce their 
credit risk, such as the shared risk feature of the local currency fund. 
The need to mako the facilities more attractive to the banks and exporters 
by increasing their share of the foreign eychange.earnings generated was 
recognized and is reflected in the letter to the Central Bank dated 
October 15, 1986, in which the Mission addressed this issue and other 
issues such as the one year export/import permits. We know that initial 
efforts resulted in operating regulations that did not expedite flow of 
credit due to the changes in circumstances (e.g., increased liquidity in 
the banks), and the complexity and innovativeness of this new program 
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Documentation in our
which Honduran bankers have been slow to embrace. 


files substantiates the significant and sustained effort made by Mission
 

officials to look for ways to overcome operational problems by addressing
 

what were perceived as the "root causes" of slow disbursements of the
 

revolving funds.
 

Semi-annual_ Rep o rt Problem 	 Presentation 

With regard to the revolving credit funds, the 	September 1985 report
 
that time, the regulations
identified no significant problems because, at 


for the dollar and lempira funds had just been approved by the Central
 

Bank and AID. Hlowever, during the following six months, problems with the 

funds evolved and a process of revision of those regulations was carried 

out, which led to a delay 	in disbursement of funds. By April 1986, the
 

regulations had been amended and the Mission fully expected increased
 
the Central Bank had
disbursements. In fact, as of September 1986, 


rediscounted $2,450,000 in local currency loans; by June 30, 1987, that
 

figure was $6,500,000 equivalent in local currency loans.
 

Probem _Impact 

The draft report states that: "....no annual Export/Import permits had 

been issued." This is incorrect. According to PIL No.53, dated April 13, 

1987, the USAID, Central Bank of Honduras, Ministry of Finance, and 

Ministry of Ecconomy agreed to the following: "The Central Bank will give 

priority to the issuance and renewal of Export/Import Permits to those 

exporters participating in the program processing those permits within 

five (5) working days." This 	agreement avoids delays in obtaining
 

issued on a case-by-case basis. Also, it
permits, even though 	they are 

the One-Stop Export Document Processing Center
should be noted that 


been created to centralize all nontraditional export
(CENTREX) has 

location in Tegucigalpa, which is
document processing initially in one 


a second facility in San Pedro Sula opened
already open to the public, and 

1987. The purpose of CENTREX :s to shorten the
on Friday, August 7, 

simplify paperwork required of exporters.
processing time required and to 


Also on the public sector side, the Govecnment 	 of Honduras' policy and 
(1) the passage of legislation to
promotion activities 	have resulted in: 


facilitate nontraditional exports (revised Temporary Import Law passed
 

revised Export Promotion
10/86; Export Processing Zone Law passed 4/87; 


Law passed 5/87); (2) a reorganization within the Ministry of Economy and
 

Commerce and the creation 	 of the National. Council for Export and 

Investment Promotion (CONAFEXI); (3) the establishmerit of a One-Stop 

Center (CENTREX) for government approvals for exporters and importers; and 

(4) 	 the launching of the Year of Exports 1987. These actions show
 

improve the climate for increasing
substantial GOH actien to 


nontraditional exports.
 

Concerning the counterpart contributions, data was submitted in the
 
1987, as now required by
semiannual report for the period ending March 31, 


AID/Washington.
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9. FOPRIDEH Institutional Strengthenin_Project No. 522-0266
 

The draft audit report refers to the need for FOPRJDEH to become 
sel f-sufficient. 
FOPRIDEH has devised an action plan for generating its owa financing which 
includes seeking assistance from other donor sources, collecting 
administration fees from sub-projects, administration of non-FOPRIDEH projects 
for other institutions, interest income generated under subproject revolving 
funds, and fees for member services. They are presently working with BANCASA, 
a local bank, to try and channel some of the Bank's development funding 
through FOPRIDEH. They are also talking with several private sectqr 
organizations regarding donations. FOPRTDEH will finalize a $500,000 loan 
with the Inter-American Development Bank by the end of this year and are also 
starting an extensive fund raising campaign in Europe fund raising in 
September. As of June 30, 1987 FOPRIDEH had generated L700,000, or 
aplpruximately enough funds to support it for one year. 

