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Direcor, U.S.A. I. D./Bangladesh
 

FROM: Ri Km, G/A/S ingapore 

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

The Office of the 
 Regional Inspector General for

Audit/Singapore has 
 completed its audit of the
 
U.S.A.I.D./Bangladesh Project 
 Nos. 388-0021, 388--0054, and
 
388-0070. Five 
 copies 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 reauires 
 no further action.
Recommenuations Nos. 1, 3, 4(a),2, 4(c), 5, 6, and 7 are 
considered resolved 
 and will not be closed until completion

of planned or promised actions. 
 Please advise me within 30
days of any additional 
 actions taken to implement these
 
recommendations.
 

I appreciate the cooperation and courtesy extended 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 societies 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 II project (No.

388-0054) was 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
 
$179.3 million.
 

The Office of the 
Inspector General for Audit/Singapore made
 
results of 
 Rural 


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 ano regulations.
 

a program audit the Electrification
 

The Rural Electrification projects have 
 made progress

towards their basic objective of p0oviding electricity to
 
rural areas. However, the inancial viability of
 
A.I.D.-financed rural electrification societies was
 
guestionable. With exception of
the monitoring project
 
commodities, U.S.A.I.D.'s 
 project management was
 
satisfactory. In implementing 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 been to
has extended 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 upgrade the capability

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

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 Board and the
 
societies themselves detrimentally affected the societies
 
self-sufficiency. The the to
inability of societies obtain
 
self-sufficiency jeopardized U.S.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.S.A.I.D./Bangladesh agreed the
with 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 plan acceptable to
 
U.S.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 is not met, the Government will have to further
 
reduce the power supply through load shedding which will
 
detrimentally affect the rural electrification societies.
 
The report recommends that the Government 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 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.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
 

- ii 



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 ELECTRIFICATION PROJECTS I, II, AND III
 

IN BANGLADESH
 

PART I - INTRODUCTION
 

A. Backoround
 

Over 84 percent of Bangladesh's population live 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 quality of life and stimulate
 
economic growth through the development of agriculture and
 
small-scale agro-industries.
 

U.S.A.I.D.,"Bangadesn has funded three rural 
 electrification
 
projects. The first project agreement was signed on
 
Decembtr V", 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 and 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 societies. The
 
societies 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 societies were
 
organized with the assistance of the Rural Electrification
 
Board in coordinacion with rural communities. The Board
 
provided loans to the societies for initial working capital,
 
to cover the cost of construction of substations and
 
electrical lines, and for various other The loans
costs. 

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 used 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
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contract. The contract 
is a joint venture consisting of the
 
National 
 Rural Electcic 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 the
of Rural
 
Electrification Board and rural
the 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 into rural areas. 
 The
 
specific audit objectives were to assess the 
 projects'
 
progress and 
 effectiveness, evaluate U.S.A.I.D./Bangladesh's

project management, and review compliance 
 with A.I.D.t s
 
policies and regulations.
 

The audit was conducted in Dhaka at the 
 offices of
 
U.S.A.I.D./Bangladesh and included trips 
 to three rural
 
e] ctrification societies at Jessore, Tangail, and Dhaka,

and t P-hral Electrification 
Board's central warehouse at
 
Khulna. Visits 
 were made to the offices of the Rural
 
Electrification Board the
and technical assistance
 
contractor 
located in Dhaka. Discussions were also held
 
with one of the other donors to 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 end
 
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 accepted
 
government auditing standards.
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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 societies 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.I.D.'s policies a:.d regulations.
 

A.I.D.-financed rural electrification societies have been
 
establishec, and electricity has been extended to 188,000
 
consumers. The A.T.D. rural electrification projects
 
assisted the Government of Bangladesh in the acquisition of
 
equipment and materials. To date, A.I.D. has obligated 3113
 
million to procure eiccLIical substation t=Qui,,en t,
 
transformers, conductors, meters and other materials and
 
eauipment. A.I.D. has also financed a technical assistance
 
contractor costing 322.7 millioni to upgrade the capability
 
of the Rural Electrification Board and the rural
 
electrification societies.
 

Although progress has been made in providing electricity to
 
rural areas, the financial viability o 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.
 

The report recommen(Is that U.S.A.I.D./Bangladesh take action
 
to improve the financial viability of the rural
 
electrification societies; to develop a plan to ensure an
 
adequate supply of electLicity for the sccieties; and to
 
improve the management of A.I.D.-financed commodities.
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13 

A. 	 Findings and Recommendations
 

1. 	 The Financial Viability Of The Rural Electrification
 
Societies Was Questionable
 

Project agreement covenants required that rural

electrification societies 
 financed by U.S.A.I.D./Bangladesh

achieve financial self-sufficiency. Of the 

A.I.D.--sponsored societies that have operated an
for 

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 the societies
 
self-sufficiency. The 
inability of the societies to obtain
 
self-sufficiency jeopardized 
 U.S.A.I.D./Ban>ladesh's
 
investment in its rural electrification projects.
 

Recommendatiun N'. 1
 

We recommend that U.S.A.I.D./Bangladesh 
have the Rural

Electrification Board exclude 
from the rural electrification
 
societies' loans, al] amounts 
 related to expatriate

consultancy costs interest 	 on
and charged 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.S.A.I.D./Bangladesh require 
 the
 
Government of Bangladesh transfer the Power
to 	 Developmenc

Board transmission facilities 
 to the rural electrification
 
societies.
 

