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A. Project Title and Number: Agricutural Services and Union Development

515-0226 

B. Implementing Agency: American Institute for Free Labor Development 

(AIFLD/Costa Rica) 

C. PACD: Original 05/31/88 
Revised 06/15/91 

D. Amount Obligated: $2,000,000 (Grant) 

E. Total Expenditures: $2,000,000 (Grant) 



I. PROJECT GOAL 

The goal of the project was to contribute to the establishment of anagriculturalmarketing program and a private extension organization to promoteagricultural production diversification and to provide specific marketing services fornon-traditional crops. This program was operated by the Confederaci6n Nacional deTrabajadores (ONT) to affiliated limited resources farmers. 

II. PROJECT DESCRIPTION 

A. Major Outputs and Accomplishments 

1. The major LOP outputs were: (1) graduating farmers from a traditionalsubsistence economy to a production and/or marketing onented economy, (21 intensifyand diversity non-traditional agricultural production and improve the marketing linkages"between Costa Rican agro-businesses and limited resource farmers in selected areas ofthe country, (3) strengthen the growing democratic trade union movement in selected ruralareas of Costa Rica, (4) provide technical and managerial support to several growersassociations and unions to expand the rural union model where emphasis is placed on thedelivery of services to increase trade union membership, and (5) provide rural unions withalternative actions to squatter invasions and civil disobedience disturbances tacticscommonly used by some farmer organizations to achieve their objectives. 

2. FialOutputs 

a. The benefits to unions members provided by the AIFLD/CNT program areboth tangible and intangible. The tangible benefits that can be cited are: (a) alternativeproduction and marketing opportunities for commodities such as tubers and root crops,pumpkin, ayona lila variety pineapple, maracuya, melon, cassava, blackberry andginger, (b) increasing incomes and marketing margins to the farm groups by assumingmarket functions otherwise provided by middlemen. These functions Include: washing,sorting, selection, packaging,, processing and transportation of the commoditiesproduced. An intangible benefit are: (a) improving interinstitutional coordination withother development organizations. Cooperative Agreements with CAAP, CATIE, IFAIN,BID, INA and CITA were signed thus increasing the technical and political influence oforganized rural trade unions, (b) economic indicators are normally expensive to quantifyand require a special effort. However, it is obvious that the socioeconomic status of theserural farmers have been improved due to a more stable source of economic income frombetter production/marketing practices and techniques and (c) the limited resources of theprogram provide AIFLD with sufficient human resournes to adequately establish theproposed rural assistance-extension service. 

B. Other Accomplishments and Overall Status 

AIFLD and CNT are firmly convinced, through the results of their agrarianexperience, that the market economy orientation should be the foundation of anydevelopmenbt strategy. The feeling is that the CNT and agrarian unions shouldparticipate in the marketing channels assuming marketing functions provided unefficientlyand expensively by middlemen. Activities such as grading, selection, washing, drying,packaging, storage and transportation can be provided economically and efficiently by theCNT and the individual agrarian unions. Progress towards this goal can be measured bymonitoring such indicators as sales, workers employed, incomes, capital and debt ratios
for the commercial projects. 



-2-


C. Project Administration Status 

1. 	On June 18, 1990, AID requested an evaluation of ther Agricultural Servicesand Union Development Program. Results/recommendation of this evaluation were: 

a. 	CNT should implement an administrative and operating decentralization to
achieve agreater efficiency of manpower and logistic resources. 

b. 	CNT should set up a Commission to formulate, control and evaluate the basicactivities of the program. The commission should be an advisory organism,keeping the balance between the political and technical issues. CNT should
improve the labor education before the technical program begins. 

c. CNT should set goals for the achievement of e#. onomic self-sufficiency, inorder to promote an ordered expansion of the trading activity. 

d. 	CNT should increase the working capital for trading, to satisfy the increasingfinancial requirements of the more complex market!ng plan. It shouldIncorporate the market strategic planning, as a fundamental element to 
promote the trading activity, and develop a strong and trustworthy market data
base to improve the capacity to adapt to changes in market conditions. 

