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The Office of the Regional Inspector General for
Audit/Manila has completed 1its audit of the Indonesian
Provincial Develonment Projects I and 1I, Project numbers
497-0264 and 497-0276.

This report contains three recommendations. Please provide
written notice to this office within 30 days of actions
taken or planned to implement these rccommendations.



EXECUTIVE SUMMAIRY

The Provincial Development Project i and Il were
implemented in eight of Indonesia’s 27 provinces. fThelr

overall goal was to 1increase the produciion and productive
capacity of the rural poor. The projects suught to achieve
this gual by : (1) improving tlre capabilities of
participating local goveraments to  undestake development
activities; (2) dincreasing the capabilities of the central
government to  support local government oral development
activities which 1mpact on the 1incomes o!  the rural poor;
and (3) increasing incomes of the rural pusr wilhin project
areas.

The projects provided funds to provineial and district
planning boards and technical agencies to plan, implement,
monitor and evaluate development activities. Subprojects
were generally small and usually involved providing
commouities, livestock and training to beneficiaries. At
the time of the audit, a total of 2,505 zubprcisrcts  har!  Deen
initiated at an average cost of $10,%9% per subproject.  As
of December 1987, USAID/Indonesia had ubligated $59.1
million  for Lhe program-$41.5 willion in loans and $17.6
millior in yrant funds. As of the same date, $44.9 million
or /6 pcrcent of total obligations had been disbursed.

SALD/Indoncesia financed subproject  aotiviiies  ander  the
precjecets Lhrough Lwo variations of rixerd amount
reimbursement  procedures. Fixed amount 1eimbursement is a
method of financing whereby disbursement of nrojes funds 1is
tied Llto project outputs rather than inputs. Funds are

disbursed after the project or & specified seament has been
completed in  conformanc~ with design  specifications and
standards approved in advaice.

The pure fixed amount  reimburscuent  voiietion was ueed in
both projects until 1985, Unuer s variation,
USALD/ Indonesia agreed to reimbuarse trhee Government a
percentage ¢V estimated project implementation coct  after
subprojects or  specified  segments  had  been campleted.  In
1985, the financing method for both projects was changed.
USALD/indonesia  then agreed Lo pay a fixed per.entage of the
actual coust for each completed subproject activity.

This was  the first program  resulls  auglt made  of the
Provincial Development Projects, ANudit  objectives were to
determine  whether: (1) goals  and DULO5CS Wi belng
achieved, () an  e¢ffective system for monitoring program
results  had  been established, (2)  ariangements for an
orderly USALD/Indonesia  withdrawal from the projects had
been made and (4) USAID/Indunesia cost reimbursement

payments were proper.



According to a 1986 evaluation report, tie Bro e e had
achleved success 1in increasing the incomes of sdbproject
recipients, moda inroads in developing effective subproject
planning and Implementation mechanisms at the Government
provincial and districts levels and improved the capability
of the «central government to support local government
development activities. However, this audit showed that (1)
the system of monitoring project planning and implementation
should be improved to gather and analyze inforwation
concerning progress toward the projects' goal and purjposes;
(2) a plan needs to be developed for the orderly and
efficient Lransfer of program operations teo the Sovernment
when USAID/Indonesia withdraws to ensure continuatincn of the
program benefits; and (3) a payment verification system
needs to be established to ensure payments made by
USAID/Indonesia for subproject activities are proper.

ihe logical frameworks for the projects established the gonal
and purposes to be achieved and identified veritiable
indicators for measuring success in achieving the goal and

purposes. USAID/Indonesia could not measure the success of
2,815 subprojects in realizing the program goal and
purposes. This occurred because an effective management

information system for gathering and analyzing information
concerning progress toward verifiable indicatars and

achievements 1in project implementation et d rat been
established. As a result, USAID/Indonesi.a could not Jeadily
measure the impact of $44.9 million expended ior the
projects. This report recommends thatl 2 menitoring system
which gathers and analyzes information concerning progress
toward verifiable indicators be established. While

management contended that Lhe existing monitoring and
information system was adequate for deceniralized projects
with inctitutional develupment objectives, they have taken
some steps to improve the system.

The project papers said that, as a model for replicetion in
other Government programs, Lthe projects should gradually
reduce dependency of participating nruevinces on
USAID/Indonesia and consultants for planning, implementing,
monitoring and evaluating development activities by building
local capability to perform these functions. However, this
audit found that dimprovements in planning, tmplementing,
monitoring and evaluating development activitics made at the

provincial and district levels wmay not continue after
USAID/Indonesia withdraws from the [PLrOgra and such
improvements may nol be replicated in other Government
prograims. This could occur because o plan for
USAID/Indunesia orderly withdrawal from the progcam  had  not
been developed. As a result, the $18 million spent for

technical assistance to improve the planniny, monitoring,
implementation and evaluation capabilities of participating
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provinces and districts may not have lasting impact. This
report recommends that USAID/Indounesia develop a plan for
the orderly transfer of project operations to the
Government. Although management said that a plan for
withdrawal is unnecessary, they have directed that
participating provinces develop close-out approacies
identifying program elements which could continue after
USAID/Indonesia funding has ended. Consolidation of these
approaches to form a project-wide plan for USAID/Indonesia
withdrawal could better ensure that funds are available to
continue project activities.

Handbook 3, Project Assistance, required that projects
financed through pure fixed amount reimbursement procedures
be inepected and that projects financed through the

percentage of actual cost reimbursement variation of fixed
amount reimbursement procedures be 1inspected and costs
verified before USAID/Indonesia reimbursement payments are
made. USAID/Indonesia provided financial support for 2,815
subprojects without adequate inspection to assure that the
resodJdrces were actually delivered and subprojects were
completed. This occurred because the inspection
requirements of the pure fixed amount reimbursement
variation were unsuited to the projects and procedures
folinwed by U%%IN/Indonesia under the percentage of actual
cost reimbursemen®t variation did not comply with Handbook 3
requirements. ARs a8 result, USAID/Indonesia could not be
assured of the propriety of payments totalling $11.6 million
for subprojects financed under the pure fixed amount
reimbursement variation or of future payments under the
percentage of actual cost ceimbursement wvariation. This
report recommends that USAlD/Indonesia develop a payment
verification system for the Provincial Development Projects
which complies with Handbook 3 requirements. Management
planned to develop an appropriate payment verification
system for the projects beginning with voucher reviews of
two participating provinces and increases in the financial
analysis capability of the USAID/Indonesia staff.
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made reimbursement payments for PDP subprojects under two
variations of FAR procedures. The pure FAR variation was
used in both PDP projects  from initiation until 1985 whon
payment procedures were changed to the percentage of  actual
cost reimburscment variation of FAR procedures. Under the
pure FAR  variation, westimates of project implementation
costs derived from the project design  specifications and
standards are reviewed and approved by A.I.D. in advance.
A.1.0. agrees to rzimburse the host government a percentage

of the estimated cost after the project 01 specified
segments  have been completed, incpectod  and accepted by
A.1.D. This percentage becomes the A.I1.D. fixed

reimbursement amount which does not vary during project
impluementation. Costs in excess of the approved estimates
are absorbed by the host government: ., If implementation
costs are less t an estimated, A.I1.D. reimburses the full
fixed amount,

Under Lhe percentage of actual ecoot reimbursement  variation
of FAR procedures, A.1.D. agrees Lo pay a fixed percentage
of the actual cost for each project activity that is

completed. Therefore, as costs increase the amount of the
A.I1.D. contribution increases although the percentage of
total project costs remains the same. Prior to reimburse-

ment, A.I.D. should verify actual costs incurred for the
project or segments, obtain certitication from the host
government that the activities had been completed in
accordance with approved design specifications, and inspect
the completed activities on 2 talal v sample basis.

POP subprojects were generally small and involved providing
commodities, livestock and training to beneficiaries.
Subprojects were initiated in the following areas: credit,
estate crops, rishing, food crops, forestry, irrigation,
livestock, small industry and training. As of March 1987, a
total of 2,815 subprojects had been initiated representing
$29.8 millien in A.T.D. funds for an average A.1.D. cost
per subproject of $10,599. two evaluations covering both
POP T and 1L had been conducted. [he first, completed in
1981, considercd Indonesian Government and A.I.D. support
for PDP, progress in institutional development and impact of
PODP on the rural poor. This evaluation made recommendations
for modifying the program. A seccond evaluation was being
conducted in two phases at the cime of the audit. Phase 1
assessed  Lhe  impact of  PDP on intended beneficiaries. The
report which vresulted from this Phase  did not include
recommendations  and  was awalting review and approval by the
Indonesian Government. Phase 11 evaluated the institutional
developiment  impact of  PDP. A teport on Phase II had been
submitted to  USAID/Indonesia. A consultant had been
contracted to consolidate the reports  from the two phases
into one overall evaluation report.



