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MEMORANDUM FOR Ms. Priscilla Boughton
Di;;i§or, U.5.A.1.D./Bangladesh

FROM: Riqﬁgﬁédgg'égqgfﬁﬁééiIG/A/Singapore

SUBJECT: Audit of the Rural Electrification Projects
I, II, and III 1in Bangladesh (Project Nos.
383-0021, 388-0054, and 388-0070)

The Office of the Regional Inspector General for
Audit/Singapore has completed its audit of the
U.5.A.1.D./Bangladesh Project Nos. 388-002}, 388-0054, and
388-0070. Five coples of the audit report are enclosed for

your action.

The draft audit report was submitted to you for comment and
your comments are attached to the report, The report
contains seven recommendations. Recommendation No. 4 (b) is
considered closed and reguires no further action.
kecommenaations Nes. 1, 2, 3, 4(ay, 4(c), 5, 6, and 7 are
consiagered resolved and will not be closed until completion
of plenned or promised actions. Please advise me within 30

days of any aaditional actions taken to implement these
recommendations.

I appreciate the cooperation and courtesy extendea to my
staff during the audit.



EXECUTIVE SUMMARY

The goal of the Rural =Electrification projects was to
improve the standard of living and the quality of life in
rural Bangladesh. The goal was to be achieved by developing
the capability of the Rural Electrification Board to a level
in which it was able to establish rural electrification
societies that would be self-sustaining, financially viable,

and properly managed. The established soclieties would
provide reliable electric power to rural residents. There
were three separate rural electrification projects. Rural
Electrification I project (No. 388-0021) was initiated on
December 15, 1977; Rural Electrification 1II project (No.
388-0054) wa: initiated on August 20, 1981; and Rural
Electrification III project (No. 388-0070) was initiated on
August 31, 1986. The projects were authorized to expend

3179.3 million.

The Office of the Inspector General for Audit/Singapore made
a program results audit of the Kural Electrification
projects to review U.S.A.I.D./Bangladesh's assistance to the
Government of Bangladesh in the expansion of electricity
into rural areas. The specific audit objectives were to
assess the progress and effectiveness of the project,
evaluate U.S.A.I.D./Bangladesh's management of the projects,
and review compliance witn A.I.D. policies and regulations.

The Rurel Electrification projects have made progress
towards their basic objective of providing electricity to
rural areas., However, the “inancial viability of
A.I.D.-financed rural electrification societies was
guestionable. With the exception of monitoring project
commodities, U.S.A.I.D.'s project rmanagement was
satisfactory. In 1implementing the project, the Mission

generally complied with A.I.D.'s policies and regulations.

A.I.D.-financed rural electrification societies have been
established, and electricity has been extended to 188,000
consumers, The A.I.D. rural electrification projects
assisted the Government of Bangladesh in the acquisition of
equipment and materials. To date, A.I.D. has obligated $113
million to procure electrical substation equipment,
transformers, conductors, meters and other materials and
equipment. A.I.D. has also financed a technical assistance
contractor costing $22.7 million to wupgrade the capability
of the Rur al Electrification Board and the rural
electrification societies.

Although progress has been made in providing electricity to
rural areas, the financial viability of the rural
electrification societies, which are primarily responsible
for implementing the rural electrification program, was

questionable. Also, a sufficient future supply of



electricity to the societies may be inadequate and
management of A.I.D.-financed commodities needed improvement.

Project agreement covenants reguired that rural
electrification societies financed by U.S.A.I.D./Bangladesh
achieve financial self-sufficiency. Of the 13

A.I.D.-sponsored societies that have operated for an
extended period of time, only two societies were financially
self-sufficient as of June 30, 1987. The management
practices of the Rural Electrification Board and the
societies themselves detrimentally affected the societies
self-sufficiency. The inability of the societies to obtain
self-sufficiency jeopardized U.S5.A.I.D./Bangladesh's
investment in its rural electrification projects. The
report recommends actions to improve the financial viability
of the rural electrification societies,
U.5.A.I.D./Bangladesh agreed with the finding and
recommendations.

A condition precedent in the Rural Electrification III
project agreement required the Government of Bangladesh to
provide a plan to ensure that power generation,
transmission, and substation capacity would be sufficient to
meet forecasted loaa capacity within each of the societies
served by the Ruval Electrification Board. The Government
of Bangladesh has not met this condition precedent because
they have not produced an electricity generation plan
including the source of funding for that pian acceptable to

U.5.A.I.D./Bangladesh. In addition, available. power 1loss
data raises questions on the capacity of the Government to
provide sufficient electricity to meet future demand. If
demand is not met, the Government will have to further

reduce the power supply through 1load shedding which will
detrimentally affect the rural electrification societies.
The report recommends that the Goverrment of Bangladesh
develop a plan to ensure an adequate future supply of
electricity to the rural electrification societies.
U.S.A.I.D./Bangladesh concurred with the finding and
recommendation.

Project Agreements reguired the Government of Bangladesh to
ensure that A.I.D.-financed commodities are effectively
used. In addition, A.I.D. Handbook 15, Chapter 10, required
U.S.A.I.D.s to monitor A.I.D.-financed commodities to ensure
that commodities are properly accounted for, expeditiously
moved to their proper destinations, and effectively utilized

for their intended project purposes. Because
U.S.A.I.D./Bangladesh did not adequately monitor
A.I.D.-financed commodities, they were not in a position to
detect and resolve Government of Bangladesh commodity
control problems such as the transfer of A.I.D.-financed
commodities to non-project activities. The report

recommends that U.S.A.I.D./Bangladesh formally establish



guidelines for monitoring A.I.D.-financed commodities to
ensure their effective |use. U.S.A.I.D./Bangladesh agreed
with the finding and recommendations.
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AUDIT OF
RURAL ELECTRIFICAT:ION PROJECTS 1, II, AND III
IN BANGLADESH

PART I - INTRODUCTION

A. Backaground

Over 84 percent of Bangladesh's population 1live in rural
areas. In 1976, less than 3 percent of the rural population
had access to electricity. At that time, the Government of
Bangladesh decided to extend the supply of electricity to
rural areas to improve the gquality of 1life and stimulate
economic growth through the development of agriculture and
small-scale agro-industries.

U.S.A.I.D./Bangladesn has funded three rural electrification

projects. The first project agreement was signed on
December 195, 1977 with a completion date of December 15,
1984; the second was signed on August 20, 1981 with a
completion date of December 31, 1987; and the third was

signed on August 31, 1986 with a completion date of
September 30, 1991. The projects are authorized to expend
$179.3 million,.

The Rural Electrification Board (REB), under the Government
of Bangladesh's Ministry of Energy ana Mineral Resources,
has overall responsibility for the development of rural

electrification. The REB relies upon the Power Development
Board, an agency of the Government of Banglauesh, to supply
electricity for rural electrification soclieties. The

societlies are independent cooperatives established by the
REB in association with rural communities.

The projects' principal objective was the rstablishment of
17 rural electrification societies. The socleties were
organized with the assistance of the Rural Electrification
Board in coordination with rural communities. The Board
provided 1loans to the societies for initial working capital,
to cover the <cost of construction of substations and
electrical 1lines, and for wvarious other costs. The loans

were provided with an initial five year grace period during
which the societies need not make principal or interest
payments.

Project funds have principally financed the procurement of
commodities. The commodities were wused to assist in the
construction of the societies' electrical substations and
the extensions of their lines to consumers. The commodities
procured were transformers, conductors, insulators and other
materials and equipment, In addition to the procurement,
the project has financed a U.S. technical assistance



contract. The contract is a joint venture consisting of the
National Rural Electyiic Cooperative Association and
Commonwealth Associates Inc. (NRECA/CAI) . The original
contract with an estimated cost of $22.7 million was signed
on January 11, 1978. The technical assistance was provided
to upgrade the institutional capability of the Rural
Electrification Beoard and the rural electrification
societies.