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 increases 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. 
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Discussion
 

Covenants in all three Rural Electrification project

agreements stressed importance rural
the that 

electrification societies 
 become financially

self-sufficient. The electrification
rural societies were
 
established on the basis of Government 
 of Bangladesh

financial requirements. These requirements dictated that
 
each society, the year grace period
once five expired,

should meet its operating expenses and begin repayment on
 
the Rural Electrification Board (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 provides an analysis of the
 
A.I.D.-financed societies' 
 revenues 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
 
societies who completed their grace period owed $1.4 million
 
in interest payments and $3 million in principal

installments. Only a few societies 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 anl supplies; the cost of assets transferred from
 
the 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 
 loan funds. The addition of the NRECA/CAI

consultancy services costs to the societies' loans added
has 

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
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should be retroactively eliminated 
from the society loans.
 

Interest charges were added to societies' loans 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 supplies be shipped from a U.S.
and to port

until their distribution to the societies. We estimated the
 
interest charged to the societies on A.I.D. grant-financed

materials and supplies at 1900,000. 
 We believe these
 
interest charges should also be retroactively removed from
 
society loans becaLuse 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 year
 
grace perloo of the loan 
 to offset operating losses.
 
However, the subsidies were not always provided based on the
 
individual needs each society to
of cover operating losses.
 
For example, Tangail I society had an operating margin loss
 
of 362,400 in FY 1986 and received a subsidy of 392,650. On
 
the other hand, the Comilla I society had an operating

margin loss of 1235,500 in FY 1986 and received no subsidy.

When provided, the subsidies appeared tc 
 have no real
 
connection 
 between the subsidy provided and the individual
 
needs of the society.
 

The REB's inability 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 oistribution to the societies. However,

approximately 1,000 kilcmeters 
 of transmission lines have
 
not been transferred to societies.
the REB officials stated
 
that these transmission facilities in that
were areas 

service the more lucrative industrial consumers. PDB unions
 
have shown strong resistance to the handover of 
 the
 
transmission facilities 
 because of theiz lucrative nature.
 
As a result, some societies could not be fully energized due
 
to their inability to take over these lines.
 

Society general that their
managers stated 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
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self-sufficiency was due to the substantial 
 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
 
assistance contractor to review the financial conditions of
 
the societies.
 

Use of depreciation funds for other than 
the replacement of
 
capital equipment was another management practice of the
 
societies which affected their self sufficiency.
 
Depreciation funds were set 
 aside by the societies to be
 
used at a later date to replace capital equipment. An
 
amendment to the Rural Electrification III project allowed
 
the societies to use the funds 
 to also service debt.
 
However, we noted during a visit to the Jessore 
 I society

that the depreciation funds were used to offset energy
 
costs. It was unclear what effect the current use 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 equipment.
 

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 in 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 not writing-off bad debts in a timely
 
manner. The societies had a prou7isi.on for uncollectibles
 
but they had not used the provision to write-off bad debts.
 
Aging of the societies' rccounts receivables showed that 37
 
percent of the receivables were ever ninety days as of June
 
30, 1987. The societies were of the opinion that long

outstanding accounts receivable will eventually be
 
liquidated. It is prudent management to regularly write-off
 
bad debts to properly reflect financial conditions. The 
write-offs 
reasonable 

should 
period 

be 
of 

based 
time 

on 
upon 

a policy which reflects a 
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
 
Electrific3tion 
 Board (REB) and their own management

practices. The REB charged societies
the for questionable
 
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 increising their administrative and general
 
expenses, were not properly usinq 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 Self-sufficiency. An examination of 
 the societies
 
should be performed by REB to determine that the 
 current
 
grace period is a justified period of time to expect

societies to be 
 self-sufficient. Without self-sufficiency,

the societies 
 will slowly deteriorate. The deterioration of 
the sc ict es ray adversply affect the extension of 
electricity to rural areas which is the objective of
 
U.S.A.I.D./Bangladesh's Rural Electrification projects and
 
may also hamper U.S.A.I.D./Bangladesh's project investment.
 

Manaqement 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
 
a.,tion to adjust its rural electrification societies' loans
 
so as to exclude all amounts related to expatriate

consultancy, costs and interest 
 charged 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 the
improving 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 requested the Rural
 
Electrification 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
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determine whether the 
societies are following Government of
 
Bangladesh 
 regulations regarding the use of depreciation

funds. Concerning the issue of 
 bad debts, thc 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.S.A.I.D. intends 
 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.S.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 
 No. 4 are considered resolved.
 
Recommendation No. 1 can 
 be closed upon receipt of
 
documentation showing that modifications to the societies'
 
loans have been implemented. Recommendation No. 2 can bo
 
closea 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 
 loan grace period issues 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 the
to rural electrification
 
societies.
 

Parts (a) and (c) of recommendation No. 4 can be closed upon
 
our review of 
the technical assistance contractor's report
 
on tne societies' 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.
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2. 	The Future Supply Of Electricity To The Rural
 
Electrification Societies May be Inadequate.
 

A condition precedent in the Rural Electrification III

project agreement required the Government of Bangladesh to
 
provide a to ensure
plan 	 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 fundinq for 
that plan acceptable to
 
U.S.A.I.D./Bangladesh. 
 ln 	 addition, available power loss
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 load shedding which will
 
detrimentally affecL the rural electrification societies.
 

Recommendation No. 5
 

We ,commend 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 III

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 life of the

project that power generation, transmission and substation
 
capacity will be adequate meet the
to 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, time of
estimated 	 completion, and their
 
generation capacity. The 
 plan was not accepted by

U.S.A.I.D./Bangladesh because did
it 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.
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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 into 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.S.A.I.D./Bangladesh personnel were estimated at 15 percent

while non-technical losses were estimated at 20 percent. If
 
the non-technical loss factor is added 
 to the analysis
 
presented in 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 1486
at 

megawatts.
 

The PDB is 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 available
 
generation or greatly reduces power losses the REB will be
 
unable to obtain a sufficient supply of electricity to cover
 
its 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 is the practice of
 
shutting off power to certain areas of the country 
 in 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 -ovenue associated with load shedding.
 
