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EXECUTIVE SUMMARY

I. Introduction

The purpose of the assignment in Cape Verde was to assist USAID-
Praia with a review of the P.L. 480, Section 206 Program's
financial management and reporting systems used by GOCV agencies
in implementing the Watershed Development Project. Proceeds from
the sale of P.L. 480 commodities are uscd to pay salaries and to
purchase local materials and fuel used at the project sites.

[T. Principal Agencies and their Responsibility

The agencices involved with project implementation include Empresa
Publica de Abastecimento (EMPA), The Ministry of Rural
Develupment and Fisheries (MDRP), and the National Development
Fund (NDF).

P.L. 4%0 commodities shipped from the U.S. are consigned to EMPA,
a large parastatal import-export agency, tlat is responsible for
the reception storage, and sale of the P.L. 480 commodities.
Gross sales proceeds, (less the cost for storage, transportation,
handline, and silo depreciation), are deposited by EMPA into the
National Development Fund. The National Development Fund is
responsible for maintaining scparate accounting fer the P.L. 480
cenerated local currency and upon receipt of approved vouchers
from MDRP transfers funds to MDRP's account to cover project
cxpenses. MDRP is the implementing agency for the soil and water
conservation works under the project. MDRP prepares vouchers at
the end of each month for salary payments and materials purchased
tor submission to the Ministry of [inance.

ITI. Summary of Findings
a. Reporting

The principal problem identified with the project is that the
reporting system has not been functioning as it was intended. If
the reporting system had been functioning, many of the problems
encountercd, such as deficit funding of the project and the
payment of customs duties, could have been addressed soon after
they occurred. Following a review of the current financial
management system and procedures used by the GOCV implementing
agencies, the deficiency in reporting appears to result from a
varietyv of tactors described as follows:

First, the agencies involved in the WDP implementation
operate differently from the way the tinancial management system
was designed to operate, both in terms of the project paper and
the TA. These differences resultead in a situation where much of
the information required by the TA was not generated by the
respective accounting systems.



Second, from meetings with impleinenting agencies, it appears
that the contents of the TA were never effectively communicated
to those in charge of day-to-day operations

b. Determination of Sales Proceeds

The TA states that NDF revenues from the sales of commodities to
EMPA equal IEMPA's sales price to wholesale and consumers net of
defined allowable charges. Problems that have arisen since 1984
are the following:

1Y Specific charges have not been renegotiated since 1984.
2) Allowable charges were stated in the TA fcr corn only.
Since 1984, three other commodities have been sold with difierent

structures cf charges., As a result, expected revenues from P.wu.
480G commodity sales have been inferior te actual revenues.

c. Accounting for Local Currency

At the MOEF the NDF maintains the local currency account for P.L.
480 revenues. The Tavestments Division makes disbursements from
this account, maintaining records by on a project (i.e., multi-
donor basis.) Neither division maintains a simple accounting of
both P.I.. 430 revenues and disburgements and thevefore neither
reports to USALD on the periodic status of the P.L. 480 account
as requived by the TA. In addition, there is the issue of late
pavment to workers where the major delav appears to be in the
MOF.

d. Expenditure of Local Currency

The accounting for the expenditure of local currency by MDRP is
sound. lHowever, it could be improved upon in the areas of
budgeting, budget control, record keeping and filing.

&

IV. Recommendations
EMPA

1) USAID should consider recognizing the point of monetization
with EMPA's receipt of commodities. The TA should be amended to
state following EMPA's receipt of commodities they then belong to
EMPA.

2) EMPA should be required to report to USAID annually on three
items.

a) A detailed breakdown of charges for the up-coming year.
b) Proposed sales price for commodities.

c) A statement concerning the disposition of funds retained
for silo depreciation.
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3) The TA should be amended to allow for annual review and
approval of the above reports.

NDF

1) The journal to account for P.L. 480 revenues and expenditures
proposed in this report should be implemented immediately.

2) The Investments Division of MOI should participate in the
Inter-Agency Council meetings.

3) Payment procedures must be simplified.
MDRP

1) Estimating funds available for budgeting purposes should be
based on expected revenues.

2) Salary pavments and payments made to day laborers should be
controlled vis-a-vis the approved budget similar to the system
used for materials purchases.

3) The Head of Administration, (to be hired soon) should be
trained to prepare financial reports on the projects computer to
ensure reporting continuity after the U.S. technical team is
gone .

4) Summaryvy sheets prepared for DGCSFER's request for funds should
provide a sub-total USAID fimanced prejects and a sub-total for
the remaining projects which are financed by other donors. This
would permit MO to clearly identify USALID funds.

5) The watershed coordinator in Tarrafal should not group the
expenditures tor his watersheds all under Tarrafal.

6) For filinyg, the request for material should be attached to the
suppliers’ invoice and filed along with the corresponding
receiving report.,

7) Copies of both the request for material and receiving reports
should be forwarded to MOF along with the rest of the supporting
documentation.