Technical assistance was provided to participating POP
provinces wunder two A.I1.D. funded contracts with two private
consultant firms. At the time oi the audit, 24 consultants
under the supervision of two chief consultants weie working
in the eight POP provinces. The consultants provided
technical assistance in such areas as credit, agriculture
and livestock raising. A total of $18 million had been
spent under the two projects for such technical assistance
as of December 1987.

B. Audit Objectives and Scape

This was primarily a program results audit. The objectives
of the audit were to determine whether: (1) goals and
purposes of the program were being achieved; (2) an
effective system tor monitoring program results had been
established; (3) arrangements for an orderly A.I1.D.
withdrawal from the oprogram had been made;  and  (4) cost
reimbursement payments made by USAIU/indonesia were proper.
The audit did not include a review of the Government of
Indonesia (GOI) contritution nr A.I.D. direct contracts for
technical assistance. The audit was made at USAID/Indonesia
and at orovincial, district and village government levels
within two participating provinces. Provinces werve selected
based c¢n the size of the investment in the Provincial
Development Projects (PDP), while villages and recipients
interviewed were selected in conjunction with GOl and
USAID/Indonesia officials on  the basis that they were
representative of PDP subprojects. Audit work included
reviews of project administrative files, limited reviews of
POP  financial records for subprojects in the two FOP
provinces, and interviews with USAIUD/Indonesia and GGI
officials and PDP recipients. Payment vouchers for qoods
and services delivered under two PDP subprojects were also
reviewed.

The audit was conducted from January 1987 through April
1987, It was made 1in accordance with generally accepted
government auditing standards. Internal controls and
compliance work was limited to findings discussec in the
report.



RUDXT OF THE IMDONESIAN
PRUVINCTAL DEVELUPMENT PROJECTS I AND II

PART LI - RESULTS OF AUDIT

Audit results of the Provincial Development Projects 1 and
II (PDP) showed that (1) the system for monitoring progress
of more than 2,800 PDP subprojects toward the proiects!'
overall gual and purposes shoulu be improved; (2) a plan for
the orderly and efficient Llransfer of program operations
from A.I1.D. to the Government of Indonesia to ensure that
program beneftits have a lasting institutional effect sheculd
be developed; and (3) & payment verification system to
ensure that payments made by A.L.D. for the more than 2,800
subproject activities are proper should be established.

Although some subprojects were reported to be unsuccessful,
a 1986 evaluation reported that the program had success in
raising the incomes of subproject recipients. The
evaluation report claimed that PDP  recipients, on the
average, increased their incomes by 69 cent annually for
each dollar that was spent for direct subproject support.
Of course, the benefit to «cost ratin varied significantly
from 33 cents to $1.66 for cach dollar spent for the eight
targeted provinces. Project aiTicials believed that
progress had been made by the participating provinces and
districts in the planning and ilmplementation of development
activities and that the capacity of the central government
to support such activities had heen increased.

This repert  recommends that USAID/Indonesia (1) improve the
monitoring system to obtain and analyze information needed
te measure progress in achieving project goals and purposes,
(2) develop a plan for the trensfer of program operations to
the Government of Indonecia after ALL.D. withdraws, and (3)
develop a payment verificatisn systen which complies with
A.I.D. regulaticns so  that the propriety of payments made
fFor subproject activities can be ensured. '
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A. Findings and Recommendations

1. A System for Measuring Progress Toward the Projects'

Goal and Purposes Should De E£stablished

The logical frameworks for the Provincial Develcpment
Projects I and II (POP) established the goal and purposes to
be achieved by the projects and identified verifiable
indicators for measuring success in achieving the goal andg

purposes. USAID/Indeunesia could not measure the success of
2,815 PDP  subprojects in realizing the program goal and
purposes. This occurred because an effective management
information system for gathering and analyzing information
concerning progress toward verifiable indicators and
achievements 1in project implementation had not been
established. As a result, USAID/Indonesia could not readily

measure the impact of $44.9 million in A.I.0. funds expended
for PDP,

1

Recommendatipn No. 1

We recommend that USAID/Indonesia establish a monitoring
system for the Provincial Development Projects which gathers
and analyzes information concerning progress toward
verifiable indicators so that achievement of the projects’
goal and purposes can be measured. Such informatian should
include:

- Increases in incomes, production and consumption
resulting from participation in the Provincial
Development Projects;

- Improvements in the qualitv of planning, implementation,
monitoring and evalvuztion of development activities by
participating provincial and district governments
becausec of involvement in the Provincial Development
Projects; and

- Lessons learned by parlicipating provinces and districts
in planning, implementation, monitoring and evaluating
development activities resulting from participation in
the Provincial Develcpment Projects.

Discussion

ihe logical frameworks incorporated in PDP praoject papers
presented  the overall goal and purposes of the PDP program.
They also prescribed a series of verifiable Indicators by
whicn to measure achievement of the goal and purposes. An
gffective reporting and monitoring system must therefore
provide USAID/Indonesia and Government of Indonesia (GOI)
nfficials with infozmation concerning the performance and


http:evaltl;ti.on

results of POP subproject  solivitics  in relation Lo Losse
verifiable indicators. Thi PoP qual, PUTPOSE i and
verifiable indicators as presented in the logical framc.ork
arc as follows:

Narrative Summary Verifiable Indicators
Program Goal - To increase the Increased consumption by
long~term income of rural people. people directly or indi-

rectly benefiting fFrom
PO,
Purpose Number 1: To increase the More timely, accurate,
capacity of central government useful policy and guid-
agencies to support local govern- ance; timely management
ment agencies in target areas decisions based on
to undertake the above activities., improved information

nystems,

Purpose Humber 2: To increase fhe Plans and systems where
capacity of local government none existed previously;
agencies in target areas to under- more comprehensive and
take annual planning and to plan, refined forms of plans
implement, monitor and evaluate and systems where none
rural development activities, had existed previously:

mare aocurate benefi-
ciary selection througi,
improved policy and more
refined techniques of
identification of
Leneficiaries.

Purpose Number 3: To increase the Increased production
production and productive capacitiy 0Ny subiprojeclt bene-
of rural people. Flciaries; skills,

fytiipment ) and organi-
¢ation which helped to
increase rural peoples'
productivity.

A.I1,D. Handbook 3, Project Assictance, Sections 12ZB2  and
12C4 stated that project monitoring and evaluation were
interrelated fFunctions. According to the Handbook,
effective cevaluation of project performance  depended on  a
viable monitoring system which meastred ongoing progress
toward verifiable indicators. Nmonitoring system based on
the wverifiable indicators for POP 1 and 11 should,
therefore, provide the following types of information:

- Baseline date concerning the status of PDP beneficiaries
before participation in the program, including income
levels, production, expenditures and consumption;



- Increases from the Dbaseline in income, production and
consumption resulting from participation in PDP;

- Improvements in the quality of planning, implementation,
monitoring and evaluation of development activities by
participating provincial and district governments
because of involvement in PDP; and

- Lessons learned in the planning, implementation,
monitoring and evalualion of development activities by
participating provinces and districts after involvement
in PDP activities.

USAID/Indonesia could rot measure progress of PDP activities
in achieving the program goal and purposes. Although a
recent evaluation said that, overall, POP had a positive
impact on the incomes cf recipients, USAID/Indonesia lacked
information concerning impact on individual benefliciaries.
Such information was needed to determine progress  toward the
verifiable indicators and success in achieving the progranm
goal and purposes. The Mission did not know the number of
people who had benefited either directly or indirectly from
PDP activities, the changes in the pruoduction or productive
capacity of beneficiaries or the changes in individual
incomes.

In addition, without an effective monitoring syster the
Mission could not be sure that the 2,815 subprojects
implemented in eight 1Indonesian provinces were delivering
sustained iwnefits to the target population, the rural
poor. Accoriiing Lo  the PUP project papers, POP subprojects
should beri«fl! the poorer rurel intahitants of participating
provinces. opecifically, POP activities should target rural
people whose 1ncomes werc below $150 per yzar, based on 1989

prices, and whose diets were less than 2,670 calcories per

day. Examples noted in field reports prepared by FUR
consultants raised questions concegrning  the  targeting and
sustainability of PLP subprojects. Specifically, a

beneficiary received a home garden although he already owned
two houscs, a fairly larce home garden and agricultural

land. Another benefiziary participated in a small industry
subproject, although he owned his own minibus. R cattle
raising project distributed 4 bulls and 48 cows to 26
recipients who already owned cattle. & project to deliver

sheep to farmers distributed animals which were sick  and
suffered aborted fetuses due to  the long journeys to the
villages. A subproject to supply seedlings to farmers was
unsuccessful  as only 300 of the 1500 seedlings survivad
transport to the project site,

USALD/Indonesia could not measure POP progress in developing



the planning, implementation, monitoring and evaluation
capabilities of participating provinces. The Mission could
not determine which of  the eighl PDP provinces were
successfully developing capabilities intended by the
project. At the time of the audit, all eight provinces Hhad
gone through four PDP subproject planning and implementation
cycles. However, the Mission lacked dccumentary evidence
demonstrating changes in the planning and implementation

capabilities of participating provinces. Officials
indicated that several provinces were making significant
progress as a result of participation in PDP. However,

because the provinces in which progress was reported were
selected based on personal impressions and beliefs of
individual officials rather than on documentary evidence,
the reported progress could not be verified, measured nor
analyzed.