If a society with a 15 r.egawatts peak demand must shed 10
 
percent of it-s ppAk load for four hours on a daily basis,
 
then a 6.8 percent reduction in energy sales and revenue can
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be expected. 
 Also according to the evaluation report, load
 
shedding increases the loading 
cycles on the electrical
 
equipment and could have a detrimental effect on equipment
 
lifetime and maintenance.
 

In summary, the Government of Bangladesh's plans to assure
 
an adequate power supply during the life 
 of the project

should fully consider the effect 
of power losses in meeting

future power demands of the rural electrification societies.
 

Management Comments
 

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

letter upon the fulfillment of the condition precedent

requirinQ the preparation of an acceptable plan by the
 
Government of Bangladesh matching demand with future
 
electrical ceneraLion capacity.
 

Office of Inspector General Comments
 

Recommendation No. 5 is considerea resolved and 
 will be
 
closed upon receipt of a copy of the project implementation

letter advisinq the Government of Bangladesh that the new
 
generation plan is acceptable 
 and satisfies the condition
 
precedent.
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3. 	 U.S.A.I.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.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./Bangladesn did not 
 adequately monitor
 
A.I.D.-financed commodities, they were not in to
a position

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 recommenu that U.S.A.I.D/Bangladesh: 

(a) 	 issue a Mission Order setting forth its commodity 
monitoring policies and procedures; 

(b) 	review te current stock of A.I.D.-financed ecauipment
and material on hano in the three Rural Electrification 
Board's warehouses and the 13 rural electrification 
societies' warehouses; 

(c) 	make appropriate adjustTents, based on the above 
review, to the commodity procurement plan for the Rural 
Electrlflcation IIl project; and 

(d) 	 taKe action to dispose of all defective, spoiled, 
excess ive or otnerwise unusable items in stock in 
accordance with the procedures authorized under A.I.D.
 
regu iat ions.
 

Recommendation No. 7
 

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

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

(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 3305,000 which had 	 been loaned or 
exchanged from the Khulna warehouse;
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(d) identify and justify other A.I.D.-financed commodities
 
which had been loaned or exchanged by the Rural
 
Electrification Board and, if 
 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

Bangladesh ensure that A.I.D.-financed commodities 
 are
 
effectively used for project 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
 
maintain a *:;rr<'t description of the Mission monitoring

procedures, the host 
 country commodity arrival and
 
distribution 
 system, and the Mission's evaluation of such
 
system. U.S.A.I.D. monitoring responsibilities also
 
included requlring and reviowing various commodity periodic
 
progress reports on utilization, warehouse inventory, and
 
any other commodity issues as may be appropriate to local
 
conditions. U.S.A.I.D.s reauired
are 
 to conduct periodic

end-use .xaminations of commodities.
 

Under its rural electrification projects in Bangladesh,

A.I.D. has invested almost 3113 million for 
 commodities.
 
While U.S.A.I.D./Banqladesh 
 made a conscientious effort to
 
oversee the phase these
procureaent of 
 commodities, the

Mission aid not nfzectivelv monitor commodities after
 
ar:ival in country. U.S.A..D.iBagladesh did not maintain
 
proper records or porform adequate end-use checks of
 
commodities. The site the
Mission made inspections of rural
 
electrification societies, but 
 their inspections did not
 
include any end-ase examinations to ascertain that
 
A.I.D.-financed commodities were 
 received and properly

accounted for. Furthermore, the Mission did not know how
 
mucn inventory stock was stored in the 
 warehouses of the
 
Rural Electrification Board 
 and the rural electrification
 
societies because U.S.A.I.D./Bangladesh did not require or
 
receive periodic inventory reports from the host government.
 

The responsibility for the procurement, receiving,

inspection, warehousing, 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
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system. U.S.A.I.D./Bangladesh 
had utilized the assistance
 
of a material management adviser under the 
 technical
 
assistance 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.S.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 - In 1985
 
and 1986 the Rural Flectrification Board's (REB) central
 
warehouse in Khulna issued 
 the following A.I.D.-financed
 
commodities valued at about 
 $305,000 to a non-A.I.D.
 
sponsorea rural electrification society:
 

Descrimt ion 
 Quantity Dollar Value
 

Transformers, single phase 
 933 $248,000
 

Poles, woouen 
 365 44,000
 

Wire, ground and guy 92,000 feet 13,000
 

Total $305,000
 

Conflicting explanations were provided with regard to these

transactions. REB warehouse personnel 
in Khuina stated that 
th,2 se materials were qiven to the rural electrification 
society sponsore d by another donor agency and would be 
returneCI to A.I.L. stocks. On the other hand, tne REB 
official in charq of C l m(i ty allocation advised that the 
material was intended to be an exchange for similar items 
and appropr at settlemnt would be made on an equal dollar 
basis. 

The REB practice of loaning and exchanging A.I.D.-financed 
commodities was not limited to the central warehouse. A 
rural ,-lectrification society official in Dhaka stated that
 
the Dhaka society also nad 
 loaned some A.I.Di.-funded 
transformers to other electrification societies, but these 
loans were a]l settled subsequently by the return of the 
identical quantity of non-A.I.D. financed transformers.
 