2. The Office of the Controller has taken the following actions related to theaudits of Project No. 515-0226 (AIFLD-CNT-OPG): 

a. 	 On February 23, 1990, the firm of Deloitte, Haskins & Sells (DHS) presented
the Audit Report without opinion on the Statement of Income, Expendituresand Budget Implementation, because of the refusal of the AIFLDadministration to sign the "representation letter" and because there was neitherphysical verification of furniture and equipment nor satisfactory support
documentation on the sale of a vehicle and some of the payroll. 

b. On August 29, 1990, we received a fax from AIFLD in which DHS was sendinga short report called "Follow-up to the Audit Findings" in which they explained
that, since they had received the letter of representation signed by AIFLD (tothis date we do not know for what reason they refused at first to sign and laterdid sign), they considered reissuing the report, and appreciated In advance,the recovery and return of all the circulating reports so that they could issue it
inan updated version. 

c. 	 On October 17, 1990, the Controller's Office went to make a generalinspection of the accounting system of the credit fund in the offices of the
National Confederation of Workers. They found weaknesses in internal control
and in the accounting records such that they could result in questionable
costs. Eventually, they resulted in refused costs of approximately $20,000. 

d. On October 22, 1990, Mr. Ronald F. Venezia, based on the Audit Report and on the October 17 visit, sent a letter to Mr. Gordon Ellison, AIFLD Director inCosta Rica, requesting an explanation of the weaknesses found by theController's Office. Among the actions requested was the reconstruction of the 
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records related to the credit fund (which, if not carried out, would result in theissuance of a Bill for Collection within 60 days). Likewise, he also requested
that the weaknesses detected by the DHS auditors should be closed within no 
more than 60 days. 

e. 	 In November of 1990, the Controller's Office received another version of the 
final report of the subject Audit. 

f. 	 On December 11, 1990, AIFLD presented to the Controller's Office the actionplans and the decisions already taken on the following recomendations
(translated into English). On January 10, 1991, the Financial Analysis Officeverified the status of the recommendations. The status of follow-up on each
recommendation follows: 

(1.a) A subsidiary ledger for furniture and equipment must be established andreconciled to the control account on atimely and continuing basis - CLOSED. 
(1.b) The Fair Market Value (FMV) of the pick-up @ the time of sale must be
established, difference in sales price and FMV must be returned to AID,
responsibility for the questionable sale must be established - CLOSED. 

(1.c) Vehicle maintenance policy must be Issued and money allocated to repair
damaged cars - UNRESOLVED. 

(1.d) The status of ownership of buildings built on land not belonging to the
grantee nor sub-grantee should be clarified. Prior approval of AID should be 
obtained inthe future - CLOSED. 

(1.e) USAID must be informed of stolen property and approve its continued
classification as an allowable project disbursement - CLOSED. 

(1.f) AIDLF/CNT must get the approval of USAID concerning the disposition
i.e. 	change of budget line item) of insurance settlements - CLOSED. 

(2.a) The subsidiary ledger of outstanding loans must be reconstructed andreconciled to the control account on a timely and continuing basis 
UNRESOLVED. 

(2.b) All loans must have adequate supporting documentation, this includes
the Union Secretaries' loan guarantees issued to replace the original
undocumented loans - UNRESOLVED. 

(2.c) Adequate written procedures for loan forgiveness must be placed and
implemented for loan forgiveness - CLOSED. 

(2.d) Written procedures must be developed and implemented for the approval
of loans - CLOSED. 

3.a) Written procedures should be established for the distribution of proceeds 
rom the sale of product - CLOSED. 
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(3.b) To extent possible legal remedies should be pursued to recover lostpineapple sales; in future cases exporter's financial viability and reputation
shold be investigated before sales are made - CLOSED. 

(4.a) Canceled checks should be requested from the bank and reviewed by anindividual Independent of the payment function for alterations of amounts,
signatures and suspicious endorsements - CLOSED. 

(4.b) Written procedures should be established for the purchase of gasolineand automobile supplies; contracts should be executed with suppliers in each 
area of operation - CLOSED. 

(5.a) Checks shold be issued and recorded in numerical sequence;disbursements to CNT should not be recorded as loans; an internal accounting
function should be established - CLOSED. 

(5.b) UCASA and UCZON should reconstruct their accounting records as soon 
as possible - CLOSED. 

(6.a) The agreement between AIFLD and CNT should be reviewed fordeficiencies; if the program is to continue deficiencies should be corrected -
CLOSED. 

(6.b) As indicated in previous recommendations written procedures should beestablished in all principal areas of the program: credit and collections, fixedassets, other areas where considered necessary - CLOSED. 

(6.c) AIFLD should negotiate with AID other donors to obtain funds necessary
to adequately finalize the project - CLOSED. 

