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SUBJECT:  Audit  of  USAID/Dominican Republic ESF Programs and Related
Local Currencv Activities

The Office of the Regionat Inspector General for Audit /Teguciaalpa has
completed its anlit of USATD/Dominican Republic ESF Programs and WTatel
Local Currency Activities. Five copies of the audit report are enclosel
for vour action,

The draf t anlit report was suhmitted to vou for comment anl YOUT comment.s
Are attached to the report.  The report contains three recommendations.,
Recommendations Nos, Shy 2, 30, W, and 3 are consi-ered closed pon
final report Pssuance, and require no foarther action.  Recommendat ions
Nos. 1, 24, anl 3 are constlered resolved but cannot he closed until
completion of planned or promiscd corrective actions.  Please alvise no
witadn 30 Jdavs  of  any addivional  actions  taken 1o bmp Lement
Recommeridations Nos, |, 2a, and 3,

I anpreciate the cooperation anl courtesy extendel to my staff Jduring the
anedit,
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EXECUTIVE SINMARY

Fconomic  Support  Fund progtams — provided  halance-of -payments  cash
transfers to the Government of the Doitinican Repiblic.  The Government of
the Dominican Republic agreed  to make available an cqual amount of
dollars to the “rivate sector for the importation of eligible imports
from the United States, IInder these agreenenis, the Government of  the
Dominican Republic, through its Central Bank, also agreal to deposit the
local currency (peso)  equivalent of cach dollar disbarsement ints .
snecial (non-int:wes?—honrinu) accoimt at the Cential 3ank.  These local
currencies were nsed for projects and activities (hat directly assisted
private sector development (such as tonrism) s well s sovernment
programs for roads, ports and eneray o that were needel for private sector
arowth.  This report liscusses the 1985 anl 1986 Fconomic Support  Funl
programs anl their associated Tocal currency proarims,

The Office of the Regional  Inspector General for Andi L/ Teguciailng
conducted a Tinancial and compliance aulit of the 1985 anl 1986 cish
transer program ani its associated local carrency project activities,

The andit objective wis to determine if the 1985 apd 1986 Fcononi -
Support  Fund  prosrams  an their  ascociated  Tocal CUrrency  progoran
components were achicving their stated puUIrPoOsSes,

The 1985 anl 1986 Feonomic Support Fund provrans anl their associat g
local  currency  program components  had not achieved all  their  stated
purposes.  However, USAID/Domini ¢ an Republic had beaun to take cortain
corrective actions before  (he aulit enfed. For example, the “fisaion
Mrector stated thai insteal of trvineg oy colloct the B1O.1 million e
under the 9845 gp Aareement,  the “fission shonld accept the Jdeposit of
RDE00,000 anl  attribute ROBIR, 500, 000 alrealy  spent on developmont
nrojects towsrd the RDE19, 400,000 due. e also agreed that the *fission's
oversight anl monitoring of these prosiracs necded improvement  as 1§ the
performance of the host count rv tmplementing and monitering agency,

This report contains three Cindings.  The andit showed that redgui rod
connterpart contribiutions wore not deposited on time ant nlanned Droject
pProvramming  wis  therefore lelave 1 inadequat e monitorine  of two  Jocal
carrency  recipients vesulted in <iuonificant amounts ol money beins pee |
for purposes not areed upony anld o dollars provided ander 1985 a0t 1944
Feonomic  Support  Fand cash tranafer asreenents were ot aleguat o
Attributed to qoreed apon PHIDO SO,

The 1985 ant 1986 Feonomic Support Fund Aoiecaents anl their et 1o |
memoranda of understandine  requived matchi neoconnterpart deposits o he
male into a4 local currency special account wiihin 30 Jdave (1985) il 1n
dave (1986) of the date of the dolTar cash transfors, 2equired 1oy
curreney cdeposits for 1985 and 1986 wore mde Fates i cone casey they
were actually outstanding  when stubsequent  tranches  of Iy W e
releasedy and in two cases woere s L ontstanding at the time of the



adit, Late deposits  occurred  because AJTLD. officials  1id  not
adequately monitor nor strictly enforce the timely deposit provisions of
Special Covenant 5.5 of these agreements.  Strict enforcement of thege
covenants conld have preventedl sihsequent. releases of dollars from lator
tranches, givina A, 1.D. officials more leverage to obtain a larger amount
of local currency deposits more promptlv.  The report recommends  that
HSATD/Dominican Republic not dishurse any further Economic Support Fun i
cash transfer dollars until alj outstaniineg issues under the two 1985
Fconomic  Support  Funl  tranches anl  the 1986 Tconomic  Supprit Vunld
anteenent o are resolved, The Mission concurred with the recommendat ion
and will condition all futuype Bconomic Support Fund  dishirsements on
conmpliance  with prior Fconomie Support  Fund  local currency  eposit
reqiirements, The  Office of  the Inspector  General  considers  the
recommendation resalved hut open pending completion of plannel actions.,

The Technical Secretariat to the Presidency, the designated Government of
the Dominican Pepublic moni Ltoring mnit, was assioned (he responsihility
of ensuring that local currency recipients hal establisheld separate bank
accounts  ant mameement  control svstemns adeguate to ensire that monies
received would he used for purposes aatual v agreed upon.  But, bhecause
of  poor communication anl tnadequate oversiuhit, neither the Secretariat
nor ALT.D. hat ensurel that all loeal currency recipients had establiche !
separate bhank accounts nrior to the receipt of funds s that recipients
nnderstood a1l that  thev  wer - reanitred  to o de, AS a0 resnil, tvo
recipients of these Teonomic suppert Fund-generated {oc il enrrency monies
had not set an coqrired separate bank accounts prior (o receyving funls
for these activities, Subsequent anlits  performed by the  Technical
Secretariat to the Presidency indicatel that abont 5.0 wmillion dallars
in local currency cquivatents Yl heepn ogeeld Cor purposes not  otaall
agreel upon, The  second recommendat ion requires  that USATD Daminican
Republic obtain the  concurrence  of the  Government  of  the Domiaican
Repuiblic to replenish the Special Account at the Central Sank with the
amormt  of  funds that the Dominic an Electricity Company anl the “fnj <t ey
of  Puhlic Works cannot adequately  acconnt for or whieh were usel (or
purposes. not  mitually agreet apon, anl  (hat these  two entities  not
receive anv more local  currencicee il these  issaes are Favoarh]w
resolved, to inctile the establiohment of Senatate acconnts, o The i
concurredt Wit recommendation b 2 4l hese pArts e considored
resolved and closed o Cipal report oissance,  The Mission nrepase ! an
alternative conrse of action (o recomuentation 2o which the 6 consitore
resolved bt oen on Final report sanamee.,

The Contral Bank of  (he Joronican Republic pecoivel 4 total of h13y-
mitbion dobbare froa the 1985 anl 1980 Feonomic Support Foanl o sh
transters. Theae doliare were to e alTocate | to Che priviate wec g far
the dmportatyon of vy satering] tterme gt aoods anl capital rood.
Crom the Uniced ovtes darine e Pmonths following the Drabipsement .
The anb wae 0o e adequate oo s Tar thiee vears (o vertby that the
AlTvrs were e b for the apnroved prarposes. However o 5SATD Dominican
Rerubhbic ot nor g dveed g he iocation of the Jdollvs and ol aoe
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adequately informed the Dominican Government as to what documentation wias
necessary Lo support use of the dollars., As a result, the Bank did not
maintain the necessary records or have adequate procedures to properly
sUpport use of the money, Therefore, there was no alequate  assurance
that the funds had been properly allocated, 1In addition, poor records
lel the foreian exchane department of the Central 3ank 1o report  to
USAID/Dominican Republic that it bal allocated $2 million more in the
amoimts recordel than actnally w lishursed under this nproarain hy the
Central  Bank's  accounting department, The  report  recommenis = that
USATH/Dominican Republic require the Central Bank to estahlish acceptable
proceviures  for registering, collecting, maintaining  and reporting
eligible attributed transactions, and that such procelures he approve |l hy
USATD/Nominican Republic  before any  subscquent  Economic Support  Tunl
monies are released in any subsequent  agreements. Recomnendations  3a,
3h, 3 were agreed to and accomplished by the Mission and are considere |
closel on final report issnance, The Mission proposed an 1lternative
course of action on recommendation 3c which the RIG accepts anl this
recommendation is considered resolvid bt open on final report issiance.

Mission managemen requested  the Collowing statement  be atled ty the
Executive Summary,

USAID/Dominican Republic does not agree with the draft report's
broad anl unsupported conc lusinn that '"The 1985 and 1986 ESE
proarams anil their associated local currency program conponents
had not achievel all their stated purposes. ' Evidently the kev
word is 'all' because the onlv clear example given in the
report is an alleged delav n the implementation of local
currency projects Jdue to delavs in deposits of local currency,
There were Aelavs ip lenosits bat we o not agree that these
resulted in proiect implementation detavs,

USATD/Dominican Republic  41so mist  take  exception with (he
tmplication repeated twrce in the draft o aalit report, that  the
Mission only heoan to fake corrective action becanse an Lorlit
had  beoinm,  The  record clearlyv shows  that tne Mssion heoan
addressing the problems ratsed in the Jdraft report lona before
this aulit hogan,

In response, we woul | sugaest that a readine of the secon! Findine {9
this report more than substantiates the anlit position that not (11 of
the program' <tated ohijectives ol been attained,  We qurec (hat thero
ts no canse-and-ef o relationship bhetween the late or non-1enosit of
ocal enrroncy with project implewentat jon delavs, Hovever, the Tormer
Hission Director noted that 1ate deposita d delay the Drotramaier of
development projects,  The Pack of ACT DL it hoat vove rioent MONE oo
md controls acconnted o B lenentation  lelqvs, Faaadbve ol readog
WL also take note of  the oy external conanaltine il oyl report -
rade on this nroaram prior 10 (he Pime of oar anlit, bat Ghneh ha! not
had ioticeable offect mproviae the Sitaatvon prior to (he aglit o L
arrival on the scene,

-y . . y . 3' . /
(e of e NDTJDCCTin ) %*C)u. L
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AUDTT OF USATD/DOMINICAN REPUBLIC
ESF PROGRAMS AND RELATED
LOCAL CURRENCY ACTIVITIES

PART [ - [NTRODUCTION

A, Background

Successive  annual  Tconomic Stport  Fund  (BSF)  programs provideld
continuing balance-of -payments cash transfers to the Government of the
Pominican Republic (CODR).  In turn, the GODR agread to make available an
equal  amoint of dnllars to the private sector {or (he importation of
cligible commodities from the 1hited States. 'nder the cash trans©or
agreements,  the GODR entral RBank also agrecd  to deposit  the local
currency  (peso) equivalent of  each ol lar disbursement  into a special
(non-interest-bearing)  account  at  the Central  Bank, These  Taeal
currencies were used for mutually apreed to projects anl activities that
directly assisted private sector development (such s tourism) as well as
government programs for roads, ports anl energy to support private sector
qrowth.  This report discusses the 1985 and 1986 ESF programs, includin:
their associated local currency programs,

HSAID/Dominican Republic's  local carrency  program  startel with  the
sianing of ESF Agreement 517-K-030 on Septenber 30, 1982, Since  that
time, five more such agreements were signed, with a sixth in the of {ing,
it Congress  renews  ESF appropriations to the NDominican Republic,  The
following  chart  shows  amounts provided under the 1985 and 1986
agreements, which were the focus of this review., In accordance with the
terins of the cash transfer agreeneats, as of September 30, 1987, the ()DR
had deposited $128,695,000 in local currency  to be used for purmoses
agreel to by USAID/Dominican Republic and the GODR.  As of Septembor 30,
1987 the equivalent of $98, 304,000 had been dishursed



Total

u.s. Local Local Specific Local
Dollars Currency  Currency Projects Currency
Grant Provided  Deposits  Programmed Approved Disbursed
Agreement ($000's) 1/ 1/ 1/ 1/
1985 517-0171 $ 50,000 15,971 2/ $ 50,150 2/ $ 43,041 2/ $12,282 2/
1985 Amendment 45,000 44,721 3/ 44,000 3, 39,315 3/ 37,631 3/
No. 1, 517-0171 - - - B
1986 Amendment 10,000 10,000 1/ 39,775 47 22,703 1/ 18,301 1/