POP monitoring and reporting methods did not provide
information needed for measuring progress of PDP activities
in meeting the wverifiable indicalors and in achieving the
program goal and purposes. The chief consultant for two PDP
provinces pointed out the need for better reporting in a
report prepared in June 1986 at the end of his contract
period. He said that:

"Despite efforts in some PDP provinces, PDP has not
yet. been able to introduce adequate systems for
monitoring/reporting on project ... implementation
or evaluating project impact. This effort still
needs to be undertaken."

Two 1981 Project lImplementalijon Letters (FIL) and a 1983

project paper amendment eatablished the monitoring
procedures for PDOP acltivities. Primary respocnsibility for
monitoring was delegated to the Government of Indonesis.
Three types of reports concerning POF subprojects were to be
submitted to USAID/ Indonesia. These r1eports wore (1)
monthly and quarterly progress renorts, (2) guarterly
consultant reports, and (2 7field inspection reports.

However, neither the PIL nor the project amendment specified
the types of information which should be reported. As a
result, the PDP monitoring reports did not provide the types
of ongoing information needed to measure achievement of the
projects' verifiable indicators and monitor progress toward
project goal and purposes.

Preparation of monthly or quarterly progress reports for
each POP  subproject was required by directives from the
Indonesian Ministry of Hoine Affairs., The forms were
initially prescribed in directives issued in 1981 and
revisead in 1985, These reports were prepared by the
district level technical agencies which were also



responsiole for subproject implementation. They were
submitted to the research and wecvaluation section at tne
provincial government levels Tfour review, consolidation and
submission to the Indonesia Ministry of Home Affairs and
USAID/Indonesia.

Although Mission officials indicated that several provinces
had adopted more detailed reporting formats, the two
provinces reviewed by the audit team were submitting only
the GOI required forms which were financially oriented,
geared to the A.I.D. reimbursement process and -prepared in
the Indonesian language. In addition, Phase 11 of the 1986
evaluation stated that these forms were the basis of the PDP
monitoring system project-wide. A review of these forms
revealed that they did not present the types of information
needed for measuring progress toward verifiable indicators.
The reports did nat discuss changes in the incomes,
production, consumption and productivity of recipients; they
did not address changes in the planning and implementation

capabiliticy of participating provinces; nor did they
discuss improvements In  the capacity of the central
government agencies to  support development activitles by

local governments.

For example, a progress vreport dated March 1987 from
Bengkulu Province, which according ta the PDP  consultant was
typical of reports prepared by the province, reported on
seven subprojects implemented during the fiscal vyear 1985/86
planning cycle. The report contained such information as:
a brief description of the activity,; the percentage of funds
dispersed; the degree of implementation that had been
achieved; and a very brief description of the subproject
benefits. The report described a banana orchard demonstra-
tion as 100 percent complcled with 100 percent of funds
disbursed. The subproject benefit was described as "Can be
imitated by farmers." A subproject described as  sovbean
multiplication was also 100 percent completed with 100
percent of funds disbursed. The subproject benefit was
described as "Improve the quality of seeds." The report did
not provide 1information on how well Uthe subprojects were
planned and implemented, lessons learned, economic benefit
derived or the impact on improving the incomes of the rural
poor.

The report on Phase II of the 1986 evaluation said that
progress reporting needed improvement. According to the
report, no clear guidelines were provided to the provinces
and districts as to when the progress reports should be
completed, who should fill them out and at what level and
what types of information should be included.

Quarterly reports prepared by the consultants assigned to



he  2ighe POP . «vinces were identified in the 1983 proje-.ot
pap=: enwendment as - important source of information ..U
USAID/Indonesia concerning PDP  activities. These reporcs
were submitted to USAID/Indonesia, the GOI Ministry of Home
Affairs and, in some cases, the provincial and district
level ngovernments. No standard reporting format had been
prescribed for the consultant reports. Decisions cancerning
the types of information to be included in the reports were
left to each consultant.

Consultant reports covering the period October 1985 through
September (986 for eight POP provinces were analyzed by the
audit team. The analysis of these 43 reports questioned the
value of ihe consultants' reports as a management tool.
This review disclosed that most reports were weighted
heavily toward financial and administrative matters with
little emphasis on the types of information needed to
measure progress teward the program goal and purposes. For
example, all 4% reports presented fipancial deta and
discussed such administrative matters as the consultants®
annual and sick leave schedules, their movements during the
quarter and their olanned activities during the next
gquarter. However, only 5 reporls or 12 percenl discussed
suoproject impact on  the 1ncomes and productivity of
beneficiaries and only 18 reporls or 42 percent described
progress in planning and 1mpliementling  subprojects. None of
the reports provided other types of information needed to
measure progress toward the pyojecls' goal and purposes such
as haseline data concerning the economic status of
svurreject  recipients or  lessons  learned from subproject
implementation.

The third reporting method was the field inspection report
resulting from inspections wcunducted upon completion  of

subpreject implementation. According to the PlLs whicn
established the monitoring precedures, these reparts were
intended Lo provide information concerning implementation

progress ol  subprojects, problems encountered and lessans
learned, as well as whether the activity had been completed
and was ready for relmbursement. However, these reports
were incomplete and geared to the USAID reimbursement
process. As a result, their benefit as a means of measuring
progress toward project goals and purposes was questionable.

The field inspection reports were prepared by a joint team
compused of represcentatives from USAID/Indonesia and the GUIL
central and provincial governments. The reports identified
subprojects which had been inspected. However, they did not
identify the wvillages wunder each subproject which had been
revicwed by the inspection  team. Since each subpraoject
could be implemented in as many as five villages, the
reports did not adequately document the inspection process.

10



As a result, the Mission di¢t nui know which villages und=r
each subproject had been inspecten and which ones nac nos.
In addition, the inspection reporis did  not  discuss  tne
impact of subprojects wupon recipients or identify lessons
learned that could be used by the provincial gqovernments in
planning, designing and implementing future subprojects.

In response to the audit team's initial impressions
concerning the PDP reporting system, USAID/Indonesia
identified several other mechanisms which they said providged
information concerning program activities. These included
special evaluations, special and end-of-term consultant
reports, consultant conferences and workshops. According to
the Mission, each PDP province had wused local universities
to conduct at least one evaluation on PDP's impact. Special
consultants reports on topics related to PDP had been
prepared as needed or as requested by USAID and the GOI.
Annual consultant conferences had been held dealing with
specific themes such as plapning, monitoring, evaluation or
technical assistance. Two workshops were sponsored by the
GOL tc discuss similar topics.

Mission officials provided do.oweravion related Lo thiee
consultant conferences helu ir Mav 1981, March 1984 and
October 1985, Analysis oif the-we documents revealed that

they cid not provide the tynes oF :nformation needed for
measuring progress toward proicct auals and objectives. The
documents were simply anncuncement  Letters stating the
places, dates and BUTPGSE JOr conferences and the
discussion agenda for each. The canference held in October
1985 focused on the POP mondioring and evaluation system.
According to the conference agenua, discussions included the
monitoring and evaluation <oy<ice. .o several POP praovinces
and the PDP planning and reimi.ursement systems. However,
the documentation did not incluue  summaries of conference

discussions, conclusions concerning progress and problems in
implementing the overall FULP mounitoring and evaluation
system, recommendations for improving the program or
evaluation of progress in meeting program goals and
objectives.

Officials also provided a document which resulted from a
1981 PDP workshop. However, the value of the document as a
USAID management tool was questionable since it was written
entirely in the Indonesian language.

Special evaluations, conferences and workshaops were
important methods four exchanging information between
provinces, GOI ano USAID/Indonesia personnel, and PDP
consultants. However, benefits from these activities were
limited because they only allow the exchange of information
concerning subproject status and overall PDP implementation
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on the status of the GUI's progress in decentralization, the
types of assistance USAID/ Indonesia could best provide and
the level of staff required to adequately manage, monitor
and report on PDP-type assistance. Management concluded
that "...It 1is not developmentally or politically practical
to translate this judgment into immediate, in some cases,
radical changes 1in how the remaining support under PDP I and
I1 is to be provided."

Management believed that the type and specificity of
subproject manitoring called for in the report was
inconsistent with the projects' goals and purposes.
Management contended that a monitoring and information
system for POP existed which was adequate to provide
informaticn consistent with tne management style appropriate

for a decentralized program with broadly defined
institutional development objectives. This system consisted
of consultants' reports, fijeld inspection reports and
evaluations. Management also said that the projects' goals

and purposes were not easily quantifiable or verifiable,
therefore it was difficult to determine when the project had
achieved its objectives. Management believed that this was
a problem common to most institution building projects.