B. Audit Objectives and Scope

The Office of the Regional Inspector General for
Audit/Singapore made a program results audit of Rural
Electrification projects I, II and III in Bangladesh to
review A.I.D.'s assistance to the Government of Bangladesh's

efforts to extend electricity 1into rural areas. The
specific audit objectives were to assess the projects'
progress ana effectiveness, evaluate U.5.A.1.D./Bangladesh’'s
project management, and review compliance with A.I.D.'s

policies and regulations.

The audit was conducted 1n Dhaka at the offices of
U.S.A.I.D./Bangladesh and included trips to three rural
electrification societies at Jesscre, Tangail, and Dhaka,
and the Bural Electrification Board's central warehouse at

Khulna. Visits were made to the offices of the Rural
Electrification Board and the technical assistance
contractor located in Dhaka. Discussions were also held

with one of the other donors tc the Rural Electrification
projects, the World Bank. The audit was conducted in two

phases. The survey phase was conducted in February and
March, 1987 and the audit phase was conducted in August and
September 1987. The audit phase was delayed at the request

of U.S.A.I.D./Bangladesh, because of the absence of Key
personnel. The audit covered the period December 15, 1977
through August 31, 1987 and expenditures amounting to $111.2
million. The reviews of internal controls and compliance
were limited to activities related to the report findings.
The audit was made in accordance with generally accep:ed
government auditing standards.



AUDIT OF
RURAL ELECTRIFICATION PROJECTS I, II, AND III
IN BANGLADESH

PART II - RESULTS OF AUDIT

The Rural Electrification projects have made progress
towards their basic objective of providing electricity to
rural areas. However, the financial viability of
A.I.D.~financed rural electrification soclieties was
guestionable. With the exception of the monitorship of

project commodities, U.S.A.I.D.'s management of the project
was satisfactory. In implementing the project, the Mission
generally complied with A.I1.D.'s policies ard regulations.

A.I.D.-financed rural electrification societies have been
establishec, and electricity has been extended to 188,000

consumers., The A.1.D. rural electrification projects
assisted the Government of Bangladesh in the acquisition of
equipment and materials. To date, A.1.D. has obpligated §$113
million to procure ¢recerical substation eduipnent,

transformers, conductors, meters and other materials and
equipment. A.I.D. has also financed a technical assistance
contractor costing $22.7 million to upgrade the capacility
of the Rural Electrification Board and the rural
electrification societies.

Although progress has been made in providing electricity to
rural areas, the financlal viability of: the rural
electrification societies, which are primarily responsible
for implementing the rural electrification program, was
guestionable. Also, a sufficient future supply of
electricity to the socleties may be inadequate and
management of A.I.D.-flinanced commodities needed improvement.

The report recommends that U.S.A.I1.D./Bangladesh take action
to 1Mprove the financial viability of the rural
electrification societies; to develop a plan to ensure an
adequate supply of electricity for the sccieties; and to
improve the management of A.I.D.-financed commodities.



A. Findings and Recommendations

l. The Financial Viability Of The Rural Electrification
Societivs Was Questionable

Project agreement covenants required that rural
electrification societies financed by U.S.A.I.D./Bangladesh
achieve financial self-sufficiency. of the 13
A.I.D.-sponsored societies that have operated for an
extended period of time, only two societies were financially
self-sufficient as of June 30, 1987. The management
practices of the Rural Electrification Bnard and the
societies themselves detrimentally affected =:he societies
self-sufficiency. The inability of the societies to obtain
self-sufficiency jeopardized U.S.A.I.D./Bangladesh's
investment in its rural electrification projects.

Recommendation No. 1

We recommend that U.S.A.I.D./Bangladesh have the Rural
Electrification Board exclude from the rural electrification
societies' loans, all amounts related to expatriate
consultancy costs and interest charged on materials and
supplies,

Recommendation No. 2

We recommend that U.S.A.I.D./Bangladesh in conjunction with
the Rural Electrification Board review the current financial
status of the rural electrification societies to ensure that
subsidies and the grace period on loans are adapted to the
individual needs of the societies.

Recommendation No. 3

We recommend that U.5.A.1.D./Bangladesh require the
Government of Bangladesh to transfer the Power Developmenc
Board transmission facilities to the rural electrification
societiles.,

Recommendation No. 4

We recommend that U.S.A.I.D./Bangladesh assist the
Government of Bangladesh in improving the management
practices of the rural electrification societies by (a)
reviewing the societies' administrative and general expenses

to determine that 1ncreases are justified; (b) reviewing the
societies' level and use of depreciation funds for other
than replacement of capital equipment; and (c) establishing

a policy for writing off the societies' bad debts.



Discussion

Covenants in all three Rural Electrification project
agreements stressed the impor tance that rural
electrification societies become financially
self-sufficient. The rural electrification societies were
established on the basis of Government of Bangladesh
financial requirements. These requirements dictated that

each society, once the five vyear grace period expired,
should meet 1its operating expenses and begin repayment on
the Rural Electrification Bnard (REB) loan.

While required by the project covenants to become
financially self-sufficient, only two of thirteen societies
who have completed their grace period have reached that

status. Exhibit 1 provices an analysis of the
A.I.D.-financed societies' reverues and expenses for the
Bangladesh fiscal years 1986 and 1987 (July 1 to June 30) .
The analysis indicated that most societies were not meeting
their costs of operation and were not self-sufficient. As
an example of that lack of self-sufficiency, thirteen
socleties who completed their grace period owed $1.4 million
in interest payments and 33 million in principal
installments. Only a ftew socleties have paid interest on

their loans and none have made principal installments after
the completion of their grace periods.

The lack of self-sufficiency could be attributed, in part,
to the management practices of the Rural Electrification
Board (REB) and the rural electrification societies,

Management Practices Of The Rural Electrification Board -
The REB was responsible for the management of loans to the
rural electrification societies. The loans consisted of the
initial working capital provided by tne REB for the
societies operational needs; the cost of construction,
materials and supplies; the cost of assets transferred from
Lhe Power Development Board (PDB); and REB overhead. The
REB overhead costs were for technical services provided by
REB and the National Rural Electric Cooperative Association
and Commonwealth Associates Inc. (NRECA/CAI), training, and
early development costs for each society.

A review of the REB overhead charged to all societies for
NRECA/CAI consultancy services showed that the overhead

amounted to $17.7 million. U.S.A.I.D./Bangladesh financed
the NRECA/GCI contract, 75 percent with grant funds and 25
percent with 1loan funds. The addition of the NRECA/CAI

consultancy services costs to the societies' loans has added
a significant financial burden to the societies. Since most
of the NRECA/CAI contract costs are financed on a grant
basis which does not place any additional cost burden on the

Government of Bangladesh, we believe these «contract costs



should be retroactively eliminated from the society loans.

Interest charges were added to societies' 1lcans for A.I.D.
grant-financed materials and supplies. Interest charges
were calculated at a flat rate of 1.5 percent which was 0.75
percent per annum for two years. The REB based its interest
time period on their contention that it takes two years for
the materials and supplies to be shipped from a U.S. port
uncil their distribution to the societies. We estimated the
interest charged to the societies on A.I.D. grant-financed
materials and supplies at $900,000. We believe these
interest charges should also be retroactively removed from
soclety loans because the societies should not be charged
interest costs on grant-financed materials and supplies.

The Rural Electrification Board provided annual subsidies to
the rural electrification societies during the five vyear
grace per 10d of the loan to offset operating losses.
However, the subsidies were not always provided based on the
individual needs of each socliety to cover operating losses.
For example, Tangail 1 society had an operating margin loss
of 962,400 1in FY 1986 and received a subsidy of $92,650. On
the other hand, the Comilla 1 society had an operating
margin loss of $235,500 in FY 1986 and received no subsidy.
When provided, the subsidies appeared tc have no real
connection between the subsidy provided and the individual
neecs of the society.