No. 2, 517-0171

Totals $135,000 128, 6495 134,595 105,959 98, 304

A Mission Order eatitlel  '"Local Currency  Program Tean™  detailed
procedures for the use of these funds as well s the monitoring and
oversight  responsibilitics  of  the Mission, The  Iocal  currency
programming  nprocess  commences  with approval  of  the A, L.D. Prorram
Assistance Approval Document (PAAD) and/or signature of the PL 180 Title
I agreement.  Once these events occur, USAID's Local Carrency Prouram
Team and the GODR jointlv program the local currency proceeds "senerated
by the programs.  This exercise rosults in o Local Currencv Program Table
which Vists, bv the basic objectives in the USAID Commtry Development
Strategv, the various projects agreed upon, together with the amount of
local currency programmed for each ant the source of the fundine.  For
the most part, at the time they are programmel, these activities are itoa
preliminary stage of development,  and  not stpportad by detailed
descriptive or analvtical material,

As more specific project descriptions (project profiles) are devetopet hy
the GODR, thev are submitted to USAID/Dominican Republic for review anl
approval,  This enables USAID/DR to ensure that the project is adequately

1/ U.S. dollar equivalent,

2/ The GODR was to provide, within 30 days following the release of the
dollars, an cquivalent amount of local currency which was calenlated
using the "averave market rate” for the thirtv-day periol hefore the
date of the dishursement, which wis DRE3. O to UsHl. 00,

3/ The GODR was to provide an equivalent amount of local currency atoan
"average market rate," which was DRE3S. 23 to HSHL, 00,

A/ The GODR was to provide an ecquivalent amonnt of Tocal currency it an
"averace ani fied selling rate™ o determined by the Contral Tk the
rate was WRE2, 86 1o 1SEL, 00,
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designed and consistent with USATD/DR strategy, objectives and priorities
before funds are dishursed, USATD/MR receives  the proposals from the
GO and, if thev are generally  consistent with the lLocal Currency
Program Table, senls  the proposals Lo the appropriate USATD technical
office for review and, as appropriate,  for draflting the operational
letter responding to the GODR request,  As ecach project is approved,  the
GODT can then request dishirsement of funds fromn the Special Account held
I the Centra' Bank. This reanest,  lTikewise,  requires 'ISATD actinn
hefore funds can he released to the end-users,

3. Andit Ohjectives and Smpt

The Office of the Reaiona! Tnspector General for Audit/Teaucinalpa
conducted a financial and compliance andit of the 1985 and 1986 ESE cash
transfer prooram and its associated local currency project activities,
The audit covered  the Mission's management of  {he ESF cash (dollar)
transfer  attribution  process (lollars  attributed  to Private  sector
tnports of 11,5, toods), the ission's managemnent and oversivht of local
CHreency  projects,  the  GODR mpleacnting meney's  onerformance  in
imlenenting and monitoring the prosean, and reciniems orgmizations' nse
of the proceeds provided,

The anlit abjective wis o determine i the 1985 and L9%0 15K DO rans
ant their associated Tocal  currency protram components we,o achisvins
their stated purposes, Subobjectives were (o leternine:  if lolbars aade
Aavailable under the prosram were being adeqiitely attribntet 1o state!
pUIposes, sich as eligible private sector fmporters, and weonunting
svstems and internal controls to ACCoUnc vor these transa tione werne
adequately estblished: 1hae Pocalonreencies were proviled on i
in nroper amounts foar joint e Crreed apon developmnental Aactivities; and
that applicable Taws anld reaulations were adhered to. The anlit word
consisted  of reviewing  relevant ACELDL and onm laws,  reaalations anl
policy deverminations;  ant Migaion documents anch 4y rireenent s,
correspondence, “emoranaa ol nlerstandima,  Project Py Tementat jon
Letters . roports,, Accounting  records,and project fFiles,  The anditors
Also interviewe I USATD Doming o an Hepubtic and host vovermment  of Cicials
AL Drogran pe tpdents, and made VLol viaits 1 INterviow Jocal carre oy
recinients and o detoomgn. Pep ent ctboon proope s | probleces for the
local curpency NOes LS preyiewed,

The  voaview  of conphimes g internal controls wae, [ EUT IR SS I B AT
Cindinss in ot renorte The aoabit work was, pettormed ron e thrap
Novedher 19870 covered the period Crom the stanineg of  the TO85 11
cashotranafer  vireomont thromeh September A0, ERT The andit covere |
drshur qomery o FESS mition doltars and w7, o il ion CEY 0 my T hvon
cauvatent) v Too b carrenov, B e aadi was omade 0 accordance with
gensral v accented srovernment oplit e stanlards,

1/ The Tocal ciivency cauivalent was calenlatoe] HSineg  the rats of
evchanae gt Gich the Toeal correne jog were orioinallv deposited
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AUDIT OF USATD/DOMINICAN REPUBLIC
ESF PROGRAMS AND RELATED
LOCAL CIRRENCY ACTIVITIES

PART TT - RESULTS OF AUDIT

The 1985 anl 1986 &SP programs and their associated local currency
program —components  had  not  achieved  all  their  stated purposes,
Compliance with some important program requirements was lacking. For
instance, local curreacies in some cases had not been provided on time or
in proper amounts for jointly aaread upon development activities, This
sloved  project programming and the development impact of  these Prograns
was alverselv affected.  USAID oversight and monitoring as well as hoot
country nroject implementation needed tIprovessnt, as some recipients had
used  Jocal currency monies {or purposes. not  agreed apon and had  not
established  required separate  acconnts prior to the receipt of  local
currencies, DolTars  transferred  to the GO wers ot adequately
attributed o elizible imports from the USA because anpropriate systons
md internal controls had not been s up by the Central Bank to meet
this  reqguoirement., These situations  had  gone  uncorrected  for 1
substantial period of time Jdue to inadequate  oversight by AUTN. and
Piadequate monitoring by the responsible host sovernment entity.,

However, 1USATH Mominican Republic had bepun ta take certain correctijye
actions before the andit ended.  For exanple, the Mission Director stat.
trat instead of trving o collect (he F1O00 mitlion e unter (he 1985
ESE Asreement,  the Mission shoull accept the deposit of {1000, 000 |
attribute RDEIS, 500,000 alrealv spent on developaent projects toa o] he
RDETO, 100,000 due. e 410 acreed  that the “ission's oversioht o
monitoring of these proorams neoded tprovement. as Iud the porfonmman o of
the host conntry trpplementing and monitoring arency,

This report contains three findinags.  The anlit showed (hat rodgui e
counterpart contrihutions were not Jeposited on time and nlanne ! nroject
provramming  wies thereefore IneTaved tadequates monitoring  of  twn local
cuarrency  recipients resglted  gin stenificant anmts of  wonev Detng s
For purposes ot awrecl upon: anl 1.6, dolTars orovidel ander 1087 4y
POROESE  casht translers aareements  were  not alequate v ateribated 1o
Areat apon pirpose..,

The  report recomien s that SATD Doniinican "epablic nor Prshrae e
forther 5SE Cadh toanstor Qo) Tars antit b all ontstantine i ages ander (e
two 1985 IS tranc sl the 980 15k Arrecaent o are peanleed, Thee

1/ The fisaion nertorms oversicht e oppone bt et e -op

- monitorine, e Tiost povernment hay g monttorine and ovimae e gt
for the Toral ciarrency nrovrar whireh deals Dipect iy with recipren
arganizationg,  HSATD obyerves  and srves alviee to the Most connt g e
Moni toriae oreani 1at on.
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second  recommendation stguests  that YISAID/DR obtain the concurrence of
the GODR to replenish the Special Acceunt at the Central Bank with the
amormt of funds that the Dominican Electricity Company anl the Ministry
of Public VWorks cannot adequatelv account fo- o which were uset! for
PUTPOSes  nat mitia! 1y qor-sel upon, el that these  (wo entities npot
receive  anv nore  jecal currencies amtil  these  jggies are  favorably
resolved.  The thind recomnendit ion asks the Mission to ensure the GO
Central  Sank " established  acceptable procetures  for registering,
collecting,  maintaini g and o reporting  elipible transactions for
attribution pumocos, and that such procedures be approved by USATH /Hp
before any more ESE monies are released under any subsequent asreements.,



A, Findinas and Recommendations

1. Required Commtermpart Contribinions Were Not Deposited on Time

The 1985 anl 1980 Fconomic Support Fund Anvcenents and their Jdetailed
Memoranda of ndevstanding 1aqui red watching coniterpart loposits to he
made into 4 lacal currency special accoint within 30 davs (1985) ant 125
days [1986) of the date of the dollar cash transfers,  Reqguired local
currency deposits for 1985 and 1986 were male late; in some cases oy
were actunlive overdue when subscequent transfors of ACEDL dollars weee
male.  In two cases, they were still outstanding at the time of the
awtit, Late  deposits  occurred  bhecanse  ALLLD, officials 4id  not
adequately monitor or strictly enforce the timelyv deposit provisions of
Special Covenant 5.5 of (hese aqreements.  Sirict enforcement of these
covenants - could  have  prevented sihsequent  releases  of  dol lars ($85
million) under lator tranches, aiving ALT.D. officials more leverage to
obtain a larser amount of local currency deposits more promptly

Recomnendat inon No, ]

Wee recommend that ISAID/Dominican Republic not make anv further Economic
Support Funt cash transfers until ] ontstanding issues under the 1985
anl the 1986 anreements noted in this report are resolved,

!).i_i‘]‘*.‘;i""

According to the Y085 ESE ¢ash transfor grant agreement, the GODR was to
Provide, within 30 davs following  the  release of  the 1511 IS, an
cquivatlent amomnt of local currency leposited in o special accomnt a1 the
Contral Bank.,  M™is amonnt was calenlated using the "average market rate”
for the thirtv-dav veriad before  (he date of  the dishbursement,  as
determined by the Contral Bank.  For the 1986 FSE cash transfer arant (he
Contral Bank wis o deposit the  Toeal cirrency equivalent  of o (hego
dotlars withio 125 s after (he release of e dollars. This amonnt
wis hased on the "averaee e selling " s determined by the
Contral Bank for the 1200y periol after the date of the disharsenent .
Subsequent tran heg of  ESE ol Lars shonld not have been lishirsed ant il
Al promised Tocal currency fron the previows a1 e tranches had been
provi-led,

Lack ol vloge o mitorine an! inancial oversioht by AL DD of ficials yyer
the First tranche frhe 1985 agreement ) resulted in the “fi, - ion enterin:
into the second tranche (1987 amendnent) ant chich trancte (Which wae the
PO mendment ), with unresolved spectal covenmant risnes Fran the fproo
Pranche of the 1985 qoreement, AL 4 Pesa Tty e sttt gmount /o, 3
Ml ion cquivaleat) of rosonrees that shongld hove Deen malde wvailable for
theer piovtame . otill in Hispute, Howovero AT 00 now Yy
SUbStantial v legs Toverane to Favorablv resolve thia iaae 1o honef i1
devedoprent or et v, o,



Due to  inadequat. monitoring and {inancigl oversight,  $85,000, 000 4
heen released under the second anl third pisp tranches, even thouph 411
requiced conntermart leposits of T al currency had not been made ander
the first ESE t(ranche. The thirt sy tranche, $10,000,000, was refeased
even  thoush a0 thos time,  Decenbor 27, FORS, none ol ]y redgini redd
$45, 000, 000 cauivalent local  cure pev commterpart had heen nrovi e |

as
reqat ced ander e socond Bsp tranche,
Nates of Mirtes Tocal \mount of
Aonnt of  1SE Dyllar Cash Currency RD Pesos Cormliance
Ni s!»urs«v-uwntr Transfers ) Vlhlmsi tod [)nm»‘,i ted with Covenants

st tranche

'S;(),()()O,()()()

1985 ESE Agremmont 12/26/81 12/26/81 _b$ 1,000,000 oy (ime
03/249/85 FI6,000,000 2 mos. 1ate
01/31/86 8, 000, N0
Pending

mos, late
nmos. Iate
“as of 9/30/87)

12
8500, 00052
Total RDEL53, 500,000

2nd Tranche

$45,000, 000

1985 ESF Aareement

Amendment No. 1 4/26/85 02/20/86 R0 12,650,000 9 mos, 1ate
02/18/87 1,800,000 21 mos. late
Pending 900,000 28 mos, 1ate