Pecently, a progress evaluation of FOPRIDEH was completed. As a result, the 
Mission is helping FOI'RIDEH to program some of its dollar budget to bring in 
technical assistance to develop services for which tees can be charged to 
expand its fund raising campaign, and other activities to help generate 
income. t.OPRIDEFI has already generated support for one year and this 
concerted effort a; described above is achieving results. The Mission feels 
that FOPRTDEH is making good progress in this area and is well on its way to 
being able to finance itself once the rroject is over. 

The draft report state:; that only $900,000 out of a planned $2.25 million of 
the ESF local currency had been disbursed to the project by April 1987. The 
Mission has disbursed an additional $2 million bringing the total amount
 
disbursed to $2.9 million. Because FOPRIDEI had continued to approve 
subprojects as scheduled, most of these funds are already committed and they 
are practically on schedule again with their disbursements and commitments of 
local currency. 

10. Rural Roads 11 Prqjyoct No. 522-0214 

Our response to various sections fo the draft audit report follows: 
Project mft-enent a t i on Problems" 

The, statement that, as a result of budget uncertainties, the Project 
contract staff found themselves in a state of uncertainty for one to three 
months infers that they were iot on the job. This is misleading. In 
reality, they continued to work in anticipation of contract renewal and 
for the most part continued to make field trips. As to the paragraph 
concerning counterpart funds for maintenance of rural roads in 1987, an 
amount of lempiras 1.4 million was made available from ESF funds for this 
purpose through Implementation Letter No. 135 on May 12, 1981. These 
funds will be used throughout 1981. Therefore, there will be no 
detrimental effect on the condition and usability of these roads. 
Further, one year contracts are mandated by current Honduran legislation. 
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Length of contracts are not established by budgeted amounts. Therefore,
 
please correct your statement relating budgeting and contracting.
 

Mission Action to Resolve Problems: Their section states that: "AID
 

Project staff were required to fill-in for implementing unit personnel
 

until now contracts were signed and funded." A.I.D. Project staff were
 

never required to fill-in for implementing unit personnel. There never
 

was any danger that the Project would come to a complete halt. USAID
 

Project staff realized that certain problems existed on the GOH side and
 

took necessary steps to minimize the adverse effects. The last sentence
 

of this paragraph is unclear. To say that additional delays will be
 

experienced and that the Project will have diminished impact is
 

speculation. USAID and SECOPT staff have proceeded with implementation,
 

especially on plinning and contracting. The awarding of road and bridge 

contracts totalling about $4 million (contracts will be signed as soon as 

contractorq receiv? financial certification) are in process, with 

approximately $ 3.5 million more expected to be approved in the near 

future. This will result in about $ 9.5 million in contracts by the end 

of FY 1987. Sixteen road projects are presently under construction, two 

more are about to start, bids have been received on eight others and 
justification ot mr_ pro.ects is under way. Full commitment of Project 

funds is expected by December 31, 1988. In our opinion, this cannot be 

considered as experiencing additional delays or having less impact. 

With regard to your comments on the lack of funds for maintenance, these 
funds were budgeted in 1985, 1986 and recently in 1987 for mainte'nance of 

rural roads. It is unclear how you could conclude that no GOH funds were 
budgeted for maintenance of rural roads and predict resultant dire 

consequences. Th.? rcoads in question will not continue to deteriorate and 

the investment in construction will not "... have been possibly wasted." 

11. Strategic Planning and Technical Support Pr oject No. 522-0269. 

a. In addressing the comments in the draft audit report, we believe it 

would be helpful to point out several needed corrections. For 

example, th, Introductory section states that the Project was 

authori ,ed on August 23, 1985, however, the Authorization was signed 

on August 1, 1985 (the Project Agreement. was signed on August 23). 

Although, we often must use shorthand to refer to the Project due, 
for exanpi o, to the limitations on character.s to be used in MACS, the 

correct title; for the two components of thr Project are: 

Component : St rategic Planning and Policy Analysis 

Component 2: Tech n i cal Support and As;,;istance. 

Wc appreciate your pointing out that our records had to be updated to 

reflect the allocatlon ("distribution") of funding to those two 

components. In discussing the financial and implementation status of 
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the Project, the draft report uses various dates, e.g., September 30
 
and December 31, 1986. Since a good deal of the field work for this
 
audit was performed after the close of the second quarter of the
 
fiscal year, when Agency financial reports were prepared and
 
available, we believe that. December 31, 1986, is the more appropriate 
date to use in providing fiscal information. No counterpart 
contributions had been reported because the requirement to track 
these in semiannual reports was not established until the receipt of 
State 95201 on April 1, 1987. As of March 31, 1987, the local 
currency equivalent of $173,854 had been provided for SPATS 
activities from the local currency trust fund. In addition, 
proposals for assistance under the first component of the Project 
indicate that in-kind support valued at an estimated $963,154 would 
be provided. 