However, management commented that a number of steps had
been taken to sharpen and further define project objectives

SO that nprogress in achieving them could be better
assessed. Further steps in conjunction with the GOI were
planned to identify and document progress toward

objectives. Yet, a consolidated statement of these plans
had not been prepared because of the reorganization of the
GOl implementing agency which had been in process for the
past two years. Flans included a national seminar with GOI,
University and donor particip=zrts to review PDP's progress
in anstitutional development. The results of this seminar
could become the basis for a tinal project evaluation in
1989, Management proposed to repeat the 1986 survey on
beneficlary impact as part of the final evaluation to assess
progress In increased beneficiary incomes. In addition,
management had included a new form as part of the field
inspection. This form identified the location of the POP
subproject being inspected and the number of beneficiaries,
assessed the quality and apprbpriateness of implementation
and identified lessons learned. Finally, management sald
that with the completion of the reorganization of the GO!
implementing agency in  Uecember 1987, it would be possible
to develop a plan consisctent with project goals, objectives
and management practices.

Office of the Inspector General Comments

Management contended that, because PDP 1 and 11 were
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institution building projects, indicators of progress ‘ftoward
project goal and purposes could not be established a5 in
non-institution building projects. tstavlisning veriiiatle
indicators for Institution building projects can he
difficult. Such indicators can not always be expressed in
easily quantifiable terms. However, subjective assessments
of progress toward project goals and objectives can be made
if an effective information system for monitoring project

implementation has been established and baseline
information, expressed either quantitatively or
qualitatively, has been collected. Without these key
elements, assessments of progress toward institution

building goals and purposes can only be made through
impressions and unsubstantiated opinions.

In its response to the diaft audit report, management
implied that trade-offs were made in the nlanning and
implementation of PDP subprojects. Management said that
less technically sounu and efflcient activities were
implemented in order to achieve gains in the GOI's Capacity
to manage programs. It is true vthact tne planning and
implementation of PDP subprojects cou.d  have been mmproverd,
However, it 1is questionable whetr.r the Lrade-of s 1mplied
in their comments were neressar ;0 oy Anproeprlate, tlad
baseline information on the Mariag2ment capacity of the LGOI
been collected before the projects  Leaan and  an efferclive
management information system as Gescrited in  the audit
report been established, management could have ideritified
and terminated those project activities which were not
contributing to the projects' institution building goal and
purposes. Without these key manayement elements, wmanagers
could not effectively measure proyr.e  results or lustify
program costs in terms of improvemencs in Lhe Mane gement
capabilities of the GOIL.

USAID/Indonesia contended that a management information
system for PDP was unnecessary and contrary to the
institution ouildirg goal and purposes of the projects,
Yet, they had tsken action to establish such a system. 1In
June 1987, after preliminary audit results were presented to
management, subproject field inspectors were provided a form
to be filled out for each, subproject. If properly
completed, this form gave information on subproject
locations, qualitative assessments of each subproject,
number of beneficiaries, quality of implementation and
lessons learned. This new procedure was certainly a step in
the right direction and should have begun to provide the
types of information needed to effectively manage PUP and
astess progress 1in achieving the program goal and purposes.
It is regretful that this procedure was not iImplemented
earlier in response to recommendations from two project
evaluations conducted in 1981 and 1586, Both evaluations
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recommended  improvements o Che systemn for MGAELOL
project implementation.

Management  statod  that a4 primary  reassn tor renawing i
technical assistance contract onder PDP i 1984 was Lo
develop a functional and practical mon:toring and evaluation
system for the program. However, the system which resulted
from this contract renewal was not adooted by the GOI.
Elements of the system were implemcocced "o ool Lwo of  the
eight provinces in which Uhe projects had  “*i1vities. As a3
result, benefits derived from the $3.8 willion spent to
renew the consultant contract were qguestiovnable.
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2. A _Plan_for Orderly A.L.I. Wiibdrawa! From fhe Provine il
Development Projects Shaulu T Prepar d

The Project Papers for  the “rovincial Uevelopment Projceccts
(PDP) sald that as a4 model for replication in otler
Government of Indonesia (GOI) programs, the projects showulc
gradually reduce dependency of participating provinces nn

A.1.D. and consultants tor planning, implementing,
monitoring and evaluating development activities by building
local capacity to perform these fenctions., However, ti.-

audit found that Improvements in planning, implementin g,
monitoring and evaluating development activities made at the
provincial and district levels may not continue after A.I.L.
withdraws from the program and such improvements may not he
replicated in aother GUI programs. 1This could occur because
a plan for A.I.D. orderly withdrawal from the program had
not been developed. As a result, the $18 wmillion in A.1.D.
funds spent for technical assistance toe improve the
planning, monitoring, implementation dand evaluation
capabilities of participating provinces and districts may
not have lasting impact.

Recummendation No. 2

We recommend that USAID/Indonesia develop o plan for  oie
orderly transfer of operations of the Provincial Develepment
Projects to the Government of Indcnesia, This plan shoule:

a. Discuss how USATD/ Indonesia Can assist the
Government of Indonesia  in assuming responsicility,
for technical services nesessary fur sustaining

program activities,

b. ldentifty uther Fanatng  sources  for  develooment
activities planne and implement ed under tha
Provincial Development Projecis; and

c. Identify those aspects of the Frovincial
Development Projects which will continue after the
program ends and discuss relationships to any
follow-on activities.

Discussion

The PDP project papers said that the projects should develap
sustainable systems  and approaches  which could serve as
models for replication in other g9I programs. The projerct
papers also  said  Lhat a  benchmerk for measuring PO s
success  will be  the growth in  the number of GOI progrums
which adoplt the POR planning process, information system and
cmphasis  on accountanility for implementation. The project
papers directed that the projects tuild functioning systems
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entire FDP program wcald not continue, a forma: plan for
A.1.D. withdrawal was not necessary.

A formalized plan for orderly withdrawal is needed to ensure
the orderly transfer of PDP activities to the GOL. Even if
POP in its entirety does not continue, & plan should be
prepared which identifies those aspects o! the projram that
will continue and relates these to the new project to be
iniviated. The plan is hecessary tu ensure thal alternstive
funding sources for PUP activities are found and that there
1s an orre:ly phaseout of A,L1.D. funded technical assistance
with transfer of vresponsibilities to the GUI. Otherwise,
improvements made in plarning and implementing development
activities at the provincial and district levels will not
continue. As a resulft, the %18 million in A.I.D. funds
spent for technical assistance to improve the planning,
monitoring, implementation and evaluation napabilities of
participating provinces and districts may not have lasting
impact.

Management Comments

Management saiag that PDP was 4 very decentralized program
which placed responsibility for administering and managing
subproject activities with local government officials,
Therefore, there was no need Lo transfer these activities as
would be required in other type projects. Also.  manageiment
sald  that PFDP  experience had developed the capal-ilities of
local governments to identify technical assistance needs  and

to locate and contract for technical  assistance  as
necessary. Management bhelieved that while sOme teoal
institutions were sStill weak in certain manacement shiils,
providiog technical assiobance wouio Do less  ProducLa ue than
ailowing these institutions to manaygye their  own prourams
without relying heavily on outside consultanla, For

provinces were instructed, in  October 1987, tu devel_op a
close-uut approach during their tipal year of  POP funding.
Provinces were expected to determine priorities and identify
those program elements which could be continued after PDP
funding ended.

Uffice of the Inspecltor General Comments

Budgetary problems facing the GOl make a plan for A.I1.D.
withdrawal from PDP necessary to ensure that funds are
available to continue PDP activities. A consculidation of
the close-out plans prepared by participating PDP provinces
could become the basis for a project-wide plan for A.[.D.
withdrawal from the pregram and a transfer of project
responsibilities to the GUI,
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3. A Paymery¢ Vevification System Needs lo be Cstablispea

A.I.D. Handbooic 2 Froject Assistance, required Pran
projects funded under the pure fixed amount reimbursem: r
variation of fixed amount reimbursement (FAR) procedures o:
inspected and that costs be wverified for projects fuided
under tne percentage of actual cost reimbursement variaticn
of FAR procedures before A.I.D. reimbursement payments are
made. USAID/Indonesia provided financial supvort fo. 2 215
subprojects wunder the Provincial Development Projecos (P0OF)
without adequate assurance that the resources were actuasly
delivered and subprojects were completed,. This ouvcurico
because the inspection requirements of the pure FAR
variation were unsuited to POP subprojects and procedures
followed by USAID/Indonesia under the percentage of actual
cost reimbursement variation did not comply with Handbook 3

requirements, As a result, A.I1.D. could not be assured of
the propriety of payments totalling $11.6 million for
subprojects under the pure FAR wvariation or of future

payments under the percentage of actual cost reimbursement
variation.