Cas of 9/50'47)
Total ROET 15,350, 000
3rd Tranche
$10, 000, 000)
1OBS ESE Agreement 12/27/85 04/01/86 _1 3 y 8OO, 000 05t jine
01/30/86 S1L00,0000 on time
02718787 100,000 7 wos, Tate
Las of 9730 §7)

5

1,

“
Total R, 100,607

Total pesos mndeposited as of  the date of anlre epteabey 30, poe,

totateld !{l)‘{,l‘),fl’)(),()()(), or the canivalent of  abhog USEOU S silbion, tar

comnterpart deposits rosulted  in Lelave Phprorrammine of developrent
projects and decreased the 1oq] vqloe o Tocal currency oo e e 1

inflation, e Poalevate monitaring an| Prnancial oversiothe o e
Bl cash trandb o g e subsequent dolb o el et o the DR
withiont  nromst oot connt v cotnterpart denv ity for e ipon 1o ]
currency doeve Lopmont DEoge by, PESATD DR g eby forteveal e )0

cPfective Tovir 1o ohiain lepnait o theae 1o 00 e Y N AT K
s tear that et Prosr the peciad oo the Sentead Sk 1y

Phee  pan bosmen g oo Tenores coannot oo o e hee Tanle e fenagite!
AN tne s Therel el it e (e of the o and 1oy L gy eyl of



the $.15,000, 000 cquivalent was mnavailable for project programnine for
nine months after it was due, Finaliv, over $6.3 million in local
currency equivalents remained wleposited at the time of onr anlit,  As gy
result, progreming of private sector developrient activities as well g
puhlic sector infrastructure activities which support the nrivate sector
il been alverselv affocted. This is supportad by a 1atter sent from the
Formier Mission Director to (he Chiel of STP dated Docomber 13, 1936 «hich
States:

Heoare realv o program the Economic Support  Funds (ESE) {or
Fiscal vear 1987. To accomplish this we are relvine on the
Dominican  Government  to  make  the overdue deposits  in  the
special accounts estabiished for this purpose in the Central
Bank of the Donminican Republic,

Even  thouoy we  have comminicated  with  the Secretariat on

varions occasions, the Government has still not made the

overdue deposits, which adverselv affects the availability of

funls necessary for the proper programming of these resources.
IRTG/A/T transtation
of USAID/DR letter
tn Spawish]

Management Comments

The finling is correct insofar is (he dates the local currency
was deposited into the special account,  However, we do not
Aaaree with the allegation that there wore significant delavs in
project implementation attributable to  the lack of availahle
funds in the 1.acal carrencv  acconnts. This aVllegation g
undocunented and furthemore, ionores the fact that, Jduring the
perist covered by the anlit, there wis 4 nositive balance in
the ool carrency acconnt watlable  for disharsenont  to
Approve t projects. 0f the RO million ontstanfine, we haye
tentativelv aceepted  RDBISS million anler the  1ORS LSE
areement  oa o an attrilition basis pending  the  deposit of
RDEO0O, 000 andor the  Jaks ESE Agreement,  Naenloent No. 1.
ATDAY st horized this action he cable, ...

decconcnr with the recormendation and will conlition future ;5F
dishursencnts on compliance  with prior ISF Lacal Currency
deposit requitenent s,
Mce of Inapectar General Comment s
While  proje pleaentation mav ot Yave  heen lelaved,  projecy
protiaamine cortainlv v Ne have added evidenee (o thia of foet to our
fingl roporr, Phe ecommentation 1o considerod resotvel ant o will be
closed when ool currency depostt regairements ave heen cotplied with,
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2. Significant Amounts of Local furrency Were llsed for Purposcs Not
Agreed Upon

The Technical Secretariat to the Presidency (STP), the desiguatad GODR
monitoring unit, was assignel the responsibitity of ensaring that local
carrency recipients hal established separate bank accounts anl nnagenent
control systems adequate to ensure that monics received would be used for
purposes mituallv agreed upon,  But, because of poor commmications an!
inadeqgiate oversicht, neither STP nor ALTLD. had ensured  that all local
currency recipients had established separate bank accounts prior to the
receipt  of  funds  or  that recipients  understool  all  that thev  wore
reqrired to do. A g esult, two recipionts of these ESE-penerated 1acal
cirrency monies hal not establishe | requirvel separate hank accounts prior
to receivine Sunds for theee activities.,  Subsequent anlits of rthese (wo
recipients performed by the  Technical secretariat to o the Fresidency
inticated that 1 total of about B5.5 miltion dollars in local currence
eqiivalents had been used for PUTROSeS not mutually agreed apon,

Recommendat ion No, 2

We  recommend  USATD/Dominican Republic, in consultation with coanizant
Government of Dominican Republic authorities:

a.  obtain replenishment of *he Special Account at the Central %ank with
the amount of funls that (e NDominican Electricity Companv used {or
parposes  not agreal upon, 'o include baying fuel, anl paving  of
overdrawn accounts:

h. obtain replenishment of the Special Acconnt 1t the Central 3ank with
the amount of funls the Ministry of Public Works cannot alequately
account for, or which were usel for purposes. not matuallv agroed
upon; and

C. notily the Technical Secretariat to the Presidency that the Dominican
Electricicy Company and  the Ministry of Public Works are to rece e
o further dishursements of local currency antil the issues disclose ]
through anlit are favorably resolved, including (he establislient of
separate accounts,

Discussion

From Febriry: "985 until Detobor 1986 the Technical Secretariat of the
Presidency (STPY, the (et coordinat inoe, tap lement ing il oversioht
untt for this programy providel a total of abont £20.2 wmillion in local
currency. to - the Dominican Flectricity Company (CDE)  to duplement 14
tnfrstructare inprovenent pProjects, These resonr es woepe providel in 10
different tranches as notel in Exhibit No,o 10 e Gixteen nrojects ta he
implenented dre Tisted in Exhibit Yo, %



On May 29, 1987 STP's mrlit 'mit prepared 4 report on the 16 COE projects
ant forwardel a4 copv 1o USAID/DR. The  toport showeld g nunber  of
discrepancies hatween pPropramned uses of  funds ant actnal ses of Fands
hy  CDI5, [t revealed Senarato acconnts hal not heen established s 1
precondition to receipt of these monies, A complete accounting for (hese
expenses was o suhsequently reguestal and obtaine! by RIG/ATT anditors §rom
ChiE's acconating Jdepartment,  This report, received Noveaber 16, 1987 it
preparad From COE'S interpal recerds, by EDEYS o admission reveg! s that
it hal diverted $5.3 willion cqrivatent for purposes other titin thoso
matec by avreedl upon anler the local curvency npogram, The it lartery)
reproarammings are detaited in Eibit No, 3.

LAY officials told the anlitors that thee fands had been drvertod fron
Creir approved se, in severgl cases hecanse of  en proeny needs, or
example, the porchase of fuel o, I (e case of an over el o e
Banco de Reservas, (s hankine  institation ot bateral by dedicte ! funds
From CHE'S Walanee ecangee of PEEAT overd et Sitaations, CDEt . CXPOTes
ha'l heen excecting ineane ol o4y, Fesulbt, thev bl vertrawn hoar
account oat the Thinco deo Reseryya, CDE of frenals expericncel projest
averrTins or o cash shorefalls under Fongr pprovel orojects for whicn hev
use l AT -"0coerate b Toeal currency funds. CDE SEFicials conag dere |
these diversions necossary hecase of their bressing natare and hecagoe
of 4 shortace of availaible cash to cover then,  CDE offrei e noted
other sources of fandy, avai Table o ther were more Liaht Iv cont rol Jed inl
Were  oope EErealy O e theretare, the  mote Gecog i n
AcToD "ot 1 el Carrene o fon e weic e o A ey v noted,
the CDE had not oo IPished Gengn e bt e ots For these iands, whieh
Were commne e b g iher oot P ol

The o fecta of e Hversions, as descoribed i he DEeviousTy mentione |
SEP aulie renars il Conf el b RIG-mbtor wite visits wore 44
fol T

Projects Not Lplement ~1 Wi th A, Iﬂ.'l).m-(}nnul_:avt__mlw_l.g«‘_nl farrency Fands

oo Rehabulitation of Jimenoa Generation Plant Coav Nave heon carried ot
WITh Funls from other ogr o)

<o hpansion st Laprovesent o Fatconbritae Interconnection Lines (nav
have hoeen cviried ant with fan s From other Soarces)

3. Construction  of Tranissron Lines  to the Tourist  Tone oot
accomnlishe )

Ao Rehabiteronon of the Taphe o) plant = Timbegque (not accomnlishe §)
Projects Mty artial by Comn leted

Lo Sub-atatvon Pehabilit ion



2. Rehabilitation of Diesel Plants

3. Improvements to Cooling System - Ilina Central Thermal Generatinag
Plant

Ne concluded the GODR should cause the special account to be replenished
inan amount o qual to the gses of funds not previously agreed to, or
Apree to have (DF conplote the soven planned projects above with its own
resonrces i a tinely fashion,

From November 1981 unt it September 30, 1987, the Secrotariat of Public
Works was provided 1 tota] of RD$62, 517,101 (US$30,644,115) in local
currency from the Technical Secretariat of i he Presidency (STP).  (See
Exhibit 1 for detqils.) From these funds the Secretariat of Public Works
WS Lo dmplement ten projects. (See Exhibit No. 1 for a4 listing of the
projects. )

On- October 80 1930 an andit Peport was prepared byoa local CPA Firn on
the Raral Roads Project (AL 1D, Loan No. SI7-T-045), which covered AJELD.
dollar amb toacal  curveney funds.  The report lisclosed nmebher o
lescrepancios  hotween prorrammed and actunl uses of  funls by the
Secretariat of  Pahlic Worie. 1t ) disciosed that sesarate account s
had not been eatabhtiohed ant that the AT D =" opnorage local currency
Funds were comming 1 Wiy other Secvetariat of  Public Yorts Dimds. A
copy of thia g epart hal heen providded to DSAID/DR, o the Bl 10, 200,000
(”‘;f",?l()‘()()()) providel for the abave project, RDE S360.501 had heoep e
For nurposes other tham previons)y Mty aziced upon uses an the Jocal

Carrency prograe, These activitios were as follows :

Transferrel to other accounts

(within the Secretariat of Mublic Works) RD$ 65, 000
Resonrces nsed by the Secretariat to pay

expenses unler other projects 437,838
Loans to other prosrams 33,6005

Total A XA

Thas, the Domvaican clectricity Companv and the fubl i WOTKS Secret gri ot
ad  received  over RDEAO, 000, 000 (15430, 630,000) Wi thont Haviae
established required special Aaccounta,and severadl matual by aaree | (pon
Projrcts were not accomplished, althoueh atl monies had been exnentol gy
Cortain canes Ior e tivitieg not ety arteed upon, TP, procedires
Al AT S oversiohit were tnadequate to prevent these diversions f "
occurring,  This nroblem was recornt zed by the "Hare )" constlting tean 1

A7 The Misaion hieed  the Hatch conai' ting team to obtain advice on how
to improve the ranagement operation, monitoring and oversight of e
local currency PLaTTan,
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in an August 1980 Report it recipients continued to receive monies until
RTG/A/T awditors raisel this Issue again in Ausust 1987, we therefor.:
concluled that  Tlocal carrency  recipients  shonll receive no more leen
currency monies antil thev submit evidence that separite accounts have
actually  been established  and (hat  hev have  complicd  with a1l
requirements. e also concluded STP's anhit followup procelures were
inalequate becanse it had not taken effective wasures (o eorrect known
Aeficiencios contained in consultants' and their own internal anlit staff
reports. A T.D.'s oversight role needs improvenent becanse ALTD. i
not  adlequat~lv follow up to ensare (hat STP took prompt action on the
Hatch Report or anv of their internal and external aadit repores,

Mangement Connent s

USAIND/DR acrees  thay TSP's  [STP] supervision  of  the  CDE
nroiccts hias pot been adequate and that there has not been
adequate control over the funds  relogsed to CDE Tor projects
funded from the Tocal aurrency nrozram.  This is the reason for
the TSP autit Shich was initiated at onr request and quoted by
the draft RIS report, A reported  in response o the Ly .y
it tone concurrently and entit]el "Local urrency
Oversighe " USAID/DR - had previowstveodnitiated it own linttel
review when the problems were first stuspected by BSATH DR e
(o the poor contition of the records at CDE and the ditiicnls
Sttaation that oxisted hecgree of  the CrISts situation coagsed
by rapndiv disintearatine  electric POWET  svstem, it was
difficult to Jetermine exact 1y what did transpice with respect
to the seven orojects carried  out prior to the change of
fovernment and discussed by the draf ¢ it report,