Based upon financial information available in the USAID's
 
Controller's Office, we have modified the financial reporting for
 
SPATS. The $400,000 "to be distributed shown in the March 31, 1947,
 
Quarterly Financial Report has been allocated to the Strategic
 
Planning and Policy Analysis and the Technical Support and Assistance
 
components of the project. Reservations and earmarks have been added
 
to the c:ommitment data since the total of those three provi !s a
 
clearer pittu e of funds available for project activities. fo assist
 
in the comparison of the Project's financial status at the end of
 
March and and the end of May, disbursement data are provided since
 
accrual information is developed only quarterly. Attribution of
 
studies and technical assistance between the Strategic Planning and
 
Policy Analysis and the Technicial Support and Assistance components
 
of tI.e project have been corrected. Future Quarterly Project
 
Financial Reports of the Controller's Office will reflect these
 
allocations.
 

SPATS Financial Status
 
(Dollars)
 

Project Component
 
Obligations Commitments
 
Disbursements Unearmarked
 

As of March 31, 1987:
 

Strategic Planning
 
and Policy Analysis 2,000,000 473,270 25,000 1,526,730
 

Technical Support
 

and Assistance 2,000,000 854,196 289,803 1,145,804
 

To be distributed 0  0
 

4,000,000 1,327,466 314,803 2,672,534
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As of May 29, 1987:
 

Strategic Planning
 
and Policy Analysis 2,000,000 873,270 82,705 1,126,730
 

Technical Support
 
and Assistance 2,000000_0 _, 44,459 395,347 855,541
-


4,000,000 2,142,729 486,852 1,982,271
 

Your statement that the September 30, 1986, semiannual report
 
indicated that there were no major implementation problems requiring
 

the Mission Director's or AID/W's attention is correct. However, it
 

is clear from the material presented in our semiannual report that
 
the Project was suffering implementation delays. That material also
 
clearly specifies a number of actions which were underway and
 

proposals being reviewed indicating that those delays should be
 
overcome soon.
 

In view of the March 31, 1987, and May 29, 1987, status of SPATS, we
 
believe it would be appropriate to update the statement regarding
 

commitments;, earmarks, and reservations under the Strategic Planning
 
and Policy Analysis component.
 

b. 	 The draft audit report states that inactivity (no funds earmarked or
 

committed) under the Strategic Planning and Policy Analysis
 

component of the Project through December 31, 1986, was caused: (1)
 

by a late start in initiating project activities because of
 
personnel shortages and other workload demands; (2) because the
 
implementing agency, SECPI.AN, lacked adequate knowledge about the
 
project; and, (3) because of a five month interruption due to
 

presidential elections and subsequent government personnel changes.
 

These statements overemphasize a comment in the September 30, 1985,
 
semiannual report regarding personnel shortages. Although true for
 

the period covered by that report, (i.e., approximately one month
 
from August 23 to September 10 1985), the personnel shortage issue
 
was resolved with the assignpent of a Project Officer in early
 
September 1985 and the transter of a Project Liaison Officer on
 

September 30, 1985. The Liaison Officer was wrapping-up
 

responsibilities under another project and was not financed from the
 

Project until May 1986. However, increasing amounts of his time
 
were devoted to the SPATS Project from the time of his transfer.
 

This was the reason a "shortage of personnel" issue was not repeated
 

in future semiannual reports -the problem had been solved.
 