Recommendation No. 3

We recommend that USAID/Indonesia develop a payment
verification system for Provincial Development Projects I
and 11 *that complies with A.1.D. Handbook 3 requirements.

Discussion

A.T.0. Handbook 3, Appendix 3J, titled Use of Fixed Bnroount
Reimbursement Method for Local Cost  Financing, prescrined

the  antewnal  conltrols for AJLLD, relmbulsements uncn: Fiaed
amount reimbursement procedures to ensure that payments wade
by A.l.u.  for project activities are proper, approoriite 5o
reasonable. Under the pure flixed amount reimbur . enit
variation of FAR procedures, A.I.D. Handbook 3 required that
A 1.0, inspect completed subproject activities before
payment 1is made. Further, A.I.D. must be assured that the

completed activity complies with plans and specifications.
Payments are not Dbased on actual cost. Rather, the amount
of reimbursement ls fixed In advance based on cost estimates
reviewed and approved by A.T.D. However, under the
percentage of actual cost reimbursement variation of FAR
procedures, A.Il.D. Handbook 3 required that payments bLe made
only after actual costs are veritied for completed
subprojects on & total or sample basis depending upon the
USAID assessment of the implementing agency's ability to
maintain accurate cost records. The sample should also be
large enouygh to represent the universe.

USA1D/Indonesia made payments under the pure FAR variaiion
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withou!t adeguate assurance that the goods and  sér.ites were
delivered Ji that  Lhe  subprojocts  were completed. L
addition, USALU/ . rivuacsia could not be assured  that  paymend s
under the percentaye of actual cost reimbursement variat.on
of FAR procedures were proper.

USALD/1ndonesia made payments for POP  subprojects wunder the
pure FAR variation from initiation of the program in 1578
through the 1984-158% subproject planning and implemertato:
cycle. Beginning with the 1985-1986 cycle the reimbursement
method was changed to the percentaye af actual cost
reimbursement variation of FAKR procedures. According to o
1983 amenament to the Project Paper, this chiange was made
because the percentaye or actual cost reimbursement
variation was better suited to  the large number of
subproject activities.

Payment veriricaticn procedures followed by USAID/Indonesia
and the woveroment of  Indonesia  (GUL)  under pure F4R and
percentage of actual cost reimbursement variations were
basically the same. OUnce durinyg each PLP planning cycle &an
inspection team  visited subprojects which had weer ¢ ;1w
implemented to review activities. These teams consistea ofr
representatives from USAID/Indonesia, the GUL Ministries of
Home Affairs and Finance and local government officialis,
The inspection teams interviewed recipients and revieweg
village, district and provincial documentatiun concerning
commodities and services delivered. Results weie tnon
compared to taer sabproject budget of sstimated costs. Undger
the pure FAR variation, USAlLD/Indonesia's reimbursements
wer2 based on an zpproved percentagye of  estimated cost  Tor

each subproject. Under  the percentage of  actuz! cost
reimbursement varictivi, pdywenl, wWwere vdscad o, & prroentage

of subproject uactual costs,

Proguct  ofrizzals  ayreed that tne puic FAK variatior was

inappropricte for PHP. Handbook 2, Appenuds 33, cquiseo
that 4ll sapproject sites be inspected for activities fonded
under the pure FAR variation. Under PDP 1 and II1 more than
2,800 subprojects, at an averauyce cost of $10,5%9 per
subproject, were established in  eight Indonesian provinces.
Each of these subprojects was lmplemented in as many as five
different villages. As a result, cempliance with  the 100
percent inspection requirecment  under the pure FAR variation
could have required Inspection of Mo e bhvin 14,000
subproject  sites. USALD/ Indonesia  ofticials Laid Coat such
an extensive inupection requirement  was  Tmpossibic  tn acet
because ot limited stafft and  the temote locations of mpany
subproject sites. As a4 result, progject officials changed
the  funding method  from the pure FAR  variation to  the
percentage of actual cost reimbursement  variaticn. Since
Handbook 3, Appendix 3J, allowed for reimbursement bLased on
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inspection of a sumple of subproject  sites, ULSAID/indonesia
officinls folt Lhat the percentage of detual cog:
reimbursement variation was much more appropriusie for POUF
subprojectsa.

USAID/TIndonesia could not be assured thal reimbursement
payments madn under the percentage of actual cost
reimbursement variation were proper because ol inadequacies
in cost veritication and sample  selection  proccdures. e
Mission made relmbursements of a percentage  of  the
subproject's actual costs as identified in Listings supplicd
by the LOI agency responsible for mplementing  the
subproject. However, no verification of the cost data was
made . Whether custs presented in the listings represented
actual costs was questionable. For example, ccmparisons of
actual cost listings for two subprojects to the budgeted
cost estimates prepared almost a year earlier revealed that
line items equalled the budgeted cost.

The audit team attempted to verify actual cost for two FDP
subprojects by reviewing payment vouchers for goods and

services delivered under the subprojects. However,
inadequacies in GU! internal control procedures for managing
subproject costs made such verifications impossibile. Fov

example, rather ‘than accepting receipts from vendors uprun
payment for goods and services, the government  employee
making the purchase prepared a  payment  voucher which was
signed by the vendor certifying that the purchase was mnadc .
This voucher  was  then  userd by the vendor Le TUC e
payment. Since  the government employee making the purchase
alvo prepared the sales voucher, there was no  assdarance  that
the voucher red tect ed the actual  price pasd  Sor  Lhe
commudities or Lol cloen. Inadgdition, amounts Gl Lhe
payment vouchzrs  for  the two subprojects were questionable .
They were always in fioures rounded Lo Lhe nearcet Lhousand
rupiah, Voucher totals for the twu subprojects aiways
equalled the line item in  the subproject  budget  estimates,
although these westimates were prepared as much as a year in
advance of the subproject purchases.

For example, a line item in one ot Lhe subproject  budgets
for materials fto be wused  in monitoring and  supervision

totalled dlus.00. A review "ol the GOL accounting records
for this line item  revedaled  four payment  vouchers for
exactly bab. /% cach, The vouchers —- one cach in June, July
and two in Hoveober [98% <« were usoed Lo buy oftvice  supplies

such as Lyping  paper, Lnlc, and  eracers, Even though the
estimated subpooject budget was preparcd  in Novenbeo Luya,
one year before the  last  bwo purchases, the Tour vouchers
totalled exactly the $183.00 in  Lhe entimaled budget
Another example  involved o budget  Line item for materials
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for a training course in agriculture and irrigaticn

techniques. The budget estimated cost was $204.00. A
review of the GOI accounting documents revealed four payment
vouchers with totals rounded to the nearest thousana

rupiah. All four purchases were made during March 1985 for
training equipment and office supplies. Although the budget
was prepared in November 1984, the four vouchers totalled
exactly the $204.00 in the estimated budget.

Procedures for selecting subproject sites for review by the
inspection team did not assure that those selected
adequately represented all sites wunder the subproject.
USAID/Indunesia officials said that inspection teams
followed informal criteria in selecting villages for
review. ihese inc luded selecting villages which had
reported implementation problems and those where local
uofficials considered implementation to have been
particularly successful. However, the criteria had not been
documented. In addition, wmost inspection reports prepared
by the teams did not  indicate how or why villages were
selected nor dJdiu they always identify the sites visited.
Reports ounly identified villages where »nroblems were noted.
As a resull, USALD/Indonesia couls not be assured that
procedures followed by inspection teams in each of the eight
POP provinces were consistent or that samples selected by
the inspection teams were sufficiently large to adequately
reflect all subproject sites,

The 10U percent inspection requirement under the pure FAR
variation wmade this wmethod of project funding inappropriate
for PDP subprojects. As a result, USAID/Indonesia lacked
assurance that relimbursement payments under the pure FAR
variation totaling $11.6 million for subproject activities
were proper., In addition, procedures followed by
USALD/ Indonesia in  inspeccing  and accepting subprojects
funded  under  the percentage of actual cost reimbursement
variatiun did nct conform to requirements of A.1.D0. Handbooi
3, Appendix 33, As a result, the propriety of payments made
under this variation was questionable.