AU this point in v, Nowover USAID/DY and TSP e sure and
have docurentation 1o inticate (it three of the seven projects
have o fact been complete] by Ch Al reasonablv o sare (hat g
Courth has alen heep completeds Theae fonr e the oo
Generation Plant, Faloonhridoe, Frmbeague and the e a0l e
Svsten, bwo ol the pemyinine Chrec, Sabctation 35 anl Do
Plants, e conardored Sabatant 14l 1y complete Croer wore 1han
IS of ohamed work is lone) ol HSATD DR s it the Tap
Project covineer to complete e docuaeat ation of 1ty e,
The finad prodect, Touriat “one Transmission Linea, YWy ot
been dnitiated by Ok oand e exnectedl to be comdloret i
Comds Feo e Sonrce,,

2o} TSATH i Peduests tnat the roecomendation e Povisel )
reqirte that 19 determine  the  ova ot o 1 e
Shestation U anl b aet Plant - Drorec s anl bt gy
Arreenent  Drom COE 4o cither corplete e tgn apoge 1,
anlthe Teanam oo Line (o b A T,
satisPaction o pefand g o Wi aprrvalent  ta the
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NDiscussion

The Foreion Ixchange Department at the Central Jank, which is the unit
responsible for the collection, reporting and miintenance of recorls of
the dollars  received and used  under  ESE eash transfers,  hal ot
cstablished an appropriate svstem to collect documents velated 1o (heso
transaztions, nor Yal it maintained Files and records in uan accentable
condition ftor (he required  three vears foltowing  the Jdate  of the
dishursements, s required by the srant arreement,  The records wore
qectel to show thar these Jollars hal been spent for cliaib]e imports of
raw materials, capital gools and tntermediate voods From (he HUSOAD by
the private sector, s specified under the anreenont .

The ESE arant anl 1oan drteements  reaquiire the cecipient (o maintain
financial  records  in accordance  with  penerally accepted  account ine
orinciples, to ensuyre compliance with the direcaents, to maintain these
records for at least three vears after the date of dishursenent il o,
make  these  rocords  available Hpon - request  for o exanination  at o any
reasonahle time by anthorized representatives of AL, The anlitors
considered that  ap alequate  attribntion svston would  be composed  of
acceptabl - jmport transaction packapes.  Each IMpPOTL transaction packane
world inclule a4 commereial tnvoice, a hill of Tading, a costoms ' arance
. . C . .

request propecly ident (fied ("Plan Readan™)227) ind consnlar invoice,

Nt 0GR e result of o Jannary 28, 1980 request o (he
Contral Hank, 150D, DR received alohal reports on ESEF dollars attribited
to private wector agges under ESE Agreement s for 190, 1085 and 19860,
These reports wore prepared for HSATD/DR and qroupedinto six types, of
qools caterories by Ioan and arant aarecment munber,  Sank ol ficials Fd
Mt intatn or prepare 4 et 4ol subsidiary Listing of individal

TIPOTE  transac tions e stpport — the alobal  repors., Allitionalty,
documents nresumably gaed (o prepare these reports were ot ot ained
r three viars . requireds o They ad o been sent o the  revor s

renosttory, whero reportedlv some dociment & hid heen destroved o1 loat,

Teorequested Contra b o Frarals to recony et o subsediary Vit jne
Fron documents thev wiere ahle tortetriove Trom the records repository,
this tonl Ithar e gy four nonthy 1o deliver, The ™S Goreeqent
associated with the e 4 1087 Teport were as ol logs:

Fiscal Date of
Arreenent Year Yli.s‘hlll“u‘:'l"ﬁt
PR YIRS BARS WTRAY 1941 Mav U1k
Grant 517-017) 19844 Decembyer A S
Grant 07017 - | OR% Wil o, g,
Grant 17017 e 1180 Decomboy 0 oy

e e o s vy

SOTPLan Rewo 1 the e chosen by the (O o plearify elitihle
port transactions related Lo LS dollars provided unler the 987
it 1axr, Pk erants,



Accounting office records at the Contral “ank indicated that the first
tranche of the 1985 ISF Jollars was fully utilized by October 1985, well
within  the 12-ponth cligibility perind, However,  the  second 1085
tranche, which was supposed  to be used by \pril 26, 1986, was not Cully
utilized antil Mav 1986, The 1980 ISE Grant had not been fully utitizel
per cccounting department records s o Septoaher 50, 1987, 1lthoueh the
~limibility poriod peroSpecial Covenant V.3, of  the Grant Asrecment had
expired  December 27 (0g6h, Accomting  department  records showed  an
undisbursed balance of $14 million ot the time o onr i,

The Central 3ank, hy Palling to maintain ety lod sthsidiary records (o
SUPPOTt its rlobal  report of My b 19870 ot complio ] with the
Tetter or intent of this aopeensny . Theretore, ao acceptihle wilit trail
existed to verifv oghe ~hiaibility of amount o reporteddtv attribnted (o
elidible S50 dmports.  Document s SUDDOTEEY Ehese Tmport  Cr gt ions
could be o Tornished oalv after  aont he o searchin the varions recorl
repositories of  the Contpad Sant. vy U percent of the tramaaction
packages containel b1 the peoded Incument s,

ar ol fice  roview o LUOBLY trmsaction nackgon., which  Conteal 3ans
representatives otated were amons the aoir e docunents nsed for the
Sy 1987 peport, hese  document Kaves e stamped "Plan Poqagp”
inticaciny  they  woepe elioible Gmport traa. ticas from  the 1,54,
inchled in the previerslv veported totals. (Y rral dolbar vialaes of
transactions reviewe ] ., , $38.5 it lion, e el of o peviey were s

Pespo ot o

Numboer of Dall.ar v D] g
Transaction Valne of Valae of
Pacliaaes Trans e tion Pachae,
ROVi_!_!}\jlfl__ ~_l‘u'k:|~(","~, R_«'\iil'\.‘r"'

Total Transactions Reviewed 1012 $38,570,01 5 1OO

1} Ineligible public sector

transactions (87) 1 'f”i',z.fli_"f ---:’::
Total Private Sector Trans, 925 36,588, 380 9539
B)  Samrce of sonds other than 154 (oD b 150, 80K R
Vo Inelieible Comao it ies (1R) 109,101 "
SUb=Total Fliaihle Commolit jos TRIRT {3,6;‘7(}_?;.{73 “ROY
AV Lack of yfeag e SUPDOT L tng

docunentation for pa kapes (704) 20,5749, 080 0"

Eligible Transa tiags with T T
Aequate apportine Docament it jon 142 $ 1,382, 10 I
LE L B LRI B R - - I TR L E R ]
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C. Other Pertinent ‘~1;1t.trl;_

Other issues that required management's att ntion included the following
matters:

Reconversion of Doliars - The aulit identifiet a potential violation of
current Weney nolicy stemming { rom the reconversion of
VLD -Yaencrated™ local currency (o dollars.  No recommendation has heen
mate in this report becanse (his policy has not yet been formalized anid
s heing deadt o with in g separate Inspector General  communication with
AN PPe,

Not Tong ago, AN LAGC igsued 5 circalar cable to all "sAlhe in Phs reeion
depeoring  the anathor ze.l reconversion  of - local  currencies (qale
avatlable as 4 reselt of ALLLDL cash transters in g Conteadl  \merican
conntry)  to dollars without prior A T.D. anproval.  This tter was
raised again in oo deaft Inspector General policy DAper on priviate sector
autit issues current 1y hedng cirealated in Yashinoton,  The Jraft report
reflects  the consensus of LAC,  PPCanl  IRE officials that stch
reconversions maw he allowed for cortain specified s 5 bt Glao thy
thev shonld be tiaghily controllel anl approvet in advance by AULLD,  (The
draft also uraes  that  onlv legally  approved exchange  facilitie, be
utilized to eoffect sl reconversions, )

Daringe onr review of  the Dominican Flectricity Companv's (CHE) se of
ESE-pencrated Toeal carrencv, we noted that o sabstantiod amonnt had heen
nsed for purposes mot previonsly approved Gy ISAITDSDR (18,5 wilLion PesOs
S IS5 mithion). Tnelulel in such unapproved uses wis procurement  of
fued, which trplies that the monev was gsed Lo purchase foreipen exchange,

Ftomav well Y that such purchases could and would have beep Aapprove ] hy
the Mission hal it been aware of these transactions hefore  thev Wiere
conswnmated.  In fact, however, no such anthorizations were soneht by (hg
anl  the  Mission,  becanse  of  its deliberately  distant posture  in
oversesing  local  currency Matters, was  unavare  that  (DE wy sl
inathorized  aey  of LD -"generate " Toeal curtencies, o iacluding
reconverting them tao dollars,

Finaltv, cortain oyl pProjects approved by AL LD, (for exanples contracts,
with Westinohon,e International) also involvel substantial reconver .ione
totaling 199 willion pesos (US$317. 3 million).  Such Tarse reconversions
of Tocal curreasy by CDE atone wonll teml o thwart the objectives, of the
ESE Aol canh trnsters themseves, which were Limited 1o SENF I T
DEIVALC Sectar invest o,

Iterest G0 bub gy Fransfers = Another mattog which arose dariny e
anlic concerned the carning of anterest on 15 cash transfers whicl weepo
investel by the Cong e tank.  No forinal recomientation wis e on (Y-
Psaue becanse theae inve pents occarred betore Febroaary B, 1987 when
HEW astency polioy was issued on this subje o, FOATDIDR provi led the conn
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Exhihit

AL T.D, -"GENIRATED" LOCAL CIRRENCY DISBURSIMENTS

™ THE DOMINTCAN ELECTRI¢

JITY COMPANY

AND TO THE MINTSIRY OF PURLIC WORKS

Nominican Electricity

Comnany

June 11, 1085
Februarv 12, 1045
August 22, 1985
Februarv 4, 1086
February 17, 1986
April 28, 1086
Mav 12, 10980

Mav 20, 1086
Avmnst 13, 1986
Octobrr 1986

0 X0 NC Ui g e

Total

dinistry of I lic

RO 12,600,000
6, 500,000
9,500, 000

oh9, 075

1, 600, 000
11,000,000
3,000, 000
17,000,000
0,100,000
1,000,000

RDY

Wrnfgi

Ao
Aa reement Pru'; ramemed
FY 1085 ESE
FY 1986 kST
FY 1981 PL-480 Fitle I for 1/
FY 1985 PL-480 Title | for 1/
FY 19%6 PL=180 Title | for 1/

E 16, 500,000
TLN00, 000

lh' M)(), 0on

2L 000, 000
af)e

RDE 68, 500, Gun

......

N ————————— . o— —

Y/ This subject is coversd detail in
the USAID/DR PL 480 Title I proceam,

1

Amonnt

D shurse.;

RD$

RI$
) (s

A separate ait

13,820, 860
ol , K26

16,048, 118

2,000,000
-{)-

62,517,101

Pre

HE R

0,001, 115)

report on



11.

12,

13,

Exhibit 2

Paga 1 of 2

SIXTEEN DOMINICAN ELECTRICITY (OMPANY PROJECTS

TO BE FINANCED Wi

AT =YGENERATED' LOCAL QURRENCY RINDS

Timbeque Turbogas Plant Rehabilitation RD$ 5,800,000

Rehabilitation of Electric Substations
in the National District

Rehahilveation of 5an Pelro de Macorts
Gas Tarbine

Constructron of tvlroelectric Jam at
Lopez Ancrostara

Rehabileoation ot 6 Diesel Flectee Plants

Operatine Txpenses related (o veber Power
Barge (Rio Duoma, Santo Doginea) 17

Expansion ol laprovesent of Faloonhri e
Interconne tran o 00 b toval e, 1o 134 Avis

Fransmecoon Line o Toar e one
Installation of Drgtrihor o Setyark
Construct tan ot Yoot Pacatitres and
connection ot Power Bhatee 0 e T lectrie 4

SYSEer = Cin ants Dosineg, Do 0 oma area)

General “antonee o v Clectrrcal
Goenetatvon Plant

Repair and Relhvabi bt ion of Ay ary
Eepipaent © gy Vol e e al et at 100
"ll)j"l !