The KEB's 1nability to have the Power Development Board
(PDB) transfer transmission facilities to the societies
affected the societies' financial condition. As stated in
the Rural Electrification I project agreement, the Power
Development Board was to turn-over responsibility for rural
electric distribution to the socileties. However,
approximately 1,000 kilcmeters of transmission lines have
not Dbeen transferred to the societies. REB officials stated

that these transmission facilities were in areas that
service the more lucrative industrial consumers. PDB unions
have shown strong resistance to the handover of the

transmission facilities because of thei: lucrative nature.
As a result, some societies could not be fully ener¢glzed due
to their inability to take over these lines.

Society general managers stated that their inability to take
over the PDB facilities affected their financial condition.
The societies need the PDB facilities to provide a better
mix of consumers. Absorbing the more lucrative PDB areas
would help the societies offset the cost of the less
lucrative domestic consumers and would improve the societies
financial condition.

Management Practices Of The Rural Electrification Societies
- One of the significant reasons for the societies lack of




self-sufficiency was due to the substantiul increase in
costs, For example, administrative and general expenses
incurred by the societies rose substantially between FY 1986
and FY 1987. Societies' administrative and general expenses
increased 23 percent on average between the two fiscal
years. In some societies these expenses have risen 40 to 50
percent. Reasons for the increase could be attributed to
increases in payroll costs, societies having to absorb costs
previously absorbed by the Rural Electrification Board, and
added provisions for employees pensions and benefits. After
completion of the audit, U.S.A.I.D./Bangladesh employed an
accounting firm and planned to use the project's technical
asslstance contractor to review the financial conditions of
the societies.

Use of depreciation funds for other than the replacement of
capital egulpment was another management practice of the
socleties which affected their self sufficiency.
Depreciation funds were set aside by the societies to be
used et a later date to replace capital egulipment. An
amendment to the Rural Electrification 1II1 project allowed
the sccieties to use the funds to also service debt.
However, we noted during a visit to the Jessore I soclety
that the depreciation funds were used to offset energy
costs. It was unclear what effect the current wuse of
depreciation funds for other than the replacement of capital
equipment will have on the future of the societies. But if
continued, the societies will not have the needed financial
resources to replace eguipment.

In their comments to the draft report, U.S.A.I.D./Bangladesh
stated that Government of Bangladesh regulations preclude
the use of depreciation funds for other than
replacement/improvement of capital assets. The use of the
depreciation funds by the Jessore I society was an exception
to tne regulations which was approved 1in advance by the
Rural Electrification Board. The depreciation fund will be
replenished once the Jesscre society receives its subsidies.

The societies' weak financial management was demonstrated by
their practice of nct writing-off bad debts in a timely
mannsr. The societies haa a provision for uncollectibles
but they had not used the provision to write-off bad debts.
Aging of the societies' cccounts receivables showed that 37
percent of the receivables were wver ninety days as of June

30, 1987. The societies were of the opinion that long
outstanding accounts recelivable will eventually be
liquidated. It 1is prudent management to regularly write-off
bad debts to properly reflect financial conditions. The
write-offs should be based on a policy which reflects a
reasonable period of time upon which recovery is not
expected.
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Conclusion - In summary, the rural electrification societies
were handicapped by the management practices of the Rural
Electrification Board (REB) and their own management
practices. The REB charged the societies for guestionable
costs, did not provide subsidies in a systematic manner, and
was unable to persuade the Power Development Board to turn
over their facilities to the societies. The societies were
substantially 1increaising their administrative and general
expenses, were not properly using their depreciation funds,
and were not writing-off their bad debts.

The REB and the societies needed to substantially change
their practices and procedures to allow the societies to

obtain celf-sufficiency. An examination of the societies
should be performed by REB to determine that the current
grace period 1is a Jjustified veriod of time to expect
societlies to be self-sufficient. Wicthout self-sufficiency,
the societies will slowly deteriorate. 7The deterioration of
the societics way  adversely affect the extension of
electricity to rural areas which 1is the objective of

U.S.A.TI.D./Bangladesh's Rural Electrification projects and
may also hamper U.S.A.I.D./Bangladesh's project investment.

Management Comments

U.S.A.I.D./Bangladesh concurred with the finding and

recommendations. At U.S.A.I.D./Bangladesh's request, the
Rural Electrification Board advised that it would take
artion to adjust its rural electrification societies' loans
SO as to exclude all amounts related to expatriate
consultancy costs and interest <c¢harged on materials and
supplies. In addition, U.S.A.I.D./Bangladesh arranged to
have a financial assessment made of the rural

electrification societies to address the subsidy issue as
well as various policy options for 1improving the financial
viability of the rural electrification program. Based on
the initiation of this assessment which is scheduled for
completion in March 1988, U.S.A.I.D./Bangladesh requested
that Recommendation No. 2 be closed upon report issuance.

The Rural Electrification Board requested the Government of
Bangladesh to establish a schedule outlining a time frame
for implementing the transfer of transmission facilities to
the societies. U.S.A.I.D./Bangladesh intends to raise this

issue at appropriate levels within the Government of
Bangladesh.

U.S.A.I.D./Bangladesh has initiated several actions to
implement Recommendation No. 4. They reguested the Rural
Electrificaticn Board and the technical assistance

contractor to review the administrative and general expenses
of the societies and provide a report to U.S.A.I.D. by April
30, 1988. U.S.A.I.D. plans to review several societies to



determine whether the societies are following Government of
Bangladesh requlations regarding the use of depreciation
funds. Concerning the 1issue of bad debts, the Rural
Electrification Board advised U.S.A.I.D. that the Government
of Bangladesh has a policy for writing-off bad debts but the
policy has yet to be implemented. U.S5.A.I.D. 1intends to
verify implementation during future reviews. Based on the
above actions, U.S.A.I.D./Bangladesh requested that all
three parts of recommendation No. 4 be closed upon report
issuance.

Office of Inspector General Comments

Based on U.5.A.I.D./Bangladesh actions, part (b) of
recommendation No. 4 is <closed upon report issuance. Once
completed, the auditors would like to obtain reports on the
U.S.A.I.D. reviews of the societies compliance with
depreciation fund regulations.

Recommendation Nos. 1-3 and parts (a) and (c) of
recommendation Ho. 4 are considered resolved.
Recommendation No. 1 can be closed 1pon receipt of
documentation showing +that modifications to the societies'
loans rave been implemented. Recommendation No. 2 can be
closed when U.S.A.I.D. provides a copy of the assessment
report and evidence of U.S.A.I.D. action to address the
policy options in the assessment report concerning the
subsidy and 1loan grace period 1issues at the societies.
Recommendation No. 3 will be closed upon our review of the
Government of Bangladesh's schedule for the transfer of
transmission facilities to the rural electrification
soclieties,

Parts (a) and (c) of recommendation No. 4 can be closed upon
our review of the technical assistance contractor's report
on tne socleties' administrative and general expenses and

receipt of proposed U.S.A.I.D. actions on the report, and
upon our review of the Government of Bangladesh policy order
on bad debts and their letter advising that the policy has
been implemented by the Rural Electrification Board.



2. The Future Supply Of Electricity To The Rural
Electrification Socleties May be Inadequate.

A condition precedent in the Rural Electrification 111
project agreement required the Government of Bangladesh to
provide a plan to ensure that power generation,
transmission, and substation capacity would be sufficient to
meet forecasted load capacity within each of the societies
served by the Rural Electrification Board. The Government
of Bangladesh has not met this condition precedent because
they have not produced an electricity generation plan
including the source of funding for that plan acceptable to

U.S5.A.I.D./Bangladesh. In addition, available power loss
data raises questions on the capacity of the Government to
provide sufficient electricity to meet future demand. If

demand 1s not met, the Government will have to further
reduce the power supply through load shedding which will
detrimentally affect the rural electrification societies.