In response Lo the audit team's initial impressions
concerning the  payment  verification system, USAlD/Indonesia
scheduled o tinancial management review of at least two PDP
provinces during September 1987,

Management planned to develnp an appropriate payment
verification system for PDP, AN voucher verification review
of two PDP  provinces was to be completed in January 1988.
In addition, increases in USALID/Indonesia's firnancial
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analysis capabilities were planned which  should improve
payment verification coverage. '

Planned actions to be taken by manaacment  should meet the
intent of this recommendalion. The recommendation will be
closed when our office receives cgocumentary evidence
demonstrating that an approved payment verification system
has been implemented and actions have been taken to correct
systemic weaknesses noted during vouchcer verifications of
two PDP provinces.
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B. GComuliam e ad_Inteynal Controle

Compllance

As discussed 1n the report, the audit identified bt
instances of non-compliance with A.1.D. regulations. Fire-,
planning and 1lmplementation of tne Provincial Developme:n:*
Projects (PDP) was not adequately monitored to ensure t-=
efficient and effective use of program resvurces. Second, =
plan for the orderly transfer of program activities to Lhe
Government oi  Indonesia  (GU1) to  ensure that activities
continue after A.1.0. involvemoent ends hrad not REERIE
prepared. ihivd, an offcctive  payment verification systed
for ensuring that payments made by A.1.D. for subproject
activities were proper had not been established. Nothing
came tc the auditors' cttention as a result of specific
procedures that caused them to believe untested items wero
not in ~ompliance with applicable lews and requlations.

Internal Contiuls

A review c¢f GOl financial records for PDP subprojeotey
revealed & lack of effective internal controls for managy.rg
costs of these activities, For example, rather then
accepting receipts from vendors upon payment for goods and
services, the GOI employee making the purchase prepared &

¢

payment  voeucher  which was  signed by the vendor certifvicg

; ‘o
that the purchase was made. [his voucher was then ysed By
the vendor to cecelve payment, Since the governnsaiit

employee making the purchase also prepared the sales
voucher, thege  was no  assurance that “he voucher reflectod

the acteal orice paid Tor Lthe comsoditics 01 servicas. In
addition, amounts on the payment vouchers anpeared
questionable  because  they weve always 1n rounded figures =nd

equziled the line item in the subproject budget est:uwntns
See Finding  Humber 3 tor  details. Nothing came o b
auditors' attention as a result of specific procedures tnat
caused them to believe untested items were not in compliance
with applicable laws and regulations.
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C, Other Pertinent Matieis

Audit work identified two subprojects where honoraris &nv
salary supplements were paid from project funds o
interrelated functions. These payments were made allhougn
A.I.0. policy guidance and USAlD/Indoresia Mission Orcer
Number 1900.2 prohibited employees of the Government of

Indonesia from receiving duplicate honcraria and salaxy
supplements from more than one soyrce for the gzme
activity. The audit  team reviewed payment vouchers for
goods and services delivered wunder two subprojects. This
review identified two subproject managers who were paid
hongraria from project funds totalling 3402 for

participating 1in the training program and salary supplements
totalling $25 for serving on the training committees andg
teaching the same training courses. Both recipients were
salaried employees of the Government of Indonesia.

In its response to the draft audit report, USAID/Indcresia
said that ‘tney 1eviewed 30 subproject budgets and that, in

each case, honoraria were identified under the wages
category. USAID/Indonesia also said that they finance cnl,
a portion of the ov:rall cost of subproject activities und

that these funds are not identifiable by budget line item.
USAID/Indonesia attributed honoraria payments to Lhe
Government of Indonesia contribution to subproject funding.

The Office of the Regional Inspector General, Manila has
planned an audit of honoraria and salary supplement payments
in Indonesia during fiscal 1988. Any significant issues on
salary supplementation will be developed in that audit.
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AUDLT OF THEE LINDONESIAN
PROVINCIAL OEVELOPMENT PROJECTS I AND 11

PART II1 - EXHIBITS AND APPENDICES




Provincial Development Projects I and 11 Exhibit 1
Financial Summary
Project Numbers 497-0264 and 497-0276
As of December 31, 1987

Obligations Expenditures

Provincial Development Project 1

Grant Funds $ 5,100,000 $ 4,967,927
Loan Funds 12,500,000 8,640,063
Subtotal $17,600,000 $13,607,990

Provincial Development Project 11

Grant Funds $12,400,000 $ 9,762,918
Loan Funds .29,100,000 21,494,035
Subtotal $41,500,000 $31,256,953

Program Totals - Provincial Develorment Projects I and Il

Grant Funds $17,500,000 $14,730,845
Loan Funds 41,600,000 30,134,098
Total $59,100,000 $44,864,943
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APPENDIX A
page 6 of 22

3/11 UNCLASSIFIED JAKARTA E18972/Eﬁ

SUCCESSFUL DECENTRALIZED ADMINISTRATICN, TUPERVISION AND
MANACEMENT BY SUB-DISTRICT OFFICIALS OF VILLAGE LEVEL
CREDIT ACTIVITIES.

TEE EVALUATION NOTED THAT PDP’S IMPAUT WAS GHELTER ON
PLANKING PROCESSES THAN ON SUEPRDJECT IHPLEMENTATION WITH
RESPECT TO MALING IMPROVEMENTS AND CEANGES. FROGPRESS
ACEIEVEID wAS INDICATED 2Y IMPROVED INTZESECTCURAL
COORDINATION, GARE!TEZ FOCCS OR TXE NEuDC OF TZE RUAAL
POOR AND INCREASED IAVOLVEMENT OF LOWLR LEVELS OF
GOVEENMENT AGENCIES. FROCEESS ON SUEZFOJECT TECHENICAL
CONTINT WAS LESS DRA~ATIC, ZUT NEw L25E0ACHES AND
PPOGRAMS WEFEZ IDINTIFIZD A5 INDICA™OFS OF PROGEESS.
MONITOREING AND EVAIUATION WERE LOTED AS THE WEALEST ARELS
IN PD?°S EXFOPTS. Ih 40 ATTEMPT 10 ALDERSES TEIS ISSUT
T35 1983 PDP 11 AMENDMENT AND TET SUSSEZOUENT DAL Ta
ONTReCT EXTENSION DEVELOFID A STRATESY TO DESICN AKD PUT
IN PLACT A MONITORING AND TYALUATION SYS™EM 70 IMPROVE
LOCAL GOVERNMENT CAPABILITIES TO MANACE THEIR PFOGERAME,

PPOGRESS TUWAPD TARGETTING TEY EURAL 2002 44AS SUTED TO FE
SLTIEFACTORY . TSPECIALLY COMPLTED TO NOPNLL GOI
DEVELOPMZ.T FPOGRAMS WEICE DD KOT ELICIT IDEAS o2
PERTICIZATICN FROM BENEFICIERIES NOR SPICIFICALLY
IDENTIZY TEL RURAL FOCR PCPULATIONS 45 THE EECIPIENTS OF
3T

3/11 UNCLASSIFIED JALARTA 218372/¢3
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APPENDIY

UNCLASTSECTION W3S OF NUCJAEARTA 18070

< £ORT IO DESIGI PROIECTS wHICH AWy ATPPOPHIATE AND
RESPONSIVE WG LOCAL NEEDS AND CONDITIONS . FOR EXAMPLE,
NEICEFOPING PHD» VILLACKS MY PAVE HMOMECAYDEN PROJECTS,
BUT OFFICIATS DNDER PDP PROJEC TS MAT PLAN DIFFSEENT CROPS
FOR EACE VILLAGYE DEPENDING OU DIFFEYENCES TN VILLACE
CONDITIONS. TRIS 1S NOT THE CASE FOR THE COY’S NOVPMAL
(NON-PDP) SECTODRAL FHOGHAMS WHERE PACEAGES OF INDPUTS
GENEFALLY FEUMAIN THE SAME REGARDLEDS 0¥ LOCAL CONDITIONS
OR PREFERENCES.

TEL EVALUATION NOTES INCREAGT] TNSTITGTION AL JRAYNING
TIROUGY CHANGES IN TUOUGHT PROCESSES, IDBAS AND
AFFPOACYES .  FCR INSTANCE, THURE IS MORZ THROBMATION
SHARING AND COORDINATION AMONG THE VARIOUS LCCAL
DEVELOPMENT AGENCIES WwHICH NCYUMALLY DO nO™ HAVE Tun
OFPORTUNITY TO DO SO IN SECTORAL PROGEANS . ILDIVIDUALS
INVOLVED IN F2P2 PHIN- mQow i, TIRMS OF PROJECT IMPACT AND
SUSTAINAEILITY . TEEEL 1§ ALSO INCEZASED wILLINGNESS TO
USE PLANNING DOCUMENTS A4S FLEX1BLE TOQLS KATHI®R THaN
RIGID 30DCETS WHICY CANNOT BE CHANGEL.  FPROJELCT PLANS ARE
MCRE SPECIFIC N DESCPIBING EXPZCTED OUTPUTS, INENTIFYING
NUM3ER OF RECIPLENTS, AND PROJECT ACTIVITY LOCATIONS.

THE EVALUATION CITES VARIOUS SXAMELES 0% IKSTITUTIONAL
LEAPNING WHESE GOI OFFICIALS 2472 DEMONSTRATED SOUNMD
MANAGEMINT PRACTICHS Qv pUp SUB2ROJECTS.