c. 	 With respect to the section on Mission Actions to Resolve Problems, 
the audit fails to acknowledge the nearly dozen working level 

meetings whicN tooK place with the Ministry of Finance and Public 

http:SECPI.AN
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Credit between November 1985 and March 1986. Also, the audit does 
not mention that the soon to be named Minister of Planning, 
Coordination and Budgeting (who at that time was a Mission employee) 
participated in the Mission's initial organizational meeting for 
implementing the Project. As Minister, he chaired the first several 
Consultative Committee meetinigs as implementation of the Strategic 
Planning and Analysis compone,;t of SPATS got underway. Due to our 
error in the previous semiannual reports, SECPLAN is incorrectly 
identified as the implementi:g agency for SPATS. The Vice Minister 
of the Ministry of Finance and Public Credit is the GOH's legal 
representative and the Consultative Committee made up of GOH 

representatives from that Ministry, the Minister of Planning, 
Coordination and Budgeting and the Central Bank jointly implement 
the Project for the GOH. The Consultative Committee agreed that 
SECPLAN, through its official representative, would act as chairman 
of the Committee. The audit does not consider the almost dozen 
working level meetings with the Ministry of Finance and Public 
Credit between November 1985 and March 1986, as well as the USA[) 
meetings and seven Consultative Committee meetings (under the 
Chairmanship of SCPIAN) between April. 1986 and December 1986 ---each 
of which wAs preceded and followed by detailed working group 
meetings. During all of these meetings the purpose, objective, 
scope, and functioning of the Project were discussed. 

The correspondence which documents the convening of meetings and the
 
decisions reached, the newspaper advertisements regarding the
 
Project published by and at the expense of CONSUPLANE on May 29 and
 
30, and June 2 and 3, 1986, and the newspaper advertisements 
published by USAID in July 1986, the Consultative Committee's 
Bylaws, a briefing paper titled Que Es__P-ESAT, and a proposal format 
titled Formato Para Solicitud de Financiamento de un Estudio
 
B 912___(PISAQT) all argue against a conclusion that there was a lack 
of knowledge about thq Project. We believe it is more probable that 
proposals included items which SPATS would not finance: (1) as a 
negotiating strategy to maximize the assistance from SPATS; or (2)
 
because they represented ideas on hand with the proposers before 
SPATS became active. It is significant that although the Committee 
eliminated those items which were not appropriate for SPATS 
financing or which should be piovided by the beneficiaries, none of 
the proposals were withdrawn. 

In our opinion, the audit does not give adequate recogni tion to the 
lack of UWAID) control over the rot cause of those delays. These 
were: (1) the national election campaign which was unilerway at the 
time the Project Agreement was signed (August 23, 1985); (2) the 
meeting of initial Conditions Precedent on December 9, 1985 (an 
important date which should be considered the actual starting point 
of the proje,-t and which is not mentioned); (3) the inauguration of 
the new Administration, Cabinet and other officials on January 27, 
1986; (4) the time needed after the inauguration and assumption of 



I Appe nd ix 

Page 13 of 34 

25 

office to conmmence carrying out duties; and (5) the naming of the
 

GOH representatives on March 13 for the Ministry of Finance, April 1
 

for SECPIAN, and May 30, 1986, for the Central Bank. It should be
 

noted that the Mission actively pursued the naming of these
 

officials both informally from September 1985 and formally through
 
Impl.mentation Letter Number 2 of February 25, 1986, and
 

Implementation Letter Number 3 of May 30, 1986.
 

The statement that there continues to be a problem (as of April
 
1987) regarding knowledge of the project is not factual. The
 

documentation underlying the material presented above demonstrates
 

that thero were extensive discussions with a wide range of officials
 
over an extended period of time covering all aspects of the Project.
 

The first formal meeting of the Consultative Committee took place
 

April 11, 1986. There is evidence that the Mission took numerous
 
steps to accelorate implementation - naming of a Project Officer,
 

transfer of a Project .iaison Officer, meetings with and letters to
 

the Minijtry of Finance and Public Credit, acceleration of meetings
 

far above the quarterly meetings called for in the Project
 

Agreement, utc. Delays were outside the control of the Mission and
 

the time needed to resolve these delays is a fact of life of the
 

development work in which A.I.D. is engaged.
 

The first proposals under the Strategic Planned and Policy Analysis
 
component were received in August 1986 and not October 1985.
 

With regard to the section on Semiannual Roport Problem
 

Presentation, AID/W has basic control of the format and content of
 

semiannual reports. However, it should be noted that the Project
 

was experiencing implomentat ion delays and not "problems" requiring 
action by the Mission Director or A D/Washington, 

Mission namiume.ent and AfID/W are on record as stating that 
semiannual reports, and presumably the information they contain, are 

useful. AID/W has lauded the Mission on its semiannual reports and 

manageuri-.t :;y;tems . These opinions by the users of the information 

and (ecis ion mikers of the Agency support the USArD's position on 

this issue. 