U.S.A. .D./Bangl ade sh was not aware of any of these 
transactions because the REB (i) dici not provide reports to 
U.S.A.I.D. on these transactions, and (2) did not request

U.S.A.I.D.'s 
prior approval for such transactions.
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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 inventory 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 items 
 had been in the
 
warehouse for an extensive period of time. For example,
 
aoout 50 line items had been stored for periods ranging from
 
three to seven years. An REB official attributed the
 
existing excessive stock to the fact 
that the REB was behind
 
schedule in completinq the planned construction of the power
 
distribution Lines uncier thO 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. Since they had not performed this review,
 
U.S.A.I.D. was not in a position to 
 prevent additional
 
procurement of these same slow-moving items under the Rural
 
Elpctrification 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, techniques 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 inspections 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 equipment. Rigorous physical
 
checks for sizes, dimensions, threading, and mechanical
 
strengths were also not carried out because of the lack of
 
personnel.
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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 insulators and totaled about 70 
line items in the
 
central waLeihouse 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, if 
 properly established and implemented, should
 
prevent defective materials from being (1) accepted, (2)

commingled with good items, 
&nd (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 effectiveof commodity

management, the 
 M.ssion did not have the assurance that
 
A.I.D.-financed commodities effectively for
were utilized 

intended project purposes. This occurred primarily because
 
U.S.A.I.D./Bangladesh had not established procedures and
 
guidelines which specified 
 U.S.A.I.D. commodity monitorship

responsin)ilities 
as broadly defined in A.T.D. Handbooks. We
 
believe that adeauate monitoring and control over the
 
receipt, inspection, diqtribution, warehousing and
 
utilization of project commodities is essential to
 
successful pro]ect implementation particularly with respect

to the Rural Electrification projects which include almost
 
3113 million in commodities. U.S.A.I.D./Banladesh should
 
direct a gore vigorous effort to enhance the effectiveness
 
of commodity management.
 

Management Comments
 

U.S.A.I.D./Bangladesh concurred with the finding and
 
recommendations. 
 They agreed to (1) issue a Mission Order
 
setting forth its commodity monitoring policies and
 
procedures, (2) review the 
current stock of A.I.D.-financed
 
equipment ano materials 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.S.A.I.D./Bangladesh 
 has required the Rural Electrification
 
submit 
 inventory


within 30 days following the end of each quarter. The
 
Mission also requested, and REB agreed, that REB LUVi W its
 
current procedures for inspection and testing 


Board (REB) to a quarterly warehouse report
 

of project
 
equipment and with technical
material the 
 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 list of all A.I.D.-financed equipment 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 would
it review and identify all
 
transactions not 
justified and seek reimbursement for any

unjustified loan 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.S.A.I.D. all commodities loaned or exchanged.
 

Office of Inspector General Comments
 

The U.S.A.!.D./Bancladesh actions 
 initiated or planned are
 
responsive to all parts of recommendation Nos. 6 and 7 and
 
acco, ]ingly 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, ani 
a plan for the disposal of unusable items.
 

Parts (a) and (b) of recommendation 
 No. 7 will be closed
 
upon receipt and review of REB's
the first quarterly

warehouse inventory report 
and documentation to support its
 
plan to improve the system of quality assurance. Parts (c),

(d), and 
(e) will be closed upoti receipt and review of all

documents related 
 to the justification loans
of and

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

Compliance
 

U.S.A.I.D./Bangladesh should 
ensure adherence to the project

agreement provisions and A.I.D. Handbooks. For example,

Findings 1 and 2 illustrate 
 a need for the Government of

Bangladesh to 
comply with project agreement covenants and a
 
condition precedent. Finding 3 indicates 
 that
 
U.S.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 internal controls 
 was limited to the
 
findings presented in this report.
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C. Other Pertinent Matters
 

1. 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 procurement 
 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.S.A.I.D. 'Bangladesh pursued the issue in the past with

little success. However, 
 the GOB through the Rural

Electrification Board's 
 Office of Procurement advised 
 the
 
auditors that changes could be made 
in the bond rates at the
 
request of a donor. It is 
 in the interest of

U.S.A.I.D./Bangladesh 
 to pursue the issue with the GOB in
 
order to reduce costs for A.I.D.-financed suppliers.
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AUDIT OF
 
RURAL ELECTRIFICATION PROJECTS I, II, AND III
 

IN BANGLADESH
 

PART III - EXHIBIT AND APPENDICES
 



Exhibit 1 

A Financial Analysis of 
A.I.D.-Financed Rural Electrification Societies 1/ 

for FY 1986 anc FY 1987 

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 9 2,377,812 4 2,185,309 9 192,503 41,994,367 9 1,695,734 4 298,633 

Tangail I 1,391,282 1,528,541 (137,259) 1,064,128 1,126,529 (62,401)
 

Chandpur 478,613 789,271 
 (310,658) 344,501 522,928 (178,427)
 

Comilla I 1,281,161 1,467,926 942,214
(186,765) 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 II 564,494 700,331 (135,837) 318,373 416,218 (97,845)
 

Jessore ± 687,567 1,081,745 (394,178) 919,989568,507 (351,482)
 

Jessore II 
 982,650 1,154,330 (171,680) 859,547 
 980,105 (120,558) 

..arore I 705,551 839,694 (134,143) 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 $12,446,862 414,291,148 4(1,844,286) 49,942,336 410,988,281 4(1,045,945) 

1/ The Societies have completed their 
5 year grace period
 

Note: Converted at Taka 30 = U.S.41.00
 

http:U.S.41.00
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UNITED STATES GOVERNMENT 

memorandum
 
DATE: December 28, 1987 

REPLY TO ? t	 USPU /Bhn-lad 

ATTNOF: 	 Priscilla Bughton: Director UIiangladesh
 

SUBJECT: 	 Audit of the Rural Electrification Fro.ects I, II and
 
ill in Bangladesh
 

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

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

Followi,-q d iscussions -with Vour staff and receipt of the draft 
audit report. meetings were held with the Rural Electrification 
Boar'd ,FEn It, liricucs_ tri, audit findinqs and develop an action 
plar +o aor ess the ;uo it recommerdations. The attached comments 
repr_-aert. ur Jcn. responEe to the audit. 