TZ2E EVILUS DTN D2S0FT1R5S SEVRNAL EXAMPIFC 0F INNCVATIONS
RECULTING FEOM Thp A Sycuis Ir BLOCK GRANT FOLDING IS
USED B7 SEVEFAL (42 PHOVINCES JEZTI ZACS LISTRICT IS
GIVEN TIEIY Awamiis] YLLOCATION LEVELS EY TEE PPOVINCE, BUT
INSTEJCTED 1G SU3MIT EFEOENSALS FOROLEZVILS OF FUNDS
GEEATER TEAN I FLOCY AMOUNT. PIOPOSALS ARZ TEEN RANCED
BY TEXL DPROVIGULIAL @APEENA FOT RITALTTY AND SOUNDNESS S0
TEAT DISTPICTS wITH ®REmonv PROCOCELS ARE 175 ADDITICNAL

FUNDING.  T2h Srspiyy Has ENCOURLOED RAPID IMPTOVENREYT IN
PPOFOCALS AND PLANS 3Y 7Ef, DISTRICTS @HOSE PROPOSALS

WERE ECJECTEID AND RECEIVED LESS OVERALL FUNLING. ANOTHEY
INNOVATION IS CRHTVAL Jave’c DeCEVTLALLIZATION OF PLANNING
AND MANAGTHENT T sgavnoracn. T TEA SUEDISIETCT LEVEL.
TEIS IS THY FINCT Cisp [ INDURLSTA 0F PROJaeTs FEING
MANAGED T TEIS LEVLL UOHAE BZEN TRIND LN gosge APELS.

PDP QU‘.)Dorm'.‘h h:)rrlv' :;31«.";‘\,‘.-: Cmae Lmorn I,: ,-~_n‘-z)[,L REWE
Ve Y e LUy roun A ST e e L VI T X )

DESTI OONONC COILsTER:C LOANE . ZA8Y A¢CEes T SMALL LOENS

FOR Puasn voos, ! w8 SUFEICIENTLY H103 70 CCVEZ

COSTS, AND alEU7aTs
MAJOFITY b oone

D, A22 NOW USen 1w 73z

BOTH THL 1, N e Pt R T ALUS T OLY oo

QUALITY OF TEL [nrORMATION GOITENG INTO THE MISSTON
TAROUGH Uy wByirwy, SONITORING aMD INFORMATION SYSTEM,
THE STSISM FROVIDES INFOUMATION OXN A PEGULAR BASIS AND
CONSTISTE Or DOCUIENTS AND REPOPTS IN ENGLISE OFR
INDONESTAN, wiled akg SUBJECTIVELY AMALYSED A® REGULAR
INTERVALS 70 DRT R0 s POPTS STATRS OF ACHIEVEMENT.
EXANPLIL OF PLCULAG 50URCES OF [NFOFMATION INCLYUDE:
MINTOTES DAL INSTROCPTONS (INMEN), ANKUAL OPERATIONAL
PLANS (FOTY) voppaRaD uy DISTRICTS AND PROVINCES; VIRBAL
AND WETTTRN Viporys o BI-ANNTAL MONTTOYING TRIPS FOv

e lAan T3x

v
o
a

.
s
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REIMBUPSEMENT PURPUSES; CONSULTANT’S CUARTERLY
2EPORTS; SPECIAL BEPORTS; SPECIAL LVALUATIONS;

218972/¢5

AND FINAL

REFTEL

CONIERINCES; AND NATIONAL PDP dORKSJ0rS.  (S3E
SLCTION 1 POINY 1 FOR A DLTAILED DESCRIPTION CF T3E

INFO
US4l
VARI

FMATION SYSTEM USED ¥0R FD?). THE 4BOVE PROVILF
D wITH PEGULL®, TIMELY AND AFrPPOZEILTE IA}J‘WF”IJ' Ch

OQUS AEP=CTS OF PECQJECT 1wPL= MENTATION FROM

w3IicCy

MISEION CAN DETER™MINE TRE RELAT IVE PRGCEZES oF nug
PE0JLCT.

TR OTIAMELI, COMPATING INITIAL CITE MOZZ EECLNT INMEN,
SEAID ZELIZTZS TEL™ 3400TL 6f¢ I“"'O»:D TEZ CULLITY OF
INSTREUCTIZNG SEnT 70 que ::OVI” . TEZ INSTEOCTICNS APE
MOXE COMPLETEI, FROVICZ mpR: p'“'I’" FQII’7 GUILELINES,
AND BAVE OVER "EE PERICD COF ®D2 Man: £CLSSrrY CQAHGVS IN
TIT GUIIZLINES . FOR EXiMETE, muT IH”fh IN 1222 CSARGED
TEE POLICY QN =Ca DPDP CPEDIT PFOTELANS SZOULD RE DESIGNED
S0 TEAT SUCE FRCGRAMS WCULD 3F PUJ TEZ0UCE LOCLL BANEZING
INSTITUTICNS KATHER THAN THROUGHE TECINICAL AGINCIES AS
PREVIOUSLY.

USAETD 1T Kni w0 2S348Y PROGEDSS MAlZ IN TEE ELANNING
CeZATILITIND OF UKL PPOVINCIAL AND DISTEICT TLPPEDL
(DEVEL2PHERT FLAKNING BOARDE ) BY FEVIEWING 73z

3T

5/11 UNCLASSIFIED JEXAETA 218972/¢5

APP}VD’A A

page

197°0F 22



APPENDIX

A

page 11 of

'UNCIAJ SEUTIONTHGTTY 11 JATXITATIEGTZ

PPLP&PA 10H AND LONTENT OF ANNUAL PLANS (R07S) ©acs
JEAE.  &5CBSSMENT DF THE FROGRESE I3 MADI 3y 207 E U5L1D
IEN STAYF AND TEE PLANNING CONSULTLN ’. ERD DISCUSSE
YITE PROVINCIAL AND DISTRICT QFFICI&LS PRIDE 0 TEE
'PREPARATIONS OF FIN£L DOCUMENTS. TEX D'7 CEITF 0F FpARTY,

IN ZIS END OF CONSULTANCY REPORT IN 1398€ FOUND THAT WEILE

SIGNIFFCAAT PHCGRESS EAS BEEN MALE (AFTER T 207 CYCLES)
THERE W4S STILL A NEED OR FUETHER IMPPOVENENT. USAID
RESPORDED TU TEIS AND IXTENDED TECHNICAL ASSISTANCE AND
FUNDING E0R 1 ADDITIONAL FLANNING CYCLE IN 4 PROVINCES,
AND < %DDI“IONAI CYCIES FOR THE REMAINING 4 PPOVINCES.

WEILE P”OC.ESS [h PLANNIIG IS TIZFICULTY TO QUARTITY,
QUALITATIVZ ASPECTS CAN BL USED TO INDICATE PROCRESS.
FOR EXAMPLE, CENTRAL JAVA, TgE% PDOVINC“ CONSITCESRED TO Bg
MOST ADVANCED IN PLANNING CAPASILITIES, PREDLEES ANNTLY
PLANS #dICE STO¥ LOGICAL DEVELOPMENT O‘ PEOZPRANS INTO
CPERATIONALIZELD PROJECTS TARGTTED TO WFLL IIMATI:ILU
RECIPIENT GROUPS. THE PROVINCIAL ANNULL PLAN SUPPOKTS

AND COMPLEMENTS TES INDIVIDUAL DISTRICT ALNUAL PLANS, AND

THLRE IS MUORZT REZAL LOCAL PARTICIPATION IN PRIPARATION OF
TIE DISTRICT ANNUAL PLANS TUAN [N MOST OTEZP 29D
PROVINCEZS. BY COMFARISOK, PROGIEESS IN SIUTE SALIMANTAN
BAS BzIN CLOWEPR, BUT TEZRZ AEZ SIGNS OF IMPROTEMENT
INJICATED BY PDOVINCIRL‘Y INTTIATED AND OBGANIZED
MISTINGS IN FL? VILLAGES AIMED TO INCRYASE PEIAL
PLrTICI2ATICN ZY PECTPIENTS IN PLANNING. 7E= PROVINCE
ALED BAS STARTED 4 NEW SYSTEM FOD EV&LU&TING P20OPOSED
PROJZCTS EASZID CN JZIGETID RANCING OF TEZ PROFOSLL’S
DIZECT THDACY ON PD? BENZFICIARIZES. USTAINAZILITY,
CORT-ZUNEFIT ESTIMATIS, AMD TEC“”IL" FZASI3ILITY A“DNG
TEEE CPITEPLA.