The requi rmoiit to provide information on counterpart contributions 

was only rcoivd on April 1 , 1987 (son State 95207). This 

information is included in the semiannual reports tor the period
 

ending March 31, 1I 1.7
 

Except for the contracting of management support c(nsultants to
 

assist in carrying out the Central American Initiative, as called
 

for in the Project Agreement and discus;sed and approved by the
 

Consultative Committee, technical assistance can be provided under
 

the SPATS Project only in response to requests. RIG should not
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fault USAID if few such requests have been received. Since the
 
preparation of the RAF, one such proposal has been received (support
 
for the census) and favorably acted upon. AJD/W "guidance" (inter
 
alia, 85 State 243395 and 86 State 99474) on semiannual reports
 
requires brevity and requests "repetitive" financial information.
 
The Mission objects to the assertion that major outputs were
 
misloading. That subject was extensively addressed in the response
 
to the RTCG's separate "inquiry" regarding SPATS.
 

d. 	 With respct to the draft audit's section on Problem Impact, the 
second and third sentences of paragraph I should be deleted and 
replaced by the following: The Mission has used funds under the 
Techn;cal Support and Assistance Component of the Proj'ect to, inter 
ali a, support eight personal services contractors to assist in the 
design and implementation of the joint U.S.-Honduran economic 
assi stancr; program. The appropriateness of funding personal 
services contractors to supporc the joint U.S.-Honduran economic 
assistance prugram has been referred to the Inspector General's 
legal oftfice for an opinion. 
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LIST OF RE.JRkT RECONEAI1ATIONS 

5Recommendat ion !o. 

We recommen it hat USAIl,/I londturas: 

(a) 	 erl Ii z, it; managemeit system for resolving 
critical iipl ement.tioti problems to incl.ude specific 
-is:-i nmet of responsihility for tracking, reporting 
,-IIlI timelyv se ttlement of problems and 

(b) 	 asses an il report to A[I)/Washington the effect that 
th Mi ss i,,i' expandel activities have had on the 

.lission Si fi,' 1)ility to effectively perform their 
835 i <;ne, I r,,;pons i i I itI ics. 

13Recoinlenlit iell ";o. 2 

We roei,, iiII t lii IJ',\I'londiiras Issue a M.ission Order or 

,qli v~i! §111 K ttit ng the sem ianniial. rel)ort ingi, ceri 
pro ems wh ich iiw li de-; quidel ines for enhanTcin report 

IIse flI 	 I W s. '11eYC (Ii dcIl i rl's sllotIld estab I ish the 

cr it eri iFfo i,, pri preparation and review to better 

o sure of cri t ical project,l;r:l,,te f I ,i s ol 

ip] eI 'il it i oln p)rehl em , acc:iIracv of da t,, an(d 

i.hnt 	if icat ion 0f deobl I g it ion potent iia 
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Reccmunendation No. 3 18 

We recommend that IJSAI U/llondurs: 

(a) issue a Mission order emphasizing the importance of 
•deohligatiou/ reobligation authority, describing the
 
factors and procedures that should be considered and
 
fo 1owed in sing it and requiring that deobligation
 
potent ial Iho identified in the seiiannual project
 
st:atus rep", ts ; and
 

(b) imimediatolv suspend the planned procurement under the 
Rural Walt r and Sanitation Project, until it provides
 
evidence that the procurement decision was based on a
 
careful :nil Ais of alternat iv's and that the
 
impI eien t i"p ;nency can effect i e Iv ma in t ain and use
-

Ihe props.( ,:-(Iliipime nt i n t he absence of Al)
 
financial .sistance. Wit hoit such evidence, we
 
recomen! tim.i tle planned procurement fumid i g of
 
$1. 8 miIi on Y B dobl igated wit h the other excess
 
fundsI he y! considered for deobligation by the
 
lissi on ui'irr this project.
 

Recommendat ion No. 1 22 

Ile recommend that !ISAI)/llonduras issue a Mission Order or 
equiv;ilent docuiment requiring that melmoranda on project 
modifications to the Mission Director include essential 
project information such as funds remaining, rate of 
expendi ture- and a discussion of the advantages and 
disadvantages ofa Ite ritatives to extending t he completion 
date. 
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REIORT DISTm IBUT ION 

Di rector, 1SAID/llonduras 
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