DLr I nq our metings wJ,_th t-,eftEt. tre Chairmar e,,pre sed his 
sEr,cer e ap rec iat iorf o the Eauditors for .rwhat re considers a 

h i - h 1v re,pCj t. 	 r!an , thehi Ie I ot findinqs
conta1ne2 in the r epor ha een icen tified by both REET and USAID 
a. CC tCi"-t - tou E ,ce cEt k I roject imp lemernta Lion, we agree 
that the r-eco e-,daT io =, 1 r-,c iuded i n the audi U ., 1 11 provide
cri , re r, w iK-,t Add 1 -turI e( co ac-tion.Lpport 	 to f ect rective 

I hope oor respon--. to the draft audit will 1ow proript 
r c it ion to each o0 the recommendat ions and assure you the
 
Mi sion stat will be wor 1:ing over the n-e, t few months to close 
al 1 ccc me1Atio,s. 

OPTIONAL FORM NO. 10 
(REV . 1-80) 
GSA FPMR (41 CFR) 101-11.6 
5010-114
*'U.L.GPO. l3 	 lll -24/20152 
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R q-"€,~wrer- . 1. c:,r r.I'Ic . I: 
As d iSCU.S c- 'with the ALdit feam, USA ID concur-s in the 
recommendation as stated. A letter dated December. 8, 1987, was 
forwarded to the Rural Electrification b'oar,1 (rE)1-, requesting
that the rural 1ectritication societies' k.FS ) loans be adiusted 
to exc ILude- a 1 j amounts related to expatriate consuL.Itanc, costs 
and nte re.st chargied or, materials and suppIiCs. Dur. inq a meeting 
held be'tv een US.-iL' c.ind PEE,. the REB Lhairman advised USAhI thaL a 
letter. l be inq pr epar ed by RELD to the BDG, request ing 
auth iz at n L-2 W-,za!1ted to I-Ib7 to ad1 u'it the larns to the FB2s. 
REP sLupp,-i _ r OF7,-o T,,erFd-tt ion and wi I I t ale laried iate act ion to 
imrr leimrnL I t-,h noii f i -at r[- 1-.ola, Eb is i ecd.as C FLU Pp o, aI r- c-

f C C O-r C] 1ncI,FQ ] •ic J.-K : ' i-:_-ln-' t-'uLF. F ; - Fk i2,..-A cr-,z iier.Fn tnis...... t-i: _~j> ....- I 

Ci _ , - r ,.'0t-. . L 1vD _' e a I be F e.,ec L uoI-n receipt 
C BL'3 &.t[CvI -- F F ,o-ti- to It tn-iLLI,- k u GCi,- ion - the 
fTod! i ca I ,- c -.-r. _ - 11ale .vert ,. 

h-e u cneSLibcl."I j s i i , j nc.> b-t orje tda' _-th J:-<ill a-d 

t C 
[-,*'1 

c 
,-t 

ie, 
m/h.., -: 

C2 
C 

CjOF t..;"
he FL, 'k --

I.,ir 
E. 

rer1 
Idl.]t-

'(
h-

T 
fel 

pro, 
-, ,de 

les and 
.e l oced to 

$ it,
i _ : 

iai
the 

I.ta for t. -,'1',.±1i. of ,-,. : - ' iaciei '-'rrf r ce. 
-' r ii-, V--'0 . w f- C-I- v 1 £",D j iI C Cy 

i i- I F i- - rGC FrI I- d. 

hr ,'e r[ c'i al r--.-.- '- -e.QEr i L-_ce[f q- ,c,r,c t e' L,P - aridLooz',e 

L, r . it ' ,--. . , - NC.)' i .;- 9FI I E1 sched i ie for 
,0iT, i i' -,' .F ht n r- tie I F1t 1 .74 1TihlEs o 
a -,'-- .. 5]:- . ., u:_- -'':. -'', , r ;-b o qu, t F 1U..,' . ',_ i ,,c... th,l 
r - ,.-t. 't io -, . Le iC ' ' r a oF ttne( (looe,- npsE'- 6 arid 
L .1 r aF,. -- ,-or._ -. I i,,_-,r. C- l i I F- C' thre= a - e .,r, er-,n , IA!DL*i! 1 r,.,_, c... Lh USQ!rep. ,:,JmL, ;,, fir~' oF _ anc re_.u i i pro iact 

Both F[ or, c u r i n th i s r ec oimen d at i cr,. E has 
req, ete, e- E','iD, to - i i- I ar d ens.,_trE im ?iei entat icr of a 

'-i O'x in r,[ a r eLa or-b Ie time r airi- ior trans f er c. the 
Ft'oj .f" - -n.,-t rar FFb trar-n mi=.io r-, ta- I itiest to the 
F . ' ,ij ,_ . c re .' i nr L I Uc 3. i'e11 / bet en U S"ID 
ard -f., the it mar, uac t-iir ir",FeC the lTirLance o, this 
act i o'ir, --- ,vi '--o-1 edC-t chat i n a ri g f. i r. c-,.rrvi t 'r,t t- I o the L.DG 
w~i 1l[ r -_ inter v.- i01 

1.CrF.'_ FCji i Che l . Le. 

r1 r-:-. b,'/ iSFIL.S-I is iS , hihl y 
3F' ii ca L D Eiv :,or w 1ii i r a i e Lhe 

ia..Lke at t-e lF, ist., i-_ ie ve iarc pur su (1d1SCrIEI-Si - at the 
cretarial Ie ,ei i n 7-h e V' 1i ry of Ern er-qy. 

'A
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Accordinqlv, USAID and RED request this 
 recommendation be
 
resolved. USAID will pro'vide RIG/A/S with per iedic status
 
rE-oorts and will 
request closure upon receipt from the BDG of a
 
schedLle o tlininq a reasonable time 
frame for the transfer of
 
these f ac i l it ies.
 