PEQGFERS CN TEVELOPING MCEITOTING AND EVALUATICN SYSTZMS
(H/T) IN PROVINCES AND LISTEICTS BAS BLEN MUED o FrICCLY

AND G35 CONSISTENTLY PEEN IDENTIFIED (IN THZ 1981
EV&'U\QTOh, 1882, 1887 P? AMENDMENTS) AS A PZOBLEM A2ZA.
USAID HAS ﬁEbPPNDLD YO TEIS AT SEVEZIEAL LEVZILS, RUT 127§
BAS BETN EZXTREMILY DIFFICULT 70 ACCOMPLICE DyE ™0

INS "1"U”I(LAL WEAXNESDES IN TH3E CINTRAL GO L"V 'EnT, LOCAL
GOVEFNMENLIS AND TET LOCAL GNIVERSTTILS FFLIQUINTLY USED 3Y
T”'-’O'»II\J(“'c TO CA2RY OCT EVALUATIONS, 723 D41 TECINICAD
ASSISTANCE CONTRACT ¥AS RININED IN 1284 4178 STEITIFIC
IMPEASIS Ch LEVILOPIAG &4 FINC I’W%;. FEACSTICLL /E s7smEIM
FCE FLP PECVIANCES.

TEL PEOPOSED (AND #LLL DCCUMEIN™EIL) APTEQATHE wUICE
RESULTED FR0M THIS WAS NGT FULLY ACCEETED 3Y CEZNTHAL GOl
OFFICIALS ALTEOUGE SUMZ ATOPTION 0F 7HZ STSTEM EAS BIZN
MADE BY IHMDIVIDUAL PRPOVINCAES. CuLNTRAL JAVA HAS MAD:Z THE
STRONGEST EFFOPT TU WO%{ WITY DAI CONSULT ANTS TO LEVELOP
AN M/E SYSTEN WEICH GATHEFS FOUTINE IMPLENEZNTATION
INFGRMATION AND ALSO ATTEMPTS TO DETERMINE BEANEFICLARY
IMPACT AFTER PROJECT COMPLETION. NPT DID NOT FULLOW T3HE
DAI MODEL WHEN [T wAS ®ECOGNIZED THAT TR LOCAL
INSTITUTTONS TN NTT HAD FEWER AND LESS QUALITIED STAFF 70
IMPLEMET T HbDiI [U"m‘ﬁ”. NTT A5 DEVELOPED ITS OWN
SYSTEM wHICH THEIPMY SUB-LISTHRICT AND VILLAGE OFFICIALS

/11 UHCLASSIFTED JACYTTL W1an3vo/0Ff
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OF SUBPROJECT IMPLZMENTATION SCHEDULLS AND INPUTS S50 THAT
TEETE DFFICIALS CAN BETTEZR CCOAXLINATE 4ND MOKITCR THE
VARIOCS DEVEILOPMENT ACTIVITIES INL THEIR REGICKS.

USATID TEZLS TEAT TURTEER PROCGREIZS IN DEVELOPING USEFPUL
M/E SYSTEIMS IN ZROVILCZS, WHILT YENY NITESSASY, WILL LOT
3E ACZIEVEID URTIL CINTFAL GCI AGEINCIZS S37 QU7 CLIe®

GUIZANCE FCR LUOTAL GUVERKRMUNTS CON R5L7 AN /0 S¥STzZA
STCULD CONSIET CF, AND MARE 2 STEONGIE CONCIZ2TUAL LINK
BITWEIN FLST RN : 4! ALIOCATION LZVELS,
CORNTINTING Z¥Y0nTsE o ZOZLEIM UnNLEE TER
ZYISTING =DF CIECT v b INPZOVINEINT EUT 13
SAID T2 2E LZEL ZEIFECTIVE TZAN DESIGNING &
CE CAh
"

CONSIDERED BY U
1

NIW ZROJECT vE

ss C
LYLPLT ANT LIRECTLY FOIU5 ON
TEYT CF JOCLL [LIVILOZMELT FEOCRAMS

TEE PRCOILEIM IN TEZ L oLLVil T ZE0CRA
GENE2ALIY. (PEIRDING APPEIVAL OF CUP NEw (LSS, TEE
MISSICON HAS PLANS FO2 A NEW 2ROJTCT, LOCLL [CEVELOSMENT
POLICIES, WHIC2 COULD ATDRZESS TBIS PFCRLEN £S ¥ELL LS

QTEIRE L)

TEZ FZCOMMPZATETIONS IN TEE DR TZAT USAIL DIRICTLY T2:C¢
BENEZTCIARY IMP2ACT DATA (BASELINE DATA YO 2rFCEE AND
AYTZR IMZACT OF P02 SUBZROJZICTS) PLANNING, MONITORING AND
EVALUATION, AND LZSSONS LEAPNED ARE FELY TO EL

BT
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APPROPRIATE ACTIONS WILL BE TAKEN BASED ON FINDINCS OF

THE REVIEW TO CORRECT WEALNESSES OF-THE IMPLEFMENTING

AGENCIES”® ACCOUNTIKNG SYSTEM [F ANT APE FOUND. AN

AFPROPRTATE PAYMENT VERIFICATION SYSTEM FOR PLP #1LL RE

DEVELOPED AND CLEAPED wITH PIG/A/YENTILE PRIOE TO

IMFLMENTATION. IN ALDITION. V& SAVE DECENTLY HECEIVED
LnTver

APPTOVAL YOR ANT 3R2Z TW Tus PROCESS LEOILTEZALSIAG QUT

FINENCIAL MONTTCZEING CLPAZILITY 2Y 21:1p> 200E 19 rive
ADDITIONAL FON D0 ANCInL vealrols ¢ PTE TN CEAACED STAFF
WE WILL ©2VI IFFRUVED CUVE2AGT Uf EOMan T VERIVICATION.
£. RECIMMINIATION NC. <@ (2 TLIOMNMEIND TEAT
USAIIZ/INICNISIL AMENT UIAID/INICAESIY MISSIQwn UEIZE2 AC.

1see.2 TO:

- INCLUDZ SPECIFIC DEFINITICKS AND ELAM2LES (F
ACTIVITIES AND SERVICZS FOP wEICE EONCRAYIA AND SALARY
SUPPLEMENTS C4&N BE FLID; AND

- PPOEIBIT PAYMNENT OF MOFE THAN Opb EGNOFELRIE FOR TEZ
SAME 02 CLCSELY RELATED ACTIVITIZS OF SEBVICES [N r4E
SAME PROJECT 0X PRUGRAM WITHOUT SFECIAL JUSTIFICATION.

COMMENT: THE GOI ZAS AN ESTUELISRED SYSTEM IN wEICH

L I

A
B
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B, CONCLUSION: SINCE AID FUNDS CANNOT YZ SalD TO BE
FINANCING BCONORARIA, THYE AUDIT RECOMMENDATIONS FOR
REVISING THE MISSTON CRDER DO NUT PERTAIN 1N THIS CASZ.
THE MISZION ORDER IS VALID ONLY WdAERE AID FUADS LKkE USED
DIRLCTLY TO FINANCE AONORARIA AND SALARY SUPPLEMENTS.

YOLFOWIT?Z
a7
HESTR2

NENKN
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List of Recommendations

Recommendation No. 1
We recommend that USAID/Indonesia establish a
monitoring system for the Provincial
Development Projects which gathers and analyzes
information concerning progress toward
verifiable indicators so that achievement of
the prujects! goal and purposes can be
measured. Such information should include:

- Increases in incomes, production and

consumption resulting from participation
in the Provincial Development Projoects;

- Improvements in the quatity of  planning,
implementation, monitoring and evaluation
of development debivities by
participating Provineial and district
governments because of involvemenl  in the
Provincial Development Projecte; and

- Lessons learned by participating
provinces and districts in planning,
implementing, monitoring and cvaluating
development activilics resulting from
participation in the Provincial
Develupment Program.

Recommendation No. 2

We recommend that USALD/ Indonesia develop a
plan Tor the orderly transfer of operations of
the Provincial Development  Projects to the
Governmentl of Indonesia. This plan should;:

a. Discuss how  USALD/Indomesia  can assist
the Government  of  Indonesia  in assuming
responsihility for technical services
fecessary for sustalining program

acltivities;

b. Identify olher funding sources for
development activitices planned and
Implemented under the Provincial

Development projects; and

APPENDIX B
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c. Identify those aspects of the Provincial
Development Projects which will continue
after the program ends and discuss
relationships to any follow-on
activities.
Recommendation No.3 19

We recommend that USAID/1lndonesia develop a
payment verification system for Provincial
Development Projects I and Il that complies
with A.I.D. Handbcok 3 requirements.
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Near East (AA/ANL)

Indonesia Desk (ANE/EA)

Audit Liaison Cffice (ANE/DP)

Bureau for External Affairs (AA/XA)

Office of Press Relations (XA/PR)

Office of Legislative Affairs (LEG)
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Assistant to the Administrator for Management (AA/M)
Office of Financial Management (M/FM/ASD)
Bureau for Science and Technology (S&T/RD)
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Office of the Inspector General

IG

AIG/A
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IG/LC

IG/EMS

IG/11
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RIG/A/Cairo
RIG/A/Dakar
RIG/A/Nairobi
RIG/A/Singapore
RIG/A/Tegucigalpa
RIG/A/Washington
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