Iprovenents ¢, Cooline “waten Havna Cent gl
Thermad Generat e Plam

A\ tnited States Apav powes barge was sent 1o

Republic vt hooked inte cnpty power aril to
b ) b 1y 1y,

2,973,530

7,676,470

3,000,000

8,250,000

6,400, 000

500, 000

h, 900, 000

1,500,000

2,000, 000

0, 50N, 000

2,750,000

06%, 075
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suaseCT,

UNITED STATES GOVERNMENT

w6l TlEMOrandum

Thomas W. Stukel, D ctc;r M..’._l.).":.ND.IAX, o1
USALD/Dominican Republic Page 1 of 32

Draft "Audit of USAID/Dominican Republic's ESF Programs and Relared Local
Currency Activities”

’ AT R R
Mr. Coinage W. Gothard, Jr., RIG/A/T f RICEL, wp |
- Us A I

2 9 MAk. 1988

- RIG OFFiICE

We have reviewed the subject draft audit report and are attaching hereto our
detailed comments on each recommendat fon, tor your consideratfon,  In some
Instances we have requested specifie changes to faci{litate fmplementatlon of
useful recommendatfons, [f RIG ¢lectys not to make thege chanpes, we herehy
request that the Mfusion's comment s, with respect 1o that particular item, be
fncorporated divectly fnto the tina) report where the recommendat {on ftoeif 1y
dincussed and not Jast o the annex,

In addition, please foclude the tollawlng sitatements directly In the
“Execut fve Summary” wection of the f1aal repore:

"USAID/DR does not agree with the draf report's broad and
unsupported concluslon that 'Ihe 1985 and L9B6 ESE programe
and thelr aveoctated local Currency propram components had
not achicved all thelr wtated purpones’ . bvtdent ly the key
work {6 'all' because (he anly clesr example piven (o0 the
report fooan alleyed delay 1o (he fmplementatfon of Joeal
currency projectns due to delays fa depostte of local
currency,  There were delays (o deponttn bhut we do not
agree that thene resulted 14 project faplement.at{on delayn,

USAIB/DR wlno monat 1ake exceptlon with the laplfoat tag
repeated tuloe In the draft aadit teport, that the Minufon
only began to take cortect {ve Actbon hecaune an oaud e bhad
begun,  The rocord clearly showva that the 4fan{on heyan
addrenstng the problema ratned fo the deatt teport long
before thiuw audit began,

OPYIONAL POAM MO |9

(REVY. ) .09)
QBAFPMRNILCIR 18100 8
LI

O 18, GIMERENT b NI, cbrtr B I T T T


http:thop'.ii
http:ci)hfl)(ii'.lt
http:Rel&Ie.ld

APPENDIX 1

Page 2 of 32

AUDIT OF ESF PROGRAMS AND RELATED LC ACTIVITIES
MANAGEMENTS' DETAILED COMMENTS

RECOMMENDATION KNG, 1

We recomnend that USAID/DR not make any further ESF cash transfers untl}
all outstanding {ssues under the 1985 ESF and the 1986 ESF Agrecments
are resolved,

Management Response to Findings, No. 1:

The finding fs correct fnsofar as the dates the local currency was deposited
fnto the spectal account. However, we do not agree with the allegation that
there were sf{gnfttcant delays {n project fmplementation attributable 0 the
Lack of avatlable funds fu the local curtency accounts.  This allegatfon s
undocunented and furthermore, fpnores the fact that, during the perfod covered
hy the audit, there was a positive balanve 1n the local currency account
avillable tor disbursesent to approved projects,  Of the RD$LIY9.4 millton
outstandiug, we have teutatively accepted ROSIB.S mfllton under the 1989 ESF
Agreement on an attrthutfon basly pending the depostt ot RD$Y00, 000 under the
1985 ESF Agreement, Ameadment No. 1. AID/W authortced this act lon by cable.

H.'m.lﬂ(-mvnt R«-nl)unm- to Keeommendat fon No. 1.

We concur with the recommendatfon and will condition futurce ESF disbursements
on compltance with prior ESF Local Corrency deposft requirements,

RECOMMENDATION Ko, 2:

USAID/DK, 1n conjuctfon with GODR authorfties nhould-

a) Obtatn replentshment of the Spectal Arcount at the Central Bank
with the amount of funds that the Domintean Electric Company used
for purpostics not apreed upon to Anclude buying fuel, and paying
of { overdrawn oo ount -,

b) Obtatn replentoimneat of the Spectal Account at the Central Bank
with the amount ot taodn that the Minlutry of Public Works cannot
adequately aecaunt tor, or which were wied {or purpoue-s not
mutually agreed upon,
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3
USAID/DR's Detailed Comments
c) Notify t'.e Technical Secretariat to the Presidency that the

Dominican Electric Company and the Minfstry of Public Works are
to recefve no further disbursicments of local currency until the

issues disclosed througa audit are tavorably resolved, fncluding
the establishment of separate account,

Managewcnt Response to Findings, No, 2:

USAID/DR agrees that TSP's supervision ot the CDE projects has not heen
adequate and that there has not heen adequate contral over the funds released
to CDE tor projects tunded from the local currency program.  This {5 the
reason for the TSP audit which was fnfttated at our request and quoted by the
draft RIG report.  As reported In response to the draft audit done

concurrent ly and enuftled "Local Carrency Oversight™, USALO/DR had previously
fnftiated fts own linfted review whoen the problems were {{rut suspected by
USALID/DR.  Due to the poor cendition of the records at CDE and the dffffcule
sltuatfon that extsted because of the cerfsts situation caused by a rapldly
disintegrating electric povwer system, 1t was difffcult to determine exactly
what did transpire with respect to the seven projects carrfed out prior to the
change ot povernment and diuscunsed by the draft audit report.,

At this point in time, however, USAID/DR and TSP are ture and have
docunentation to {udfcate that three of the geven projects have {n tact been
completed by CDE and reasonably sure that a fourth has also been conpleted,
These four are the Jmenoa Generatfon Plant, Falconbridpe, T{mbeque and the
Hatna Cooltng System. Two of the remadning three, Sub-utation B and Dicegel
Plants, are constdered substantfally conplete (f.e¢, more than 750 of planned
work {4 done) and USAID/DR 1u assdating the TSP project engineer to coaplete
the docunmentation of this fact., The final project, Tourtiut Zone Tranumtwstion
Lines, has Juut beren Inftfated by COE and tn expected to be compieted with
funds froem other asources.

Management R""_P““”" to Rnyumm«-n[iful1(;_x)n_1_._.‘tf_n.wi'.‘

2.4) USAID/DIC requents that the tecomaendat fon be revised to requfre
that TSP determine the exact otatus ¢f the Sub=ntat fon B and
Dlenel Plintn profjects and obtaln agreement from CDE o elther
complete thewe two profecta and the Tranumiosion Lne to Tsp's
and USATD/DR s anttntact fon or pefund an o amount equfvalent to e
Incomplete portton of wll thtee projecta,  Thin recomnendat fon
could then be cloned upon recelpt by RIG of the nlgned contract
botween TSP and €L,
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USAID/DR's Detailed Comments

A USAID/DR financial review of the Hinfstry of Publfc Yorky
accounts has revealed that the Minfstry has spent over «2$1.5
million of {ts own funds on projects approved for fanding under
the local currency program. A copy ot the Financtal Analyst's
report {s attached and we hereby request closure ot this
recommendatfon,

Not{tfcation has been mals by TSP but will be rescinded fer the
Minfuiiry ot Public Works based upon the findings ot USAID/DR's
financfal review, Coples of the notffications and the finavctal

revicw are attached, Mlssion requests that this recomaendation
be cloued,

RECOMMENDATION No.

USAID/DR, in conjuncticn with GODR ml(l}g{ri! {es,nhiould-

a4)

b)

c)

Adviue the Central Bank which documents are
required to qatfsty the ectal caovenant
attributton requirements {n the 1985 and 1986
agreements to fneloder  the Kequent tor Dollars,
Commercial Iuvalce, Congalye Tavolee, BI1Y of
Lading, aud Coantons Clearan o dooument tor each
transact{on attribated;

Provide the Central pank with AILD Hanabook 19
criterdin vegarding olfpihile conmoditien, and
gource and ot fptn requftenent

Hire a qualifted CFA ffra to conduct o 100
percent review of all tranaacttanu attributed
upuer the TS aad 1986 jaopeamn, to {ne bude
contirmattons of welected Domintc o0 fupotters and
Unfted States exporters ot an aocoptable
confidence level and res ot tatt o of
differencen ol recorde 4t the ace wnt fng and
Forefyn Exchianve Devattment s
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March 23, 1988
Zilo Valdez, Financial Analyst

Review No. 517-0177

Lynnette Asselin, Financial Anmalyst Branch Chief
Mr. Tom G. Bebout, Controller

The Regiomal Inspector General Office's audit team, performed an audit of the
USAID/DR local Qurrency activities. on Pge eighteen (18) of the draft report
issued, they stated that "RD$S36, 504 had oeen used for purposes other than

previously mitual ly agreed upon uses in the local currency program” as follows:

Transferences to other accant g RX$ 65, 000. 00
Minds used to pay expenses under other

projects 437,838.00
Loang *o other programs 33,666.00

IYTAL R SAG, b0 706

These local currency funds were to becontrolled by the Svcretacint of Public
Worka (SEOPC) thirag t)ae Kiministrative Off jce of Foreiogn Agsintry o (DARE)

n March 22, 19y, ] Vigited thee DARLG of fleess ot Shge Patlditeg, and met Mr,
Neloon Ty and M, Migquel Heaninder, o ol Y the satant ion and £ixd 0
Practical wiy of o) replaciog the diverted funds 1o the loeal o rency
AR, demonat rate o Phey boaves et g cpnvalent anant of

O P R S T T mta Ty e e, g en Provjesr 5y7-0177,

'ﬂu",' Slemesd tee o T of ALY emeg ke Py thee Coptr gl Comverrant to
3

T N Y P R I e ler 4 ) BOh /e Proges b whine l amearit g te,
ML, W0, 4300060 1 ey Aonuple ol ek e G et
l(ltﬁ"’ﬂ'.,.'l“.i"l, Atk deaind Yoyt thiy far, -iwhnxh-i‘,' WOl e

ACVIVI des by 1, Rl by e g Flovjes v,

usned to f e

Thetetonre, 1o g Uy hae the S0RC Loy sy sigumiticant Iy highor amount
OF et vai than puo et 1han § e 3o, voq (iest on,

Valdesbin, and.
Yepan 0/ 24 1
faws, (XFrm
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\
Dear Mr. Secretar): <?

Subfject: A.1.D. Grant Ho. $17- 0227
Private Enterprise Sector
txpans p

Operational Letter Ko. 2
The purpose of this letter in to provide guidance on the Programming
and use of the counterpart funds to be provided under the subject
Agreement aigned December 26, 1944, 1, accordance wi*h Section 6.1,

L g

Paragraph 5 of (he Aprecment, the Pego equivalent of U5450.0 million in
grant funds wmade available under the Agtecnment wukt be deponited in g
Separate Specinl Account in the Central Bank vithin 30 days after the
disbursenent of the Crant. Since the krant vas fully disbursed on
December 26, 1984, a1l counterpart funding nhould be deposited in the
special account by January 26, 1985, The operational procedures for the

use of thig counterpart under the Agreement are those included in the

related Heworandum of Lhdcr-tnnding ales da’ o d Iecember 26, 19y,

1. Use of the Counterpart Under the Propram

As ayreed in the Memorandum of Understanding, the asount of peso
counterpart to be provided vill be calculated using the AVCerage market
rate ar determined by the Central Bank for the thitty day prriod after
the divburtuemeny of the grant funda. Fleare provade ua wilth the precige
rate nn detepmined by the Central Bank 1ncluding Bupporlang document at yon
Lo dewmonutrag ¢ Low the rate Wati oded yped, bor Purposer of thye letter,

hovever, ve have uped an allustragive exchange rate of ULYL, 00 » kb32.80
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to determine the amount of counterpart to be deposited in the Special
Account. Using thie rate, the CODR would be vequired to deposit a total

of RD$140.0 million (which amount may be lower o higher depanding on

market conditions after the disbursement of th- dollar funds),

As you have discussed with us, in order to comply with the proposed
Letter of Intent for a Stand-by Agreement with the Internatioral Monetary
Pund, only RD$63 willion in counterpart tunds may actually be vaed for

projects during 1985, The remniningyﬂpi?Z_Qil!ipqﬂy[}}wbc“qCpqpi;cd_in.

the Separate Special Account in the Central Bank and will be the subject

e e st e 2 e

of a neparate letter.
————— I SIS T .