Recommendation No. 5§

We vecommend that U.S.A.I.D./Bangladesh have the Rural
Electrification Board develop in conjunction with the Power
Development Board a plan which would meet future generation
demand taking into consideration the substantial power
losses currently being incurred in Bangladesh.

Discussion

A condition precedent of +the Rural Electrification 111
project agreement (Article 4, Section 4.1(b)) required the
Government of Bangladesh to submit a plan for future

electrification to U.S.A.I.D./Bangladesh for its approval.
The plan was to provide assurance for the 1life of the
project that power generation, transmission and substation
capacity will be adequate to meet the forecasted load within
each of the societies served by the Rural Electrification
Board (REB).

The REB prepared a plan showing a schedule of power plants
under construction, estimated time of completion, and their
generation capacity. The plan was not accepted by
U.S.A.I.D./Bangladesh because it did not have source of
funding for the construction program. Thus, the condition
precedent had not been met. Our review showed that the plan
did not consider the effect of power losses in meeting the
power demand. The need for the plan to consider these
losses is imperative because the project paper provides an
over optimistic scenario of the Government's ability to meet
future power demand.



The Government of Bangladesh has made substantial progress

in increasing generation capacity. Generation capacity in
Bangladesh has risen from 88 megawatts in 1960 to 1591
megawatts in 1987. With electrical power reaching only

eight percent of the people in Bangladesh, the potential
demand is substantial.

The project paper for the Rural Electrification III project
presented an analysis of load generation for years 1984
through 1990. The analysis indicates a surplus of
generation would be achieved by the last half of 1986.
However, we were advised by U.S.A.I.D./Bangladesh personnel
that while the analysis takes 1into consideration technical
power losses, the analysis does not take into consideration
non-technical power losses.

Technical power losses result from the normal operation of
the electrical system such as the operation of the power
plant, line resistance losses, faulty equipment and faulty
meters. Non-technical losses result from fraudulent meter
readings, meter tampering, theft of power, and the free
supply of power to Power Development Board (PDB) staff.

Technical losses in Bangladesh according to
U.5.A.I.D./Bangladesh personnel were estimateda at 15 percent
while non-technical losses were estimated at 20 percent. If

the non-technical 1loss factor is added to the analysis
presented 1in the project paper <comparing peak demand with
available generation, the firm capacity balance changes from
positive to negative. For example in 1989 and 1990, peak
demand is projected to be 1595 and 1823 megawatts
respectively while available generation is projected at 1486
megawatts.

The PDB 1is responsible for power generation in Bangladesh.
The Rural Electrification Board must apply to the PDB for
the supply of electricity to the rural electrification
societies. Unless the PDB either increases avallable
generation or greatly reduces power lusses the REB will be
unable to obtain a sufficient supply of electricity to cover
1ts rural electrification expansion program.

The lack of sufficient power will lead to further load
shedding which has affected the rural electrification
societies in the past. Load shedding 1is the practice of
shutting off power to certain areas of the country 1in order
to provide power to other areas. According to a project
evaluation performed in 1986, there is a reduction in energy
sales and a loss of -evenue associated with load shedding.
If a society with a 15 regawatts peak demand must shed 10
percent of its peak load for four hours on a daily basis,
then a 6.8 percent reduction in energy sales and revenue can



be expected. Also according to the evaluation report, load
shedding increases the 1loading cycles on the electrical
equipment and could have a detrimental effect on equipment
iifetime and maintenance.

In summary, the Government of Bangladesh's plans to assure

an adequate power supply during the 1life of the project
should fully consider the effect of power losses in meeting
future power demands of the rural electrification societies.

Management Comments

U.5.A.1I.D./Bangladesh concurred with the finding and
recommendation. They plan to issue a project implementation

letter upon the fulfillment of the condition precedent
requiring the preparation of an acceptable plan by the
Government of Bangladesh matching demand with future

electrical ageneration capacity.

Office of Inspector General Comments

Recommendation lo. 5 is considered resolved and will be
closed upon receipt of a copy of the project implementation
letter advising the Government of Bangladesh that the new
generation plan is acceptable and satisfies the condition
precedent.



3. U.S5.A.1.D./Bangladesh Needed To Improve Its Management
Of Project Commodities.

Project agreements required the Government of Bangladesh to
ensure that A.I.D.-financed commodities are effectively
used. In addition, A.I.D. Handbook 15, Chapter 10, required
U.S5.A.I.D.s to monitor A.I.D.-financed commodities to ensure
that commodities are properly accounted for, expeditiously
moved to their proper destinations, and effectively wutilized

for their intended project purposes. Because
C.5.A.1.D./Bangladesn did not adequately monitor
A.I1.D.-financed commodities, they were not in a position to
detect and resolve Government of Bangladesh commodity

control problems such as the transfer of A.I.D.-financed
commodities to non-project activities.

Recommendation No. 6

We recommena that U.S.A.1.D/Bangladesh:

(a) lssue a Miszion Order setting forth its commodity
monitoring policies and procedures;

(b) review tne current stock of A.I.D.-financed egquipment
and materlal on hana in the three Rural Electrification
Boarda's warechouses and the 13 rural electrification
socleties' warehouses:

(c) make appropriate adjustmeants, based on the above
review, to the commodity procurement plan for the Rural
Electrification 111 project; and

(d) take action to dispose of all defective, spoiled,
excessive  or  otnerwise unusable items in stock in
accordance with the procedures authorized under A.I.D.

regulations.

Recommendation No. 7

We recommend that U.S.A.I.D/Bangladesh reguire the
Government of Bangladesh to:

(a) submit a periodic warehouse inventory report on
A.I.D.-financed commodities;

(b) strengthen its system of quality assurance inspection
and testing of project equipment and material;

(c) return  or refund the dollar value of A.I.D.-financed
commodities costing $305,000 which had been 1loaned or
exchanged from the Khulna warehouse:



(d) identify and justify other A.I.D.-financed commodities
which had been 1loaned or exchanged by the Rural
Electrification Board and, 1if unjustified, initiate
action to seek refunds; and

(e) seek prior U.S.A.I.D. approval before loaning or
exchanging A.I.D.-financed commodities.

Discussion

The project agreements stipulated that the Government of

Banaladesh ensure that A, I.D.-financed commodities are
effectively used for projecet purposes. A.I.D. Handbook 15,
Chapter 10, specified that U.S.A.I.D.s monitor

A.I.D.-financed commodities to ensure that the commodities
are properly accounted for, expeditiously moved to their

destination and effectively utilized for the intended
project purpose or otherwise disposed of in an authorized
manner. The Handbook also required that U.S.A.I.D.s
malntaln a ouirrent description of the Mission monitoring
procedures, the host country commodity arrival and
distribution system, and the Mission's evaluation of such
system, U.5.A.1.D. monlitoring responsibiliities also

included regulring and reviawing various commodity periodic
grogress reports on utilization, warehouse 1inventory, and
any other commocdlty 1ssues as may be appropriate to local
conditions. U.S5.A.1.D.s are required to conduct periodic
end-use ~xaminations of commodities.

Under Its rural electrification projects 1in Bangladesh,
A.I.D. has invested almost 9113 million for commodities.
While U.S.A.1.D./Bangladesh made a conscientious effort to
oversee the procurcnient phase of these commodities, the

Mission a1d not eflectivelv monltor commedities after
arcival In  countrvy. U.5.A.T.bU./Bangladesh did not maintain
proper records or perform adeguate end-use checks of
commodlities. The Mission made =ite Inspections of the rural
electrification societies, but their inspections did not
include any end-use examirations to ascertain that
A.I.D.-financed commodities were received and properly
accounted for,. Furthermore, the Mission did not know how

mucn ilnventory stock was stored in  the warehouses of the
Rural Electrification Board and the rural clectrification
societies bhecause U.S.A.T.D./Bangladesh did not require or
recelve periodic inventory reports from the host government.