USAID 
 i,--,r-ar_ a letter dated December S, 1'87 to the REB 
request i ai r'LH &nu the technical as_istance contractor., NRECA,
 
imeic Le Lde
ui _taIe a r e- iew cf the !dminis_.trative ad CIenera1 
ci e:.;Fe a -, tr _ F'HB'' I. to p rcivide I i'EAith a report of treir 

irdnd z.E F.. - a ria I ,- , agrIreed to cCliduct thi . rev -eand 
Fi I en r, bv V, P I1 t , tiIj Si; r -,,r t L-J1 1 

cr I . advi c,,, ,,: ,i,. , t c-,,. takern r,arne 0 ,b FE[ 

c,:or d i r1 -.,, ,_iSz i an.,d -F k! r I 74t par t (a I this
 
rec c, ,,e , ;D cc ,:,-cd.
Ofht L. i l EaL r oif t IL II i be ircv'ided
 
Lo FI9.c,-S.' 
 i,-,1c r,; . , t ,i .V-ECAr -,.i; 0 e report. 

c- i 1 r iD ! : 1' v I E' 

pr r -,L- ur ... Fn i- , .h oi -1 F c iat ir-, ar--. 

tiii II -CL 't c x - --'=_ -_C!c a- 6pfFnFID re ciat 0 rov 

ir_T.p0 .9a fiI . l C -e t F; ! J. -, npr or Li I' -J c'F' , I 
T h, * I e 

[- nIxj- : 'j e I 9F9~ 7 I F- f~ina 

I_.SLz, ,-i TIL dLJ rei -h~co- - ii ',i L. ' ifi I rft~L Iu- fr u_h = i i, r-- c' In-,s LFeei ' . 5 ,_F L~r-
iT c, ,I r T.I It t n i t n tbi- I E,-rci b f Fdr! Fe e~ ti-i De '- L 

T Q V i. To'r, 2 FF rE. 
 e - f o f_rci , 'e L t e d-±15s 
- . - , . I r-. eII t- r r- i 1 0i ; uatf1 . a cne 1 it ! i , - t Lr e
 

.r.. . 1,- .. L42~- Ln'= ar.c~ i LA, r ,-, i -, r
e,-,~ at - ccne nJ--=t 

IT, FED C ;- : i ar.c V r t h.'!- par s1,Ct a Ld c. r ct tb' - 1, , I '--ii ir~C1 s ,je~- . Re~v-op4L'Lr L2' i re c eti,-.. er e 
t- - 'i.? , I ' - , IiI rd to 1 f i , - E.V L .s.,_; ,. 


r , a .ed,1 as_- cf d d.r-t in or E is p eL I[ yb frd, e i i'---.i t 

recc,flrnr-,; t icDribec. 1coscd. _s t iLtrV C c.iRep-or oiF T re..I '- os t he F-'B SE 
cor,i u te-d i L) e o!,id Cd to J /F, .f ,. U S;L. . I pF 

I-orcthvi,,- t l -. of d c-b t, r,-:.s th-atc_sue bad f-Fb :A,/iseo USOID the 
BDbj has a po clc ior w.ir it inq---of bjd dC-bL , DDICI Order #.--,)U-.uk. 
However, hc, Fhai rTar, of RED ind icated the poi ic../ has not yet
been irip i emert e-d v P-ELt. USi ID 1 -iTro,v ide RI tPS with a copy 
of the olic y urder aloinq with a letter from, REB adviisin that 
the Fol icy Urdar rias beer, im ple-,,ented by FELI. U.ISAiI wi 11 ver i f 
Imp IEmntat 10 drr Fn I LtU LI reVI 1,4S . 

Accordingly, ULSIID and PEt request part (c) of this 
recommendation be closed. Reports on future USAID reviews will 
be provided to RIG/A/S. 



Appendix 1
 
Page 4 of 6
 

USAID is currentlV awaltifig a copy of the most recert BDG 
generation plan. Upon receipt. and approval of this patn by
LIS AID a F'IL Ji 1--7c1b1 U to a dvise the BD u t hAt condition
precedent 4. 1 (b i for the di sL ur seent of furds dnder the rEb Ill 
project ac-ac mef cJatc-ed .5epte,T, er.ios1-a_ been satisf led. Upion
1ssuar, ce of this ;,UrI FL-{:F iL, and will requieat cl osure ci this
 
r eCol-ricE-fdaot i on .
 

*ccor d i , .ic- 1 Li and F.iE b rEquest r e,- oIm , at on be ' th is 

,0 r . _ df r .z-Ij c-so I C_ .
 

ilDt- ,1or;urcu 2 Fe,D t1- , r a vj r itten cIre C vce of t 1--sio)n 
c rC)oIr IDo Iii z, , a i p,2. - -r ; i rid tr- c- u . f o,, ed rc-tfaFC 

c u n I I ' !E--11 t u f- i - i Cy , . i ef' ,v1 1*i1 r,' -, 1, 

C1.f' C i,2 Iiu flas .- itdr ii h :r-ia t 

I r ci ii I , 5 "i ,1-, , r - e It , E, i c Ir s r e . t 1 oS . a o," , f io n be 
conr-, *1,_er r c,. z ivO]. UJr.,i' v, 1 11 Frlest closic-we uron 1 SsIuani-e of
 
a pro-pe_ r I I. i c. r Or err.
 

letter daled December 9, 18-'7, USHID has&r req, es Tecl FE to: 

- r rp~r- a current inventory of USi-ID f inanced eqLuipment and 
mater t n h,-,ar,d of Lecem er .,i, 1-;87; 