1 vould like to express our dissatisfaction with this proposed
approach to reducing monetary supply by limiting the nmount of
counterpart funds that may be used for mutally agreed upon developmental

purposes.  This method appears unnecesnarily restrictive and we believe

that a core responsible weans should be develop+d that will make thesc

His txcellency

Hr. L. Oilando Haga

Technicnl Secretary of the Presidency
Hational Falace

vantu bumingo, Dominican Republic
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B, Trust Fund Account (RD$15,000,000) Page 15 of 32

In order to satisfy the requirements of Item A Paragraph 3 of the
M  LJrandum of Understanding dated December 26, 1584, a Truwt Fund
Account Agreement vill need to be signed betveen the GODR and AL.D. It
is sugpested that the initial assunt ol the Fund be entablished at RD$1S
million which, as agreed to in the Hemorandum of Understanding, will be
disbursed from the Separate Special Pewo Account in the Central Bank to
an account in the name of the U.S. Diwbursing Gfficer.  This initial
aoount includes the RD3L willion already deposited into the specia)l
account by your Lovernment. As you know, we anticipate that additjonal”

dollar grant funds may be provided this year. If this occurs, an

—— e . oo

additional RD315.0 million,”unprogfammcd in the Special Account, would be

transferred 1nto the Trust Fund. After the Trust hund Agreement haw been
————— e et i L a L e s v
signed, a separate Operational Letter will be 1e88ued detailing the

reporting and disburcing procedures to be used under the Agreement,

c. Development Aasistance Projects (RL$7,500,000)

A.1.D. auggests that the total of RD$7.5 million of the
counterpart procecdeg be prograsmmed to mect the Counterpart requirements
under omgoing and new developaent assintance projyecta co-{inanced with
A LD, Aw dascussed previouely with mesbers of youy ataff, thie amount
vill cover peno requirements under the following projects for FY 1989,
Rural ¥koads, bhergy Conservation and Yruource Developaent ) daport and

Investnent Promotion and Minerala bevelopment .  Foy Oncpoing projectas,
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pleasc provide a quarterly disbursement report, beginning Januayy |,

1985, which indicates the amount requested for the quarter for each

project by purpose (e.g., for credit, construction, rehabilitation, etc,),

D. Institutional Support and Development (kD$3,000,000)

A.1.D. suggeats that RD$3.0 million of counterpart be
programmed for institutional support and development. Under this heading
8 portion of thewe funds vould be utilized in support of studjes
including those 1nvolving project feasibility and policy analysis., In
addition, funds would be utitlized for private aector support such as
projects 1nvolving the International Executive Service Corps., Joint
Agricultural Consulting Corp., Ciicago AMnociation of Commerce and
Industry, ADIMI and ADOEX}O. The USAID vill provide you with additional

information and details on this aubject in the near futurc,

k. Disbursement and Review of Counterpart
—lyreemen | Al

Once the required ducumentation has been received and reviewed
by A.1.D., diabursement @ay e initisted. The procedures for
disbutserment of the funds s1e the same an those caployed previously and
are futther described in Attacheent A. 1f you have any further quesiions
tegarding disburmement pProcedures, pleare contact the A.L.D. Controller'sa

Office.
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To help facilitate the execution of the proposed counterpart
program outlined above and to complement the review activities
contemplated in Paragraph 7 of the Hemorandum of Understanding signed by
us on Vecember 26, 1984, 1 suggest that mi «ers of our staffs meet
monthly to discuss the purposes and merits of the planned sublending

projects and the allocation of counterpart funds for specific projects

and for Institutional Support and Development activitics.

11, Allocation of Foreign Exchange for Imports from the u.s.

As stated in Section 5.1, Paragraph 3 of the Grant Agrceaent, the GCODR
agreed that the country's financial system will allocate at least an
amount equivalent to the grant for the imporla(@on of rav materials,
internediate goode and capital goods from the U.S. for private sector

industry und agriculture.

The reporting requirements for the use of the dollars will be tamc ap
thosc used under the Previous program (Pris ige literprise Sector
Development, Loans Nos. 517-¥X-013y, S17-E-039A, Y17-K-0349n), Thus, the
quarterly reports gubmitted to ALDL on the dmports ahould wdicate the

iopoite to be attvabuted to the Apreerent ., A belore, thas report ahould

St . . s sttt

include a cvumnry lietaing of the importa, valuen and Iportat ian dates.
e et e e e e e O . o et

In addition, the report should include the wupporting documentat jon

T e+ - P -

(eop., billy of ianding, lettern of credig) arcocinted with the eligible
S Bt ———— . . . Lo C—

imporlu.

e

I{ at any time you should hsve any q:»stions with respect to the Crant
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program, please do not hesistate to call upon me or members of my staff.

Sincerely,

Philip R, Schwab
Director

Drafted by: QRL:DDeWitt scmk:jf:]1-2-86

Clearances: CRD:BHenrfquer _
QRUO:LTArustrong
QONRT.SLiapis
TDD:PBittner
DD:CCBuck

O

B
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A.L.D. Crant Mo, 517-0227
Operational Lletter No. 2

ATTACIMENT A
Page 1 of 2

Private Enterprisc Sector Development

Disbursement Procedures for the Implementing Apencies

The Implementing Agency vill request to the iechnical Secretary of the
Presidency, the quarterly disbursement (for the first quarter), attaching
2 list of the expenditures to be incurped. For subsequent requests 1t
should also attach the document s Justifying the previous expenditures,

The Technical Secretary of the Presidency will authorize the Central Bank,
with the approval of the Nency for International Development (A.1.D.),
the disburecement of funds for cach 1ndividual Froject. (See Annex B.1.)

The Central Bank wil) deposit in the Mational Treavury the asount
requested.

The amount disbursed by the Central Bank will be placed in a epecinl
account in the Mational Treasurv, named "Private bnterprise Sector
Development,” within the Ludget of the Technical Secretariat of the
Presidency.

The Technical Secretary of the Precidency will request the disbursement of
furds fro- the Nationa} Treacury to the Inplementing Aeency in accordance
with pracedurce catablishied under boginican 1aws.

The dishurmencnts wil] be wade throeugh checks ivnued by the Mational
Tre aury to the Implenmenting Agencics of each Project, and such fund vill
be . :pueited 11 & bank account separate from thegyr other resourcen.

Under no circumetance vill the procedures indicated in No. 5 and 6 above
exceed 10 vorking days,
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A.1.b. Crant No. 517-0227
Operational letter No, 2
ATTACIMENT A
Page 2 of 2

Banco Central de la Repiblica Dominicana
Santo Domingo, D. N,

Dear Sirs;

Pursuant to the agreement entered into between the Covernment of the Dominican
Republic and the U.5, Covernment, acting through the Asency for International
Development on December 26, 1984, it ia hereby requested that the anount of
RD$ be released from the Special Peeo Account establisvhed in
the Central Bank, in accordance with the teros of the Private Enterpriae
Sector Develcpument Crant 517-0227, dated Ivcewber 26, 1984, und deposited in
the Banco de KRescrves de la Repdblica Doninicana, Account No, .

entitled i

For your inforwation and/or necessary action, we attach a financial statrment
which whows the financial status of the project, since its inception to date.,

Please notify this office once this action has bLeen completed.
Your prompt attention to thia @atter will be greatly appreciated,

Sincerely,

Techn: :al Secretary of the Presidency .

Concur:

A.1.D. Controller
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MAY 16 1904

Dear Mr. Secretary:

Subject: A.1.D. loan No, 517-x-019,
517-X-039A, S17-k-0398
Private Fnterprise Sector
Development

Operational Latter No. 2%

The purpose of this letter is to provide inforration to assist you in the
fmplenentation of the subject TFrogrem in accordance with the Loasn
Agreenent Amendment aignad on May 2, 1984. Mothing i{n this letier or its
attachments should be construed as wodffying or altering the criginal
Loan Agrecnent, signed on Septecbar 30, 1962, Avendrents Husber One and
Two, or any of {ts provisions ‘herein referred to or explained. This
lettar or its attachuents ay bhe supplenented or modifled by sulisequent
letters as necessary to meet special situations which might arinae,

1. Conditions Precedant to ninburtggcnt Under Amendment Numher Two to
the loan Arreement ’

A.  Bectdon 4: Leyal Opinion

This wection of Anendment Yumber Two sets forth the waterial
which wust be suluitted to A1 L. before the dishuraerment of the lonau or
isruance of docucentation pursuant to which disbursenent nay be made.

The legal Advisor to the lLxecutivae Power (E”T'”ltqrwJ”f}ﬂtff)
should jrepare the lagsl opinion required under this aubsection.  His
oplnion, in the form of Attachment A, with the nrcesnary nupporting
documentation, will weat A.1.D. requirements undar this sectjon.

His Excellency

fir. L. Otlando Hars

Toechnical Gacratsry of the Presfdency
Hatinnal Palace

Santo Domingo, Dominican Republic
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When the condition etated above has been satisfactorily met,

disburwement of lcan funds available under Amendment Nucmber Two can be
authorized,

L. Section 5: Terminal Date

The conditions se¢t forth in Section 4 of Atendment Mumber Two
of the Loan Agrecuent must be mat not later than Novewber 2, 1984,

11. Use of the I'ecos Generated Under the Progran

In accordance with Section 6.1 paragraph 3 of the original lLoan
Agreement, the Pe .o equivalent of the US$34 will{on dollars must be
deposited in & epecial separate account in the Central Rank vithin 60
days after dlabursenant of tha loan furide made available under Amendecent
Nurber Two by AID. The opcr}tionaz procedures for the use of tha
proceeds pencrated under Amendment Nuber Two are those included in the
related Heworandum of Understsnding dated October 12, 19862,

As was praviously discussed with your staff, certain budgetazy
decisions vere wade Ly the A.1.D. Officials in Washington D. C, which
resulted in a rerduction in the overall size of the loau frow 340.0
million to 3$34.0 million. Tuis change necessitates a sivilar reduction
in the overal) programing of the pesos generatod under the Jroprao which
vas 1rquested in Technical Secrotariat of the Precidency (TUP) letter MNo,
288 dated Septenbar 27, 1983, Accordingly, I would lika to recormend
that the uses of the peoos generated under the prograsm bhe propramed
according to the following overall distributiaon:

EquiJnlrnt of Uss

Agroindustry snd Export Credit Activity 412 willfoa

Productive Infrastructure Fund $12 million
Inatftutional Support and Development mwslﬁ-ﬁﬁlliﬂﬂ
Totsl $34 willion

Within the three categorias outlined sbova, the following provides
add{tionel datail and gusdance trgarding the fora of aubmiaaion to A.I.D,
of the documentatfon required under the Joan spreenment Lefore

disburacwent can be made from the specfal pean account in the Central
Bank;

A Aﬁ{niqﬂp,hrv fﬁdm}f]TU!KC'fﬁi',A';iyj'f (ﬁ]?,UOU,UUU)

Vith reyatd to the sublivtrowers to be sapported under thie
credit metivity, at lesst H0L of tlLe funda jrograced under Amendmrnt
Humber Two to thae subject loan for tha Irivate Faterprien ‘fSector
Davelopment Credit Fund, already eatablialied {n 1he Central Bank, ahould
be dirccted at emall and mediun export and agroludustiy sublanding  (Thie
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allocation wa:z agreed to by the CODR and A,1.D. and is currently bLeing
implemented under the ongoing credit activity). In addition, A.I.D.
suggests that the credit f{und set aside a portion of the resources
programned under this activity for sublending involwing cooperatives.