The responsibility for the procurement, recelving,
inspection, warechousing, inventory control and distribution
of equipment and material was entrusted to the Rural

Electrification Board (REB). The Mission did not maintain
any description of the REB's system of documenting the flow
of commodities nor did it evaluate the adequacy of such a



system. U.5.A.1I.D./Bangladesh had utilized the assistance
of a material management adviser under the technical
¢sistance contract from 1978 through 1984. But, according
to the technical assistance contractor, the advisory service
was not as effective as expected and, in 1984, the
contractor's material management advisory function was
excluded from the scope of the contract.

By not having an adequate commodity monitoring program,
U.5.A.I.D./Bangladesh was not in a position to detect and
resolve the following Government of Bangladesh commodity
control problems in a timely manner.

Loan and Exchange of A.I.D.-Financed Commodities - 1In 1985
and 1986 the Rural Flectrification Board's (REB) central
warehouse 1n Khulna 1issued the following A.I.D.-financed
commodities wvalued at about $305,000 to a non-A.I.D.
sponsorea rural electrification society:

Description Quantity Dollar Value
Transformers, single phase 933 $248,000
Poles, wooaen 365 44,000
Wire, ground and gquy 92,000 feet 13,000
Total $305,000

Conflicting explanations were provided with regard to these
transactions. REB warechouse personnel in Khulna stated that
these materials were  given to the rural electrification
soclety sponsored by another donor agency and would be

returnea to A.I.U. 3tocks. On the other hand, tne REB
official in charge of commodity allocation advised that the
matzrial waz 1ntended to be an exchange for similar items

and appropriate setrlement would be made on  an egual dollar
basis.

The KEB practice of loaning and exchanging A.I1.D.-financed

commodlties was not limited to the central warehouse. A
rural electrification soclety official in Dhaka stated that
the Dhaka society also nad loaned some A.1.D.-funded

Lransformers to other electrification societies, but these
loans were all csettled subseqguently by  the return of the
tdentical gquantity of non-A.I.Db. financed transformers.
U.S.A.T.D./Bangladesh was not aware of any of these
tansactions because the REB (1) did not provide reports to
«S5.A.1.D. on these transactions, and (2) did not request
.S5.A.1.D."'s prior approval for such transactions.



Slow-Moving Stock - A review of stock at the REB's central
warehouse at Khulna indicated that equipment and materials
were on hand for extended periods of time.

At the request of the auditors, Khulna warehouse personnel
prepared an inventcry of equipment and materials in the
warehouse at September 10, 1987 and the date as to when the
equipment was received. The material stored in the REB's
central warehouse totaled 317 items including a myriad of
bolts and nuts, 3,849 transformers, 9,393 wooden poles and
logs, and 13.3 million feet of conductors. According to the
inventory ledgers, many of these 1items had been 1in the

warehouse for an extensive period of time. For example,
apout 50 line items had been stored for periods ranging from
three to seven years., An REB official attributed the

existing excessive stcck to the fact that the REB was behind
schedule in complecing the planned construction of the power
distribution iines uncer tue project.

The audit did not find any indication that
U.S.A.I.D./Bangladesh had reviewed the inventory to
determine the need for this slow-moving equipment and
materials. S1ince they hed not performed this review,

U.S.A.1.D. was not in a position to prevent additional
procurement of these same slow-moving items under the Rural
Electrification III Project.

Ineffective Quality Assurance of Commodities - The REB's
quality assurance program for equipment and materials was
not effective. Under the existing REB procurement process,
there were three types of quality assurance checks that
could be made.

The first check called for the inspection of the
manufacturing plant prior to the placement of an order to
ascertain the adequacy of the prospective supplier's
production facilities, technicues and quality assurance
inspection program. No REB representative had been sent on
plant inspections due to foreign travel restrictions of the
Government of Bangladesh. A second check to ensure quality
was the stipulation in the bid documents of a specific
requirement for factory testing and reporting on the
equipment and material. This had not been done on most of
the materials. A third check was to have the material
inspected upon delivery. REB officials stated that these
delivery 1inspections should be completed within 90 days.
However, the delivery inspection process was based mainly on
visual inspection and did not include any electrical testing
because of the lack of testing eqguipment. Rigorous physical
checks for sizes, dimensions, threading, and mechanical
strengths were also not carried out because of the lack of
personnel.



As a result, the REB's central warehouse and two rural

electrification societies' warehouses visited during the
audit had kept numerous materials that were defective or
otherwise had serious quality problems. These materials

consisted mainly of hardware items such as locknuts, clamps,
bolts and 1insulators and totaled about 70 line items in the
central warenouse alone. For the most part, the defective
materials were inter-mingled with good items in the central

warehouse and, in some instances, included in the
distribution to local electrification societies for use in
construction. We believe that the quality assurance

program, 1if properly established and implemented, should
prevent defective materials from being (1) accepted, (2)
commingled with good items, and (3) distributed for project

use. We also believe that the defective materials on hand
In the <central and other warehouses should be promptly
disposed of so that they are not used in project

construction.

Conclusion - Due to the lack of effective commodity
management, the Mission did not have the assurance that
A.1.D.-financed commodities were effectively wutilized for
intended project purposes. Thnls occurred primarily because
U.5.A.1.D./Bangladesh had not established procedures and
guidelines which specified U.S5.A.I1.D. commodity monitorship

responsibilities as broadly defined in A.1.D. Handbooks. We
bellieve that adequate monitoring and control over the
receipt, lnspection, distribution, warehousing and
utilization of project commodities 1s essential to

successful project implementation particularly with respect
to tne Rkural Electrification projects which include almost
8113 millicn in commodities. U.S5.A.1.D./Bannladesh should
direct a more vigorous effort to enhance the effectiveness
of commodity management.

Management Comments

U.5.A.1.D./Bangladesh concurred with the finding and
recommendations. Tney agreed to (l) 1issue a Mission Order
setting forth its commodity monitoring policies and
procedures, (2) review the current stock of A.I.D.-financed
equipment ana materlials on hand, (3) make appropriate
adjustments, based on the above review, to the future
commodity procurement plan, and (4) take action to dispose
of all defective, spoiled or otherwise unusable items in
stock.

U.5.A.1.D./Bangladesh has required the Rural Electrification
Board (KEB) to submit a quarterly warehouse inventory report
within 30 days following the end of each gquar ter. The
Mission also request=d, and REB agreed, that REBR review 1iiLs
current procedures for inspection and testing of project
equipment and material with the technical assistance
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contractor and provide U.S.A.I.D. with their recommendations
to strengthen the system of quality assurance. In addition,
at the request of U.S.A.I.D./Bangladesh), the Rural
Electrification Board (REB) agreed to provide U.S.A.I.D.
with a 1list of all A.I.D.-financed eqguipment loaned or
exchanged, together with a list of all other donor-financed
equipment furnished to the A.I.D.-funded portion of the
project. U.S.A.I.D./Bangladesh stated that upon receipt of
the above lists it would review and 1identify all
transactions not justified and seek reimbursement for any
unjustified 1loan or exchange. U.S.A.I.D. plans to establish
a procedure for the approval of future loan and exchange
transactions, In addition they plan to require REB to
report to U.5.A.I.0. all commodities loaned or exchanged,

Office of Inspector General Comments

The ©U.S.A.1.D./Bancladesh actions initiated or planned are
responsive to all parts of recommendation Nos. 6 and 7 and
accor iingly both recommendations are considered resolved.