- d l: d, f E- t . piPcelea. e:-:ces s ve or otherwise 

- Lbi ri i plan, aicjrg i ith a time t-able, for the disposing of 
t.h e i., ura,n I i e rte. 

baed on0 r- the IF1-C 1 C n t e r c , at k-'s aQreeC-d h-t F.Eb d 
a nII t t t h ,i I0 _ - I pt Li.- Li! ir - r-, p n 0af- 1 

FEItl. _l , t.C F I ...-c o- . . , ir eIC i iJ i 1 !- I i t d uri r!,i t h e 
E LM.ir-,,i , -.,€ T.,f, 4Z(7 , r ,, t:, -. ,E
 

T , .
 I I .. i, Er-, a r', , ,- . _. ,, r- v, v kr-,5 , ,-, Li 

Ih n.- FI h v, ~ riE. h -

In , t -l iL L-ElI % ,jU v-'- (I- to 1,- pp. -. ; a tf-ti p c. rL tie 
U C- rDf pnVcOp IrJt I pc I -- t 'Dmd -IL it tLr, i p , i , tv -, Lt , D L bi 

rlarch :'7i, 719 3. 



Appendix 1
 
Page 5 of 6
 

Accordinqr-,, UHID[) -,nd F-F:3 requec;t par Is (b), (c) _.FI, t.d) of thisr ecormrner, dat Icr, be ccnsiider ed r ecl ,-.ed. Upon receipt ot the 
phvi ic::1 r1v oft r ., a,. o 1 ,D<,-c 1, r I I17 , thc- r e i- ed 
CL l1 2c-f:,t i In F, r t 1'-u- viIr I t t Cr p c, iJc,I r .1,ar d i nq proper ty


d 1 -pc.ai 
 , DLiID _-,o F.:EU iw I vFequ+fct Clou-Ltre c4 p r ts (b) * (c)
and (d o f r,i I.-c c,'n,erid14 t i ,on. 

FE , a q ,-Oil to uiU', ITt I L ,J,' ID. a I e-r,, L e 
&Iv-r tlC. '1 r tr-p''t w I -Ld "I,I r f i L'tm S i ttt-,i a pr:t-t OitU'. iie~.] ar ,.na Lt' 1. ,-riut ' * _nrF-+)rr .I ".d' _av5 foilcL. ino
 

Ltr"-+'mrt ' Ui t .Iiti i'
7L: - ' .n t' r I*'f~i t;-.r. t '-,ri+'i .]rn + I L . L I fiLI " t , , -+ di "S:i _.-o " I-+  '> V .cciawf- e n +,_D+,~~~~~ ,-.-- k~l 
£+P:Ii I b::' _r < [".H 

1-
I

( ,'' ,. t , ! t i''----I: I l:t 


*or ri..l~w 

,o U i j - v,* : . I, anIIEd b'-'V- I r[ _. 4,-''> oL this 

&E'CCuT,"+-:. • i ,-r ,:: i -+ r.r .'.:+ q j .2'-'r,.+ '.-d . 'i',+ I ecI.- pt o f trie 
w=''""-_r 

= 
- l+. ,--, , , . "-*='t [L'+e, .n i .Fr 'c-_.. 
 ,,'>'.-- l 'ca/F,.i Y' t' wL Ii 

FII'----
 "- ' - -' |" .4' [-'& + ,, 
'+ '-- T'+- I _r + la+ -42 i[HT II[f '! -'<-J iC I 

VHFt 1',LC i**tL '+. t iF, ,.L] + [r-,-. F. L, +n-1 1'+b 
 + t, 4rr'_4 - , -~ -d, ti- _ t ttr_ F--LL 
t:-' c -+J f'. L'(p-.:F C_ -. ,t 

+ 
-dj P Ij+IO-f-iC'< O..+ T.I++L-- ~-* wit- [-,i tLJ'10 

'' +r
IL' r ii * i. t + '-- £,J + tr-.f+ t!- + 
(qL r1. , (7t ,-d*4 j,.,,'tiC _.-.' H',,.,,L'I ,:
 

-- F'qII I T-.f+, it-"i+t' +
t[ 1 -fl,)'ijj' . 1-3, * -.] l+t.;rrl L+il h
 
e- p*+. .r '_r e0it, L , . i i
.r  c;: ''L * Lt-,,;':Li_ . mv' a.'_ : tie
 
'-€:+ 1i-'r-' r' : i '
c + ' ' + ' +It~ + : '+ ' - I ' at I - , 1 i ,z r.i ' -V ' E l i j ] .+L ! 3 : L . Cs' 

3 . 21+:Cp_ .+,- _lL]
.< , t.C- O :, <-''+c t C-+' il,'F7,],- . ] ,dt;+ Ir''*i 1' F.O 
EI+ --- fj+., ' , _ -, fir. ,ie j':+ [''i--.C ' ; t 1::*' *Ft', -li'.l jitD4,L1 3T1O;,' I 

r-f ,
 

FtCcradi+r L, ,i L+-.+i[ard 
 t'Fe' C L',.qte.sL p-Fr t o', Ot tii 
r eC,_,n,-$.r-,]! ;*r' b' f i,,+scierci r es.'ol aecI. Uccin receipt ot the F'1:B 

re-x'tbP+_J, + F , ++r-, ,u1'+ 11 ih ;,-cr._-arded to-_F'I3,t-+i' and ClosLIre 

r
IJL'' -. I +1i,] ii- c.-=LI+ -r rcc' 
' I ''+ I c"an n- +';,,Lll + t-i |I.I I in, _rcq++
 
CO ,C(,T+,,' i'jit '*.!-C ''h'Lj ,it. i F'S
£t 1 +'- t 1 4.BFC C ,-. ct lorI 0'-,'nc f -_* trio _
Lhd 1 I--,car cit F:.L& rIH- I e:1~',-.' t ea t~l-,O p:;a: t jee f:,€ all 'v,-,+.,lto 
'.:Orf in ' . 5 ii c , t ',+ '- n i- :.- : i U +1[ ' + t,
VI t 1 I I a I I 04'! h 1 [,-,lil _L:r' DO I 