In order to satisfy the tequirenents  of  Section 6.1,
Paragiraph 1 of the original Loan Apreecent and Paragraph C.1 of the
related Memorandum of Understanding dated October 12, 1982 for this
activity, please aubmit to A.1.D. the following wvater{als:

1. An cperational plan for the aublending program. This
plan should deacribe {n derajl the sublending activities anticipated
under the program,  This plan ahould include the numbers of asubloans,
timing end industrial areas astociated with each subloan. 1In addition,
this plan ahould Jescribe in detall the uctivitien anticipated to promote
and support the sublending activites,

1. A detailed evaluation veport on the atatus and propreas
of the ongoing Private buterprise  Sector Development Credit program
activities approved under prior yrar's disburscuents.  Tucluded in this
report should be a discussion of: status of the ongoing credit
activities, iupact of credit sctivitjes on  aproindustrial and erport
developrent; progress being made to provote program activitiea; private
tector nvarenenn of the prograw; desire of the private financial
institutions and indusitics to enter the program (particulary small and
mediva mire industries); and the rdequacy  and  effectivencss of tha
vollcres, procedures and  criteria used to operate tha propram,
Anticipeted propram activities to icprove exports of non-traditional
agroindustrial products will Ls a particulary ifuportant point to be
discuened in the report s {uture disbursewente under the program wvill bhe
based jpartially on this aapect.  The report should also Jdiscuss the
elfrctivencan  of 1tha iustitutional structure to carry out project
activites, Ve note thaet ToP'a teport ‘on the  dimpleucntation of the
subject program for the perfod January to March 1904 indicates hat there
fs A large undisbursed ba' snce under the exiating credit Prograw,
Thevefore, apecific attention should be given o identifying chatacles
and vrakveas in the Institutional framevork requiving adjusteent in ordar
Lo more effectively carry out credit activities with particular cuphasis
on exporte,

Civan the liwitstions of exinting wtaff vesourcen, it might be
useful “to corsider using s portion of the local currency resourcae
availshle under the subject program to finance tha arivices of a
conaulting firm to carry out this evaluastion activity. After mutual
agrecuent is reached betueen TSP and AID reparding a scope of work, the
selection of a contractor, and a budgat, proprem funds could be madn
avaf{lable for this purposc. '
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We understand that, unless otherwise agreed to by A.I.D., the
objectives of this credit fund and the policies snd procedures fo)
operating the fund will remain che same as that previously agreed to by

-1.D. and currently being followed under the subject program.

I would like to point out that A.I.D. regulations prohibit the
financing of certain activities, A listing of these Inelipibly
Activities is included in Attachment A of Operational Letter No. 2 dates
December 8, 1982, 1In addition, the Letter of Understanding, signed b
the Technical Secretary of the Presidency and the USAID Mission Directos
on September 30, 1982, discusues certain projects or activities for whic!
financing with the dollar funds or local currency rceaources providec
under the loan agreement should be avoided. 1In generai, thesec arec export
projects which would result in the production or marketing of certair
agricultural products and which would displace agricultural products i
the U.5. market. Some of the products which are of particular concern te
A.1.D. include the importation into the United States of products such a:
cauliflower, Lomatoes, eggplant, avocados, grapefruit, oranges, lemons,
limes, wmangoes, papayas, and guavas, Thus, subprojects funded under this
program, which will osupport the exportation of these Lkinds of
agricultural products into the U.S., will nced to be carefully revieved
by the GODR prior to approval., Please keep my staff advised of any
activities of this nature contemplated for financing uider the program ir
order to identify early on those particular activities for which program
funding should not be provided.

To help facilitate this review of sub.ccjects and to
complement the review activities contemplated in Paragraph P of the
Memorandum of Understanding signed by us on Octuber 12, 19562, I suggest
that menbers of our staffs wmeet quarterly to review the purposes and
merits of the ongoing and planned aublending,

B. Productive Infrastructure Pund ($12,000,000)

In order to satisfy the requircoments of Paragraph C.1 of the
Memorarndum of Understanding dated October 12, 1982, please submit to
A.1.D. the proposed listing of the eubprojects to be financed under this
activity. This 1listing should include a brief description of the
activitiea included {n each dubproject (any clhanges in this listing wil}
require A.I,D, concurrence). We understand that the purpose and
objectives of this fund, tha eligibility criteria for subprojects to be
supported by the fund, and the operating procedures for the fund will
remain the same as that previously agread to by A.1.D. and currently
being followed under the subject progranm,
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C. Institutional Support and Development ($10,000,000)

1. Private Sector Development Studies

We believe that a portion of the proceeds generated under
the loan agreement could be very effectively utilired to finance a series
of additional kKey studies needed to support the development of important
Dominican private sector iniciatives. A.I1.D. therefore recommends that
the studies fund #lready established for thig purposc under the progranm
be increased by $1 wi{liion, We »slso recoumend that a joint CODR/AID
comuittee - be established (as wne done with the original studies fund
activity) and include, szt a minimum, members from your staff, the Central
Bank and A,I.D. (Other mewbers could be suggested, as appropriate). The
purpose of this committee would be to agree on the operational procedures
needed to select the topics for study, review and approve the detailed
studies proposed, and select the contractors to complote the studias,

2.  Support for PriVAtevVolunttry Organizations (PVO)

A.I.D. recommends that $3 mwillion of the proceeds
generated under the iLoan Agreeczent be programmed to support a series of
important PVO activities in the Dominican Republic, A.I.D. believes that
there are & number of PVO initjatives which can play an {mportant role in
the development of the Dominican private sector, . ‘
- . 1n order to comply with the documentation’ requirements
discussed in Paragraph: C, 1 of the  Hemorandun of Underctanding dated
October 12, 1982, please aubmit to A.I.D., & propoased liating of Pvo
activities to be finsnced under | the . program, In  addition, the
difficultias experienced during the implementstion of the ongoing PVO
 program will require that cartafn adjustmente be made in the exfating
~ procedures. Accordingly, please submit to A.I.D. the revised dhcrating

procedures to be uased in managing the PVO activity resources,.. .’

Each PVO wubprofect financad vith the procecds  mad.
ava{lable undar tha subject mgreement will also require the execution of
formal. agreewent documents _between the Technical Secretariat “of the
Presidency (T6P) and the " particular implementing organization. We
requeat that each subproject sagreement documant include the same audfiting
&and inspection provisionn currently included for the PVO subprojecta now
financed under the pregran in order to permit T5P and A.L.D. the right to
inspect program activitfes.. 1f you have any quentions on thise subject,

pleasa contact bpr, Banito Menrfquexr of " the A.I.D. Capital Resources
Developmant Office, ’ )

3. 'lﬂduntrinl Frea Zoun Development

4.1.D, ‘rccommcndl a $6 millfon funding lavel for this
activity. Wa underatand that the ‘CODR contemplates using there renources

A
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submit to A,1.p, the detaileq Plans asaociated with the developrrent of
the particylar free rone site, Theae Plans ghoylg include; derafled
descriptions of all Planned subactivities (including the nature,
magnitude, ang timing of each nubactivity); Procurement plap, for
obtaining the required poods and 8ervices; and the basig for the
8eloction of , Particular gf¢e and the Proposed activipjeg (including
both a technical gpg financia] analysis), 1 addition, freq Ione aitae
development Plans ghould include detailed enginoering/conutruction pPlans
(including evidenca of legal title to the land on which fonatruction wilg

Once the required documentatiop described above for ,
particular activity has been @pproved by A.1.D., disbursement may be
initiated, The Procedures fof disbursement of the Pesgo funds are
described ip Attachment B, of Operational Letter No., 2 dated December 8,
1982, If you have any further questions regarding disbursement
procedurcs, plenge Contact the A.I.D, Controller's Office,

I11. Allocation of Foreipgn Exchange for Importa fromp the v,s,

Loan funds an equivalene arount of the Loan to the privace sector for
the importation of raw waterials, fntermwediate Eoods, and capital goods
from the vu.g, for tha Private sector indultry and agriculture, In order
to provide adaquate time for the importation of goods the terminal date
for meeting thi, requirement {, hereby extended froqg April 12, 1984 to

The reportfng requirementg for the yje of the dollar,s provided
under the Lognp Apreement and the Pirst Avendment wil] also apply to the
U8e of the dollare Provided ynpder the Sccond Amendwent, Thua, the
quarterly reports submitted ¢, A.1.D. on the Imports shoulg indicate the
fvports to be attribyted to each Amendment a4 vell as the orifinal
Agreemant, A, before, Eﬁi: report ashould include a suumary Yirting of

the Importnl valuas and igngrting dates,  Yn iBJleon, the rcpa;f should
include thi,aggggrtlng docuﬁEFEEFﬁﬁT‘(ETET‘bTITE:EI:}EEingT‘tetreFf—GY

— - R — T
Credit) associnted wich the ¢1igible iuporte, ——

We are avare, of Coursa, of the Covernment 'y racent docisrion to
transfer q11 forein exchange provided by thae Covarnmcnt, with the
exception of pPetroleum, to , Parallel markaot rate, Obviously tni, way
have fmplicat{ons for the amount pf Dominican Pr80 counterpart that will
be ganerated by the of the dollar, provided through tyi, loan. we
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Finally, I would aleo like to taks this opportunity to advise yo»
that the new loan nurbers for thi, project are ho. 517-K-039, 517-E-039A
and 517-K-039B. 1t is necessary to have these loan nvhers in order t.
correctly account for the sources of funding spprop.oisted for thi
project by the officials in Washington n, ¢, Accordingly there are three
loans for thiy project which together total the §83 million indicated i
Section 1 of Amendment Number Two of the Loan Agrzement (Loan No,
517-X-039 for $41 willion, Loan No. 517-K-C39A for 48 milliog und Loar
No. 517-¥-0398 for $34 million), For ecach of these loans, separats
accounting records should therefore be maintained,

If at anytime you sghouyld have ‘any questions vith respect to the Loan
Program, please do not hesitate to call upon me or weobers of my staff,

Sincerely,

(e g

Philip R, Schwad
Director

Enclosure: a/s -

Drafted ny: :CRD:{bg:emk:4-25-8¢4

Clearances: Bchriqucz,'CRD (in drafc)
~——_-ances
LTArmstrong, CRDO( § drafe)

SLiﬂpiB, COHT’( } "4]‘]"90[-[ )
ABenjaumin, TDD(EEE_E:E}t)
CQCnBUCk.‘ DD ’ :
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A.I.D. Loan No. 517-x-039
517-X-039A
517-x-0398

Operational Letter No.

Attachment A

Page ! of 1}

No, Santo Pominpo de Guemln, D, N,

CERTIFICATION

In conformance with Section 4 of Kmvndmcnt Nuaber Two dated May 2,
1984 t5 the Private Enterprise Sector Develojpiment loan Agreement dated
September 30, 1982, entered {nto by the Docirican Republice, as Borrower,
and  the United States of Aumerica, acting through the Apency  far
Intervationsl Developaent (A.I.D.), T CERTIFY that the nbove Agreemont
has been duly formalired and vigned on bLehal! of the hnminiCAn’Cuvrrnmrnt
and  authorired by the National Congreas by Reosolution No.
dated s which {4 nttached, and that (he snwe, {n our

best judgument fa o valid and tin obligation cf the Covernmert: {n

conformance with {ta terme. .

Civen in Santo Dowminpgo de Curomkr, Nationsl Districe, Capital of tle -

Dominican Republic, on the ( - day

of . of nineteen afghty four (1984),

Legal Advisor to the Exacut{ve Fower



ATTACHMENT 10 RECOMMENDATION NO. 3.d

MEMORANDUM OF UNDERSTANDING
TO ESTABLISH THE OPERATIONAL
PROCEDURES FOR THE USE OF THE

U.S. DOLLARS AND COUNTERPART UNDER THE

PRIVATE SECTOR ENTERPRISE SUPPORT
GRANT AGKEEMENT

Memorandua of Understunding, dated
February v 1988, between the
Covernment of the Domfnican Republic
("Grantee™) and the United States of
Aucrfca, scting through the Agency for
Iiternational Developueut ("A.1.D.7),
together referred as the “Parties”

WHERLAS, the Parties eontered into
a Grant Apgrecacut {("Aprecment”™) Number
517-0255, duted February , 198y,
to provide . Grant of Thirteen Million
Etght Hundred and Thirty Five Thousand
Unfted States bollars (Us$13,835,000)
for the cconoete ntabiifzation and
recovery of the country.