Recommendation No. 6 will be closed upon completion of a
Mission Order on commodity monitoring, the physical
inventory as of December 31, 1987, a revised procurement

plan, and a plan for the disposal of unusable items.

Parts (a) and (b) of recommendation No. 7 will be closed
upon receipt and review of the REB's first quarterly
warehouse inventory report and documentation to support its
plan to improve the system of guality assurance. Parts (c),
(d), and (e) will be closed upon receipt and review of all
documents related to the justification of loans and

exchanges of A.I.D.-filnanced equipment and materials as well
as refunds for any loan or exchange transactions which are
not properly justified.



B. Compliance and Internal Control

Compliance

U.S5.A.I.D./Bangladesh should ensure adherence to the project
agreement provisions and A.I.D. Handbooks. For example,
Findings 1 and 2 1illustrate a need for the Government of
Bangladesh to comply with project agreement covenants and a
condition precedent. Finding 3 indicates that
U.S5.A.I.D./Bangladesh has not provided the monitorship on
A.I.D.-financed commodities as required by Handbook 15. The
audit review of compliance was limited to the findings
presented In this report.

Internal Control

Tests of internal controls indicated an acceptable level of
compliance with the exception of weaknesses noted in Finding
3 concerning the management of A.I.D.-financed commodities.
The audit review of 1internal «controls was limited to the
findings presented in this report.



C. Other Pertinent Matters

l. Bid And Performance Bonds On A.I.D.-financed Procurement

Were High

The Government of Bangladesh (GOB) requires higher bid and
performance bonds on A.I.D.-financed procurement than for

other donors' procurement., Bidders on A.I.D.-financed
procurement are required to provide a 10 percent bid bond
and a 20 percent performance bond while other donors'
bidders are only required to provide a 5 percent bid bond
and a 10 percent performance bond. The higher bonds
increase Frocurement costs to A.I.D.-financed supply
contractors.

The Government of Bangladesh stated that the higher bonds

result in less failures in the procurement process.
U.S5.A.I.D. ‘Bangladesh pursued the issue 1in the past with
little success., tiowever, the GOB through the Rural

Electrilication Board's Office of Procurement advised the
auditors that changes could be made in the bond rates at the
request of a donor. It 1s in the interest of
U.S.A.I.D./Bangladesh to pursue the 1issue with the GOB in
order to reduce costs for A.I.D.-financed suppliers.
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A Financial Analysis of

A.I.D.-Financed Rural Electrification Societies 1/

for FY 1986 and FY 1987

Exhibit 1

Rural
Electci- FY 1987 FY 1986
fication Operating Cost of Operating Operating Cost of Operating
Society Revenue Elect., Svc. Margin Revenue Elect. Svc, Margin
(a) (b) (a; - (b) (a) (b) (a) - (b)
Dhaka T 2,377,812 $ 2,185,309 ¢ 192,503  $1,994,367 $ 1,695,734 $ 298,633
Tangail 1I 1,391,282 1,528,541 (137,259) 1,064,128 1,126,529 (62,401)
Chandpur 478,613 789,271 (310,65¢8) 344,501 522,928 (178,427)
Comilla I 1,281,161 1,467,926 (186,765) 942,214 1,177,718 (235,504)
Habiganj 815,424 884,588 (69,164) 697,178 654,217 42,961
Monlvibazar 1,036,074 936,742 99,332 840,414 811,295 29,119
Pabna I 399,368 682,629 (283,261) 308,241 408,732 (100,491)
Pabna I1I 564,494 700,331 (135,837) 318,373 416,218 (97,845)
Jessore | 687,567 1,081,745 (394,178) 568,507 919,989 (351,482)
Jessore I1I 982,650 1,154,330 (171,680) 859,547 980,105 (120,558)
tlatore I 705,551 839,694 (134,743) 567,207 722,381 (155,174)
Natore II 855,136 996,199 (141,063) 727,249 743,243 (15,994)
Serajgong 871,730 1,043,843 (172,113) 710,410 809,192 (98,782)
Total $12,446,862 $14,291,148 $(1,844,286) $9,942,336 $10,988,281 $(1,045,945)
1/ The Societies have completed their 5 year grace period

Note:

Converted at Taka 30 = U.S.$1.00
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memorandum

Friscilla Héﬁzﬁﬁzn, Director, USAID/Rangladesh

December 28, 1987

Audit of the Rural Electrification Frojects I, 1I and
111 1n Bangladesh

Mr. Richard E. Derrick, RIG/A/Singapore

Enclozed please find the Mission's commente on the subject draft
audit repoert prepared by your staff.

Following diccussions with vour staff and receipt oy the draft
audit report, mzetl1nmgs were held with the Rural Electrification

Board tRES) to glocuvse the sudit findings and develop an action

plan 1o adaress the audilt recommerdations. ne attached comments

represent cur olnt respones Lo the audit.,

Durimag our  meelings with the FEE, ine Chalrman esprescsed hbis

Sincere appreclatior Lo the auditors {or whal he considerse &

"Righly profteszsionsl” report. bihile many  of  the f{indings
i

contained 1 Lh Hh KREB and USAID

repori haa ceen adentifled by bJ
1t &

&S CoOnEirainlts 10 SUCCESSIul project 1l emen 10T, Wwe agree
that the recommendailions inciuded 1n the  aud: will provide
Mamagenent with addst ional cupport to effect corrective action.

I nmops awr responte to the draft andit o will allo ompt
resoluolan Lo @ach ot the recommnendations and assure  you the
fMiszion  stati will be working aver the next few monthe to close

OFTIONAL FORM NO. 10
(REV. 1-80)

GSA FPMR (41 CFR) 101-11.6
5010-114
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Reconmenaaiion b L

As discussed with the Audit Team, USAID concurs in  the
recommendation as stated. A letter dated December o, 1987, was
forwarded to the Rural Electirification board (REKRD , requesting
that the rural electrirication cocieti1es’' (FE5) leoans be adjusted
to excliude all amounts related to expatriate consultancy cocsts
and interest charged on materi1als and supplies. Durimg & meeting
held botwoen Udslb anog FEE, the REB Chalrman advised USAILD thal a
ietter wac beina prepared by RERE to  the BDG, requesting
authorizetion e granted to KEE to adyust the loanms to the FESs.
FRER suppor v the reconmendation and will talbe immedlate action to
implemsnt thizs amcoi1filcatlcon as =aon ac BUis ApPproeval ise recelrved.

hocuralnaly . Pitkiw IZmd bbb Flbsfhsn consider this
PECOmmEtdal 10N a2l o0, Ligsure wili be requestes wnon receipt

ot Hbo  euvinciicsiaon ann REb dacumeriaticon Lo supoort trsd the

modiélcat1oms raee oo

0 Ay femengd e,

BB U e e

The subsid, dczue 12 & ostiicoit one bt one trnat coib USall and
FED  marse mogi oo ags ecziedd, =t rmanclal AaSsecIment 1S Ul way
to colisct ot on the current oot omer Qo les tals] fimancial
pertormance et i bhe Foas, oode: hazs been developed Lo use Lhe
Tata tor P analy=1e of waln FRA e Pifranc 14 DEr Yy armance,
The assecemerni  wig S0S0 pro.ide bhoowlnte A Zealiiaion of
FAPIOUE WOl 1O SirT 1OE LS LMD e Lhie b rienic )&l V1aDil1liy Goerall
Stotne Rucal Electrit e aation Froogram.,
Phe FainaiiT Al e ZEeTinEn U 1z el Conducltes o, LCooperes  and
Lyl armaa, It oegan PO NO s ET e P~y ama 12 =chedoiesg far
Compilelion in March 1o, cEzEed on bne  anaitistion of thais
Ui b D S rEk re e Cioze this
. Uil widl trwar o & Loopers  and
Lvbrama scope ot wors ., Loon conpletio ament, J5AIL
Wwill  prosice copies o the {1nal repar 150 project

ATLiCms a2 the s Le O & oad lab e,

EON AT T NI T I NI PR [
Both RISYSR ama b b

concur 1 thie  recommendat1on. Fee  has
regquected Lthe EBDo Lo eztaplish and ensuare implesentation  of a
ohecuwle  autilning  a ressonabls time frane for Lransfer of  the

Fower

a]

VE e L T Foara FDE) tramemission taciliilti1es to the
FE5=. Lursing & cecting reld on bDecenoer &, 1787 betweern USAID

v
. Lhe Fhis Chelrma

and ik morexftirmed e amnortance  of  thais
SCLi1on  and ad.olesd that sttaining & firm conmitiment (1 om LAhe DG
will Tedqulre  =orong inber vediion by SR, Tiiie 12 o hiahly
TEME L1ve  Lollilcal 1SEUE. fhe USAID Director will ralse  Lhe
1==ue &t the Minileterial level ano pursue  discussione  at the

Decretarial level in the Minisiry of Energy.