Clearly, there are still three important open recommendations in this audit which, in our opinion, cannot be pursued since the CNT no longer exists (now, all of itsassets and records have been passed to FEDETAICO), other people are in chargeof the proect, the termination date of the project has passed and all of the
approved financing has been disbursed. Therefore, these three recommendations are considered closed although AID wishes to make clear that it is not satisfied andis classifying the recommendations as closed because it is impossible to continue 
the follow-up. 

g. On June 23, 1992, we received a new audit report covering the last period of theagreement (October 1, 1990 through June 30, 1991). This audit was supervised byRIG/NT and performed by KPMG Peat Marwick. In this report, six non-materialrecommendations of internal control are described and one materialrecommendation is made referring to legal compliance and applicable regulations.According to the memorandum from Mr. Lou Mundy, RIG/NT (Acting) to Mr.Ronald F. Venezia, Mission Director, it is not necessary to follow up on theserecommendations because the project has terminated and there are no otheragreements with AIFLD. Nevertheless, Mr. Mundy warns the Mission that, In theevent that another agreement is reached with AlFLD, the Mission should make sure that lie Social Security quotas left unpaid be cleared. This should be done
before any additional funds are committed. 



-5-


Below are the 6 recommendations which remained open In the last audit of the 
project. 

1. 	AIFLD should encourage CNT to obtain the guarantees on crops in an
expeditious and timely manner in accordance with the terms of the Costa Rican
Code of Commerce. If possible, loans should be guarantee by other goods,
enabling the project to ensure their collection. 

2. 	 AIFLD should request CNT to establish adequate procedures to ensure that
subsidiary ledger for loans to farmers is kept current and reconciled to the 
general ledger. 

3. AIFLD should request CNT to physically identify all fixed assets acquired under
the credit fund with ametal taq indicating "Project No. 515-0226". 

4. 	 Inorder to comply with Costa Rica laws, AIFLD should request CNT that Social
Security payroll taxes and payroll withholdings must be paid on time. (Material
instance of non-compliance) 

5. 	 Written reports are to be prepared by AIFLD, regarding the objectives and
results obtained from his visits to the base groups of farm unions. 

6. 	 Reviews of bank account reconciliations must be evidenced by tle signature of
the person responsible for such review. 

h. 	On May 20, 1992, we received a letter from Mr. Jos6 Gabriel Corrales, a farmer ofthe Union of Agroindustrial Workers of Perez Zeled6n (UTRAIPZ) in which he
alleges that the Union Secretary signed an I.O.U. at the request of CNT and AIFLD
for 2,092,179.45 colons as evidence that he had received the money. Inthe event
of any irregularity they would be amenable to pay this amount in order to satisfyAID staff so that they would not continue to bother the project for lack of supporting
documentation. 

We immediately sent this letter from the farmer to RIG/Investigation on May 28,1992, so that they would be aware of the allegation. Ms. Luisa Chon of
RIG/Investigation took charge of the investigation andin the near future they will be
coming to the country tr take the appropriate measures. 

Ill. 	CONCLUSIONS 

To put these facts into perspective, there were three troubling aspects to this program: 

First was the management of the credit fund. The value of this fu,,d was about
$225,000. The problem was that the CNT accounting records were inadequate toproperly and completely identify all the farmers who owned money on the loans, and 

ow much each one owed. This condition was detected toward the end of the project.
The CNT was unable to satisfactorily reconstruct the hundred of individual records, 

http:2,092,179.45
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and instead, had each of the unions sign a loan note promising to pay back to CNT, anamount of money equal to that owned by the individual famrers in their unions. Theunions would then collect the amounts due from their members. The Controller acceptedthis solution since itwould firmly establish the amounts owed to the loan fund, and simplifythe accounting and collection burden on the CNT. However, as mentioned above, one ofthe unions has formally complained to AID that their members did not receive the loansfrom CNT. If this is true then afraud has occurred. On the other hand, the complaint mayonly represent difficulties arising from the accounting deficiencies detected earlier. Theunion complaint has been referred to RIG/Investigations. In any event, it is clear that thesmall farmer loan component of this project failed in certain important respects. 

Second, durine the Controller's review of the loan program, it came to light that the CNThas loaned money from the loan fund to some of the marketing operations of the project,which indicated that the financial management of these components was also deficient. 
Third, another important negative aspect of this project was that the marketing and loan program were too small to cover the staff costs of this activity on asustainable basis. Partof the reason for this was that many of the project staff were involved in unions organizingactivities not directly related to the entrepreneurial components of the program. 
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