9tI I[ ('" ! 1 l+' +1f;Cl *'' [ I 4 -j: U (>- '.' ~k ': ~'D'+ A( ( . ' ' 

F iF3 -,_ r+ ''K thti f'Cj , l'U )11' , Il_ I-+..l: * ,- t : I. '' i l 1' lI.. r,,I.-Fand 
r, (7f' t rE I-, ;h 'I I . 1,+d t+ a ,+,' 'i l ' I_ r I,,[ '1't4J # (: ]i :, : 'Z'I ;+c -mde 

r-,:r NC ,' j ' j H':n._ V¢,:.t '+++-.' I it+i .,t H .... H' I C If I '-4i1 Itl4~i ('' Ii:Lt [ir . i 'lb I' Ci:' 

lt, i,+ ,:i + ,:~' ,,t,'L C+ c 
+ Llu t 


roicc ~tL . din ,+ r |()i p (Jcitj I (lli+ ," • 1 t l IU- " ii 14 


prr-: .. '' ....I' Ii!:._, , iI ' .r f,. i_-*,,,_ ,, r t lctt:: c di 
rl i ' r:+( (,'lO AntU69' ] 

idert 1 f' ir-, t r,,r,[z _ct ionJ cli h'AO riot oen [lt oper ly jist if t d 
IJSA I [D w 1 11 ~O-F r Fchangenbur seoert for an~y loan or er 
transation w-, - t t., does riot con, sdur proprly t ifed. USAI D 

\i'
 

http:L',.qte.sL
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agrees with the Chairman of FED ad _-hre his concern that to
 
the ->tenL project imltplrfme.ht ti:,t i 
 i furthr-t 'd, flex.iLLlit'_ witt
regcard to suc h Ioans anr id ': cha-q.-': c he '-' c i-.ed. a= d orEh fa'ii 
U- AID'_ I ncl, ,] dg hasc ictVe' tic. I jl ., tht- I , o d iv '3i,,- i%l ,' In 
the pos'

t 
wi r qar-(J t the' n ai, <"r ivo cj-c b',' tc'r[q nq t_ -, t'0 a t 

-
tofflfrliio e I I *0M* ,ati j -py l - •U p, r ,'I 11:4w i o I_-*'..'o I 'N f L-vi-'t-.  a c' Olft 

till ,At i 1 i l y, oii Ipcir''Ch ORt 1.
 
-' 00 
 ti . I I -ti- 'i I . I 'nt o' t u',j e n 

.tc r 0, lqi .i., L,_, ! bti,: i, TT nofth is a J n ~ [ i nVi-ief," : i f t - i,- ,ii ct i - " i, ,ll P .O4 1clt 
-' 

,W)). "15'1 6 ,;-i . *(j f 
i'h I " ''lrlW l.t .pli w t! -1 t,,:Q -('S 
 (O'Mt.....r01 t'J c I . 1 PLO:[ l v~ W itt:C'.] ( 

,- K, uft .-vp if .- i" ,ic nt ri',' i i i u t it 1 ,,io tye 
iJ'ti] jq r'rr , ,, r+ . rI~ !. f 
 'if jj U''r I' IF,-' ,,I Fl ft .,_,i ji. i . l os) ,: 

0'<[l n . rr .- vo,0
uh 1w,,qb. t_.lJ' <IL,Lvu n - :Ilun' M.J 
 oil d'-a-c!<romon <t ion.
 
!
 

-
USID:'' S- i. p;rot" €,Iiiwilll<7. I u
Fo n C 1 T-'l ro 0_, r ltI.h - C )(_J, to oi an-, 'e ) o f
 

http:imltplrfme.ht
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LIST OF REPORT RECOMMENDATIONS
 

Recommendation No. 1
 

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

Recommendation No. 2 

We rec :TTend vnat U.S.A.I.D./Bangladesh in conjunction with 
the Kh a]i ., r itication Board review the current financial 
status of the rural electrification societies to ensure that 
subsidies and the yrace period on loans are adapted to the 
individual n A3 of the societies. 

Re commrnn at yon-( 

We recom:en, thiat U.S.A.I.D.,/BanglaJech require the 
Government "t hanIlaesh to transfer the Power Development
Board transmission facilities to the rural electrification
 
societ iOs. 

Recommonda-tin No. 400 

We recommen, that U.S.A.I.D./Bangladesh assist the 
Government of Bangladesh in improving the management

practics of the rural electrification societies by (a)
reviewing the societies' administrative and general expenses
to determinu that increases are justified; (b) reviewing the 
societies' level and use of depreciation funds for other 
than replacement of capital equlpment; and (c) establishing 
a policy for wr iting of L the societies' had debts. 

Recommendation No. 5 

We recommend t]at U.S.A. I . )./bang ia desh have the Rural 
Electrification Board dlevelop in conjunction with the Power 
Development Board a plan which would meet future generation
demrand 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 in the three Rural Electrification 
Board's warehouses and the 13 rural electrification 
societies' warehouses; 

(c) 	 make appropr iate adjustments, based on the above 
review, to the commodity procurement plan for the Rural 
Electrification III project; and 

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

Recommendation No. 7
 

We recommend that U.S.A.I.D/Bangladesh require 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 oi refund the dollar value of A.I.D.-financed 
commodities costing $305,000 which had been loaned or
 
exchanged from the Khulna warehouse;
 

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

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

'j)
 



Report Distribution
 

Mission Director, U.S.A.I.D./Bangladesh 
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RIG/A/Manila 
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