\
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Accordingly, UsAID and REE  request this recommendatiion be
reczolved. USAID will provide RIG/A/S with pericdic =tatus

recorts  and will request closure upon receipt from the EDG of a
schedule outlining & reascnable time frame for the transfer of
these facilities,

b vl re b varr Do, 4

USALD f{orwaroeg letter dated December &, 1787 to the REER
requesting HelH ano the technical assistance contractornr, MNRECH,
be a review of the agmimicstrative and  general

Py

1mnedl »tel « wnder iz

gupenses oy Lne FREEs and to provade USAID waith & repoart of their
fimdinas. Ptz anag tihold eave adgreed to conguct this review  and
submit o wratten repori Gy FEral Db, 1533, hls  report willd
vdent iy, gy st e 1 ed PO EsTes 10 SRErSL1ng elpences ared will
EOVIZE o0 Cotr i tlve Actaons taben or plannea by REER.

FHeCorda W25l and RER regquect Ltirat  part tal of this
[ &C oM a0 be clowed. sorinal statuas report o witt bBE provided
e RIGs tollowing ceceipt oy the hEo HRECH repart.

SO T ERLT TRl B P WE T i S S W b adviesea USNID Lrhat
Or eseni Liong precioos tie ase of denprectat 1on funos
for oi PUCL SN L I D e iR L D CEp 1Al aseats., REH
Cor el Fecrire Lhat vne foos QDLa1n HER approvel
prior T sy ELEnne Agxin=t Ll Jdeprecaiailian fura.,
The oa T2 ald Ll el @ bl Sa s latl1on tund nAan Lesn
wzea b N L A B L I IR & z. ado1n Tzt
been oo o. Bl oeoolairea g Fec Lhe FES
i Jdeszore 1o Lemporer i, whe Ll fumg oo or v et eiEr Sy CostsE
PEOCING et frLm e B0 o0 sduzlarese aas Loe FRA. Fre o Oy
(=3c the FBo nmaa yel to recelve Lhe soneauled
=0 GeEepr =0 1 al 1007 Huna ite Liheirman aszur ed
o Pz depr eclab1on (vl my Lhe FBESs waz o ot
) T B

Uoali wiad osoadale A or2view of sever sl FLRIe guring the pest S1n
Mot s T Al e qiineg wrelher BUG t regulatians caoncerning

ctoaeprecization funos A being foliowed oy the  FHESs.
an the ot ent anformetion poovided to USAID by

1’_ (=
Hioywiz oo

the o5l ang RER reauest thal  part (o) 4 this
recommandstion be closed.  Reports on foture reviews of the FESs,

conduated by USAI0. will be provided to FIGsa/o.
Concerning the l1csue of bad debt, FEBR has advicea USAID that the
BDL  has  a policy fcr weitimg-oft bad debt, BDG Order  BI00-30.
However , the Chairman of REBE 1ndicated the poiicy has  not vet

been 1mpiemented by FER, USHID will nrovide RIGAA/S with a capy
of  the Folicy Urder alomg with a letter from RER advising that
the Folicy Urder nas been nplemented by FEH. UsEID will verify

implementation during iuture reviaws.

Accordingly, UsHlD and KER request part {c) af this
recommendation be closed. Reporte on future USAID reviews will
be provided to RIG/A/S.
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et st reny Mo, S
USAID 1 currently awarting a capy of the most recent E&OG

generataion plarn. Upon recel1ot and approval of  this plam by
Usalib, a  FIL  will be 1zzued to advize the BDL  thai condition
precedent 4. 1400 for the disbureemant of funds under the rER 1T1
project agreement dated Septomber 1500 has been saticf1ed. Upon

1ssuance of thhve FiL, USAID and FER will request closure o1 thie
recommendat 1omn.,

¥

sccordingl . HIEYSRAY, and  REo requ

n
n
~

this recomnmendgation be

D I . P .
“"".“HHX” NGRS lti|l [ u

Uil cormcure 1 Loe meed {or & wraitten glrective of Mircsi1on
COMmmoo1 Ly MOt oring policies end proceaarecs HE AaGreed oar ing
tie avegrt, A Miz=roh Lrdger wllh b LETUEd, Foodray L o deEr 1
1 Ling for acdnrra. O lear ance by oeach Gl f 1oe. The

laou Lha rin=t Mission Urder by GEIVIET L1,

T Camal Miscion Drder wili bBe bor wep oeg to

T
h

requesty Lhls recammeEndstion be
clo

11
OSub e upon lssuance of

[y
e
-
l_‘
a
0

T
"
|+
A

UZed{r will re

HIE 100 urder.

1

~I

By letter dated December 3, 193 « USAID has requested REE iLo:

T RfERare A current anventory of USAID financed equipment and
material cn hana &z of Lecemoer 21, 1987
- 1denticy all  defective, spolled. excess1ve or otherwice

UMtsan1 e 1LeTss a0

- osubmit oA glan, along wiith a time tzbkle, for the disposing  of
1he urnu=anle (Lemns,

an Lo ranolncs 10 the report, 1t wes agreed that FEES and
w1}l submit to UoelD & revized procurement ol an for =1l
equ:pmeht #d meler sals Lo L procured with A1D tonds during the
FEma L ey Gt e Gy eci, e plan w1l anclode datee for 1FBe
Lo Lo reveszed, COLLO 0L ddvat dE, and wes U hihated dellver o pee 1aods,

Tree giar will ize S T AeY N ST R YA R AT (ERTorl NPT b N TSN SIS RO DR S ST |
timancad Hes, for Tbee dar i et e o, HERI ') B 08 B i et it ) at
' s Coootand i1 paze and 1o =atan e e TR Gt
e bl ernpti bl Gl mater 1als 1o ioded in bive ol an.
- 1

B hes 6—1{]r(f'f~_‘(1 TGO Gevelon = wWidtten policy it the
¥ Poand Lo cabmit tnls policy to USSlD by

lssue  of progerty dis
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Accordlngly. UShID and FER requect parts b)), (¢’ .na g af thisg

recommendation be  consaidered recsolved. Upon recei1pt of the
phyvelcal tnwventar . ac o Deicemtaor O 1957, the revicsed
Lrocur omert plen  ard  the  weitton policy regsrding  property
dieposal, Lindial D =nid

FEE wrill request closure of parts (b, (c)
and {d) of thie recompendat yon,

B aicetreten o e L

FEE  has  agreea Lo cunmat 1o uSalb. a  guarter iy warenouse
1nveEnLal Yy repori, e report will be submitten, =€ a part of
the  ceaular guarter l, poeogect tenor b witoorn Do davs following
the  end it i Qo Lesr bt et repea t Wi Le due ae ot
Decenoer L1, Y Y U O O T Y S RY B N A A% B TR VI W SR INY dariiean o a1,
1755, R AU S SRS I RUR R ) Fopenr Uowil bl boes b om wiat o tr. frliimses
COT ey T,