NOW THERLFORE, the Partfew hereto
hereby agree an follows:

A, With egurd to the U.S,
Dollure provided under the Agrecaent,
the Partice agtee to the [olluwing:

1. The Central Bank of the
Domtntcan Kepublic will eutablish
Sepatute Account {n the Federal
Rencrve Bank of New York for the
depostit of the U5, dollars to be
provided under the Agrecumont, No
fundu other than the U.5. dollars
provided under the Agrovisent will bLe
depoaited futo the “eparate Account,
The Separate Aceount way bo fntereut
bearing., However, all fitereost ecarned
on this account or on these funde muut
be uned fur tha purpusece agreed upon
in Pacagraph 4, bLeluw,

APPEND1X
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CARTA DE U NTENDIMIENTO PARA ESTABLECER
LOS PROCEDIMIENTOS OPERACIONALES PARA
EL USO DE LUS DOLARES Y DE LA
CONTRAPARTIDA BAJO EL ACUEKRDO DF

DONACION PARA LA ASISTENCIA AL
SECTOR EMPRESARTAL PRYVATO

Carta de Entendinfento, de
fecha de febrero de 1988, entre
¢l Coblerno de la RepGblica Dominicana
("Lonatario™) y los Estados Unidos de
AwCrica, actuando o través de la
Agencla para e¢] Desarrollo
Iuternacional ("A.1.D."), llawados
conjuntamente "luw Partes”,

PUR CUANTO, law Partes
wusciibleron un Acuerdo de bonacidn
C Acuerdo™) Namera $17-0295% on
foctia de febrero de 1984, para
susindnttat una Donac 0o de Trece
Hillones Ochocleatos Trefuttelnco Mil
Dolaren Entadoun{densen (‘l‘i,ﬁhi_‘),()\“)())
para la estabt Mzactaon y 1y
recuperacton voonfates del pals,

POR TANTO, ..
Acuerdo convicnen die la mate ra
slgulente:

partes en o egte

A, Con tenpecto a4 Ytow dblarcs
estadountdennen ("dolare,)
susinfutrados bafo ¢l Acuerdo, law

Partes convienen 1o slpulente;

I, LI Banco Central de la
Repobliea Dontntoans entablecerh una
Cuenta Sepatada eu el Federal Hemerve
Bank de Nueva Yorh pata ol depbuito de
los dblares & wer numtntotradow ba o
el Acuerdo,  No e deposttatin en eata
Cuenta Sepatada ottou fondon afenos a
law dblates womdntutradon byt el
Acuerdo,  La Caenta Separada puede
Eeterar futevewen,  Sin esbutgo, todos
loa Intereses panados pot cuta cuenta
o sobre eutos fondon deben ser unados
parts dos fluece conventdon ey ol

Phtrato l'. de wia tﬂu‘l]u.
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2. Pursuant to Section 2.1
¢ of the Agreemant, the Grantee will
submit written evidence to A.L1.D. that
the Separate Account hag been opened;
this evidence will {nclude the account
tumber and the name and specimen
signature of the Central Bank's
aut hori{zed slgnatory,

3. Upon written request and
upon completton of all conditions
precedent as required in Sectfon 2.1
of the Agrecment, A.1.D. will deposit
the U.S, dollars futo the Separate
Account via clectronte funds transfer,

4, The Separate Account
funds will be uged only for the
fmportation of petroleuva or petroleun
derivative producty under the terms of
the San José Accord.

5. The Scparate Account
funds will be diubursed for the
purpoucs lMuted (n Paragraph 4, above
within atne (9) wonths from the date
ot diuburscacntl of (he Grant fundse by
A.1.D,

t. With regard to the ure
ot the U.S. dollars for the
foportation of petroleum or fre
derivativeu, the Central hank of the
Grantee will dluburee fundu from the
heparate Account by weanu of a coded
telex or bauk drufy fequesting the
Federal Reweive Bank of New York to
transter the U5, dollar azount
cotresponding to the eutitated valye
of the petroleua to be fcpurted
utilefng procedures eutabltuhed under
the terms of the Sau Joud Accord,

7. The dtubutuczents by the
Contral Bauk will be for the cut loat ed
cunt of the petroleva fuportation
based upon a pro-forws tnvoice and/or
Olher wupporting documonta acceptable
to A.1.,D,
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2, De conformidad con la
Seccibn 2,1 ¢ del Acuerdo, ol
Donatarfo enviars a la AL.D, una
evidencfa por escrito de que se ha
ablerto la Cucnty Separada; esta
evidencia fuclulrf el nbogero de la
cuenta y el noubre y un fucufmil de la
firma del siguatario autor{.ado por
parte del Banco Central,

3. Medtante una rnolfcitud
Por escrito y una ver satisfechag
todas lus condtciones previayg tul como
¢ requiere en la Seccton 2.1 del
Acuerdo, la A.I1.D, deposttard los
dotares en la Cucnta Separada via
transferencta electréntca de fondos,

4, Los fondos de la Cuenta
Separada serin usados solawente para
la faportactén de petrdleo o de
productos dertvados del petrbleo bajo
los términon drel Acuerdo (e San José,

5. Los tondos de la Cuenta
Separada serin desembolsado. para los
fines cnumeradoy ep o] Parvafo 4,
antertor, dentra Jo los nucve (9)
Bedce a parttdre de la techa JJe
devenboluo de 1ou fondos Jde bonac {bn
por parte de la AL LD,

0. Coa tespecto al uso de
Yow d6lares para 1. fuportucion de
petrbleo o wuu derivadons, ¢l Banco
Central del Donatarito devcweoluarg
fondou de la Cuenta Separada vedlante
un telex codtffcado u orden Jde payo
solicttando al Federal Nenerve Lank de
Nuava York que trannfiera la wuma en
dblares cortenpandtente ) valor
eatioado del petiGleo a ey fmportado,
utiltzando low procedimtenton
catablectdon balo Jow términon del

Acuerdo de San foné,

/. Lon dewecaboluoe por
parvte del Baoco Central nerdn por el
Couto cattmado de La fuwportae 1Oy de
petrbleo basado en la factura
pro~forwa y/o otros documenton de
apoyo aceptablea n la AL LD,



8. The Central Bank of the
Crantee will maintain or cause to be
maintained, in accordance with
generally accepted accounting
practices conufstently applied, books
and recordu relatfog to the use of the
U.S. dollars, specifically, the
Central Bank will mafntain in {ts
f{led both the orfginal and/or signed
certificed coples of the supporting
lmport documentation as outlined In
Annex A attached hereto and the bank
drafts or coded telexes for cach
fndividual dfstursezent from rhe
separate Account and ap-ropriate
receiving documentation, Such bocks
and records will be waintained for a
perfod of three years following the
last disbursement by the Central Bank
from the Separate Account,  These
bouks nd records will be avallable to
authorized repredentatives of AL.D,
and will e audited regularly, In
accordance with generally accepted
auditing standards.

9. Within thirty (30) days
of the completion of cach fodividual
disbursenent from the bSeparate
Account, the Central Bapk of the
Crantee will wtify the Technical
secretartat of the Prestidency (Tspe),
vith a copy to ALLLDo, of: (1) the
vilue of the Lranvaction; (2) the
quantity and description of the {temn
brocured; (3 the supplicr; and (4)
the amuunt reamaining fn the Separate
Account,
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8. El Banco Central del
Donatario mantendrs o harg que e
mantengan, de conformidad con lag
pricticas de contabilidad generalmente
aceptadas y aplicadas
consfstentemente, librog y reglstros
relacionados con ¢l uno de los
dolares, Espectticamente, ¢l Banco
Central wantendrd en suy archivoe el
orfginal y/o las coplas certificadag
tirmadas de la documentactén que
respalda la fmportaclén comy se
describe en ¢l Anexo A anexo 4 esta
Carta de Fatendimfento as! como las
6rdenes de Pago o telexes codificados
para cada desewbolso {ndfvidual de la
Cuenta Separada y la documentactbn
aproplada rectbtda. Estos libros y
regfetros seridn mantenldos por un
perfodo de tres aifos a partir del
Gltimo descubulso por parte del Hanco
Central de la Curnta Separada,  Estos
Hbros y tegtutros estarin dispontibles
para low representuntesn autori{zados Jde
Ia A.I.D., y weran auditados
regularmente de corformidad con low
principions de auditourfa Reneraloente
aceptados,

9. Ko un lapao de (30) dfaw
detipuds de tnallzar cada descaboluo
fodividual de 1a Cueara Separada, el
Banco Central del Donaturio notificarf
al Seeretattado Téenteo Jde la
Prestdencta (50P), con una cupta a la
AJTGL (1) ol wvalor de 1a
Lrannacethng (2) lu canttdad y
deserdpeton de low artfeulon
adqutrtdon; () el suplidor; y (4) la
cantidad rentante en la Cuenta
Separada,
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Doc. 3722F

ANNEX A

DOCUMENTATION REQUIRED TO SUPPORT IMPORTATION

Documentation required to aupport importation of petroleum or petroleum
products under this Agreezent:

1. All documentation shall be zaintained by the Central Hank of the Crantee
{ncluding the customy clearancen (Item V).,

2. All documentation shall be in the ortginai or in a slened and certified
atate,

3. Documentation for each individual transaction will {nclude:

e.
{.

h,

i,

Letter fream {mporter requeuting foreign currency and the
suthor{zation to debit {zporter's cozzercial account thirty dayas
after the bLill of lading tu lusurd,

Requenst for payment of the traunfer (Central Bank Vorm No, B-2,
TU-BC).

Coded telex requenting Federal Keserve Bank of New York to tranafer
estimated funds to account of Bank of Mexico, 5. A. or Bank of
Venezuela, S, A

Commercial invoice which ray bLe In telex form.

Bill of lLading.

Customn clearance docuzentation and related recelving reports,

Letter requeuting actual disburaement frem feporter's cormercial
account,

Advice of Charge notice from Fedrral Rewerve Hank of New York from
the CODR Speclal Account to destgnated account and bany statement,

Confirmation notice to Central Bank of the Dominican Kepublic of
payment applied,
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List of Report Recommendations

Recommendation No. |

We recommand that USAID/Dominican Republic not make any further Economic
Support. Funi cash transfers until all outstanding issues under the 1985
ant the 1986 agreements are resolved,

Recommendation No, ?2

We recommend USAID/Dominican Republic, 1in consultation with cognizant
Government of Doainican rRepublic authorities:

a. obtuin replenishnent of the special Account at the Central Bank with
the amount of funls that the Dooinican Electriciry Comppany used for
purposes ot agreed apon, o ine lisle baying fuel, ant Paving  off
averdrawn ace ounts

b, obtiin replenishzent of the Special Account gt the Crntial Band with
the amount of funds (he Ministry or Bublic Worbs cannnt alequately
account for, or which were goed Por puarposes not it )y A tent
pon; and

€. notifv the Tecltcal SeCEetartat ta he Preevdenoy thut the Dexringcan
Electricity Company and (e MInt-tiv of Public works are 1o teceive
no further dislursesents of 1o al cmrrency il the Joagen drar Tosed
throogh autit gre favorably resolved, o luling the establishment of
separate acconunts,

RNWHLIUHH Ny, ’\

We o recocemend IBALD/Domingean Hepublic, in consultation  with
cognizant Goverament of Dominte.an Republic authorit ey

4. advice the Central Hand wine by docienty are tequinret o waltsly (he
special  covenant  oattribagtjon Peapbrenent. ta the  1ua's o [9KG
Mreaaent to dnclale: the dteqoet fog Bollare, Coatner gyl Tnvaice,
Consalar Invoioe, Byl of Lading . ant Greton Clearan e document Jor
cach tiansa Lion s ibhut g ;

b, Provide the (rntial Bank with A T 0 Handhoob 10 Criteria tepatding
eligthln camolities, anl wource and CUIRIN Tequipement s,
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hire a qualified Certified Public Accounting fim to conduct a
statistically valid sample of all transactions attributed unler the
1985 and 1986 programs, to 1inclufe confimations of  selected
Domintcan importers and United States exporters at oan  acceptable
confidence level and reconciltation of differences of records at the
accounting and foreign exchange departments: and

obtain evidence that the Central Bank  has  eqtablished aceptiable
procedures f{or reporting transactions anl collecting and matntaining
records of eligible transactions and approve such procedures before
further Economic Spport  Fund  monies are  released  under anv
subsequent agreements.
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REPORT DISTRIBUTION

No. of Cunigg

Director, USAID/Dominican Republic 5
AA/LAC 2
LAC/CAR/TR 1
LAC/bP 1
TAC/IR 1
LAC/CQNT 1
LAC/GC 1
LAC/RIAs 1
GA) (Panama Branch) 1
A/ XA 2
XA/R 1
LEG 1
AM 2
M/ 2
M/IM/ASD 3
AA/PPC 2
PPC/VDIN |
PPC/DIE 3
16 |
ALG/A 1
1G/PHO 2
1G/PSA 1
1G/1.; |
1G/AIM/CRR 12
1G/1 1
RIG/T/T 1
Other RIG/As ]