FCCOroin oy, Sl and ~EB Moz ot =y of this
FaCCulns . 1 Lo e JornSiaerag 1 esnd v, LTy receipt af the
WD E0rColT e jgg Lt S Femar v s o e et ~1. 1567, we wrll
FECuest Doy e o Ty . Cro L et e [ ontneE i et o,

Durirg 00 mioting wiin tree RSB, tro Cta e s et ed

L

nad  gartmed o it Iw OvEeT LE y@er E owitn recsra to
N N Tag NS QN CT IR | ot Qualioy cr CorTradities pracur ed
ENOUla mesl Speclyied Stangar de. M sl ateg  trhat witn the
SOV encE Galned, the PR widl e abiie 1, T3 [ ER RN SR Lie
e s Lo rer t R T ALt B A Rt ST e b B DR FC TR I B SPCANI R
= s ter guaslat o ateaq, Fled ool ezl V00 T 825 1 e Tl et Jal nezdur eg
O LIl L Sy et et g ot Proaect equrivnent snd gater 1ni witn
HEELCY, =ad Lo e opas USed D wrtty T heas o oTaiiend e b 1o Ll
ELrenguien the euzien Gf Qualitv aSeur ance.

HeCcording |y, Lisf i b EIETs| P Feeguest boar 1) ot thi1s
recommendat i be caneldered resolved. Upon recei1pl aof the REER
PECQTmEra -t 10, = tope w1l ke Jarwarded Lo Flsomsh and closure
Wlll bosr redquesiean,

Lo rng LNETE PhEUe D loane and eLchianaes ot 110 i e
COMMTd 116 with Coemmgltl iec tinAnC e too (AN ETENS [u Nl Y o B the
Lhialrman ] Fib  nag e dueest e the practice  be el § o) t o
COnL e, ER S ETATTINE ISP SRS LTl RIS B ST tor all RSN THICI N 200
mater 14l are standardireo, oo gl i Ll o (e ot
Virmaro jr, biex RPNy thiat th e frfocee U 10 ¢ {31 (30 1 Tdevs Mo 2 fe=dc]
RIS U WI B R U A 1 SRR R B TN R R T S PR S W ST RV LS TS TR SN ST ibres

Pract Toe wonnld G detr Laeenbad Lo ad Lo teed Loe 1o IR NI ST TSN
FEE cvricve thiat Gl loans andd e s shoald tee yuetaiyed and
ooy by EXSESCTRLS Loy ooy dievnnmesr o, BTG o g to provide
USm Tl ety - Tiet ot bl Db (AR EES AT S B TS N WY (TAT AR loaned ore

Pochomeag aloreg watty o Taet G b b et ber cloao tareaiced equrpment
procsaded Lot Dbl fonded por Coon of bhiee feor o Electrification

Froyeci. Ureare recoapt of thirs A USAdDb will review  and
tdentify  any troncact 1on which has not been fprroperly justified.
USAID will S ee) re1mbursement far any loan  or 2ichange

transaction which 1t doues not consider properly justified. USAILID

%
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agrees  with the Chairman of RED and chares hie concern that tey
the e-tent project 1mplemendtation 15 fur Lher ed . flextthiliiy with
regard Lo cuch lasns and cochanges ehinald bee orere ) ced., bBaced on
5810 @ tnawladge, Ve e 1 vo thiat BB biae o bed 1 Oopane1tyl oy o1n
the past with regard to the loar irog it

ChanQ g o et

Commocd 1T Las Gofisdagd ofaroa = . ool Toeiro G e 1w O o Lpeers b ee b 1an
Lo e Satomitt ety bR RERG, Lo Ll @ L et s ot Leover] ot

PGy Al vt ts RN L R S e O N ILLE IENY SN R I B B OF ST PP (TSP t1ons,

g N FB W AT ITRNT T LS RSTR ST N S S £F RS TR IS EPRN S OIS S DU O S (TR NI i a

AQuiar Leer by s ve g Uil Dy oo d 1 0 antnineed v 1o, T or e Chianigesa,

MOCCOr 3]y, sl arg BU b e N A S TR P B S
LRas  rea cumminn ol Do v G vt e (01§ et [ L o Wi orov i de
FIU cpee = P A T Lo S B BN S PRV U PHTOTE | SR EEII EREE o ST B EE A S S S RN G w1ttt
T O I R B S R T T S B S ETE SN R SR NS PRI A S U NTE B WY SO pasen
i ddne Jeebeer g ot 100, R N N tre o] the
R e L SR T = Y 3 R B RO o Pt toar Sl D 1T Pz and
ey ar Croenn it 1, LDy <Cutinmid = w L Or o il documenlal 1on,
o DD s e Wl L g CpoTiar s e [t Lo e . Vo anG ie) o

LRI A N T ST e Tu iR B W T


http:imltplrfme.ht

Appendix 2
Page 1 of 2

LIST OF REPORT RECOMMENDATIONS

Recommendation No. 1

We recommend that U.S.A.I.D./Bangladesh have the Rural
Electrification Board evclinde from the rural electrification
societies' loans, all amounts related to expatriate
consultancy c¢osts and interest charged on materials and
supplies.

Recommgndagion NO. 2

We rec.oomend tnat UGS.ALT.D./Bangladesh in conjunction with
the karal h.ectrification Board review the current financial
status of the rural electrification societies to ensure that
subsidres and the drace period on loans are adapted to the
individual needs ot the societlies.,

Recommendation No. 3

We recommend that J.5.A.1.D./Banglaiech reguire the
Government ot Banglagesh to transfer the Power Development
Board transmission facilities to the rural electrification
socletins,

Reconwnegchuti«uw No. 4

We reCommend that U.5.A.1.D./Bangladesh assisc the
Government of Bangladesh in improving the management
practices of  the rural electrification societles by (a)
reviewing the socletiecs' administrative and general expenses
to determine  that increases are justified; (b) reviewling the
socleties' level and  use  of depreciation  funds for other
than replacement  of  capital eguipment; and (c¢) establishing
a policy for writing oft the societies' bad debts.

We recommend  tnat  U.b.ALL.D./Bangladesh  have the Rural
Electrification Board develop 1n conjunction with the Power
Development Board a plan which would meet  future generation
demand taking Into consideration the substantial power
losses currently being incurred in Bangladesh.
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Recommendation No. 6

We recommend that U.S.A.I.D/Bangladesh:

(a) issue a Mission Order setting forth its commodity

monitoring policies and procedures;

(b) review the current stock of A.I.D.-financed equipment
and material on hand iIn the three Rural Electrification
Board's warehouses and the 13 rural electrification

societles' warehouses;

(c) make appropriate adjustments, based on the above
review, to the commodity procurement plan for the Rural

Electrification 111 project; and

(d) take action to dispose of all defective, spoiled,

excesslve  or otherwise unusable items in stock

in

accordance with the procedures authorized under A.I D.

regulations.

Recommendation No. 7

We recommend that U.S.A.1.D/Bangladesh require
Government of Bangladesh to:

(a) submit a perlodic warehouse inventory report
A.I.D.-financed ccmmodities;

the

on

(b) strengthen its system of quality assurance inspection

and testing of project equipment and material;

(c) return ot refund the dollar wvalue of A.I.D.-financed

commodities costing $305,000 which had been 1loaned
exchanged from the Khulna warehouse;

or

(d) identify and Justify other A.1.D.-financed commodities
which had been loaned or exchanged by the Rural
Electrification Board and, 1f unjustified, initiate

action to secek refunds: and

(e} seek prior U.S.A.I.D. approvcl before loaning
exchanging A.1.D.-financed commodities.

or
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