8) A completed copy of the analysis of WDP expenditures currently
prepared on Lotus should be forwarded to MOF.

GOoCv

1) Sales prices for commodities need to be updated on a yearly
basis to take into account current world market prices.
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The Sahel Regional Financial Management Project
Financial Management/ Reporting Systems Review
P.L. 480, Section 200 Program
Cape Verde

February 17- April 28, 1988

I. Purpose of Assignment

The purpose of the assignment in Cape Verde was to assist USAID-
Praia with a review of the P.L. 480, Section 206 Program's
financial management and reporcving systems used by GOCV agencies
in implementing the Watershed Development Project. These agencies
include Empresa Publica de Abastecimento (EMPA), The Ministry of
Rural Development and Fisheries (MDRP), and the National
Development Fund (NOF).

Following a review of relevant project documents and files,
consultations with Mr. Thomas Luche, Represcentative AID-Praia,
Mr. Walt Rockwood, RIFFPO, and Mr. Jose Goncalves, Project
Management Assistant tor the Watershed Development Project
(WDP), a more specific scope of work was developed tor cach
agency with particular emphasis on the following:

1) EMPA - Conduct an in-depth review of the financial management
system and procedures used by EMPA for the reception, storage,
and sale of donated P.L. 480 commodities, including the
following:

- Procedures ftor disbursement of local currency to the NDF.

- System for calculating charges applied for
handling, storage, distribution, depreciation, and
indirect cost.

- Use of funds generated from silo depreciation charges on
donated P.lL. 480 corn.

2) NDI' - Review NDF's system and procedures for the maintenance
of separate ledygers used Lo ensure the accountability of the
local currency deposits to the fund.

3) MDRP - Review MDRP's project accounting system and procedures
used for reporting salary payments and materials purchased for
the 15 watcersheds Pinanced by P.L. 480 local curren -y funds.

4) Review and assess the current financial management system used
by GOCV apencies tor the implementation of the WDP and make
specitic recomrendations tor its improvement.,

5) Review the reporting procedures for each agency with the
intent of developing a more effective reporting system.



6) Visit MOAVE, a Mindelo based wheat mill, to review its
handling of a 1986 shipment of 4,972 MT of whea. including:

- Reviewing MOAVE's cost/margins for milling, distribution,
and sale.

~ Determining the amount (if any) paid in customs duties.

- Inquiring about the disposition of tie bran resulting from
the milling of the P.L. 480 wheat. If sold, determine
the quantity, sales price, and disposition of the sales
proceceds.

II. Methodology

A variety of methods were used to gather the information
necessary Lo assess the tinancial management system used by GOCV
agencies. lirst, an in-depth review of project documentation was
completed for background information and to provide an
understanding ot the interrelationship lLetween the GOCV
implementing agencies. The review included the WDP project paper,
project tiles from 1985 to present, the U.S. technical assistance
team's quarterly reports, the final evaluation of the previous
Watershed Managewment Project, and the mid-term WDP evaluation.
Secondlv, meetinegs were held with members of USALD and the U.S.
technical assistance team to gather information regarding their
particular concerns with respect to the projeet. Thirdly,
meetings were held with represcentatives of each GOCV

implementing agency to assess their current project-related
accounting systems and procedures.

ITI. Problems Encountered

For the most part, representatives of each GOCV agency involved
with WDP implementation were cooperative and helpful. Documenting
the current system was a time-consuming process due to the
complex interrelationship among the GOCV implementing agencies
and delavs in receiving requested intformation.

IV, Project Background

The Watershed Development project was authorized on June 15,
1984, for the purpose of developing and protecting soil and water
resources in Cape Verde. The project is currently working en 15
watersheds in Cape Verde, fourteen located on Santiago Island and
one on the Island of Santo Antao.

The project is funded by: (a) a Development Assistance grant of
$5.01 million used to provide technical assistance, training, and
materials/cquipment and (b) a local currency component of $7.8



million derived from the sale of P.I.. 480 Title II, Section 206
commodities. To date, commodities supplied under the program have
included corn, rice, beans, and wheat. Proceeds from the sale of
these commodities are used to pay salaries and to purchase local
materiales and fuel used at the project sites.

V. General Perspective for the Generation and Utilization of P.L.
480 Local Currency

P.L. 4380 commodities shipped from the U.S. arec consigned to EMPA,
a large, parastatal import/export enterprise. EMPA is the only
implementing agency involved with the WDP that is not a
Government agency. lt is a state-owned public enterprise which
operates on a profit-making basis. EMPA is responsible for the
reception, storage, distribution and sale of the P.L. 480
commoditices, Sales proceeds are deposited by EMPA into the
National Development Fund to pay the local currency cost of the
Watershed Development Project.

The Natvional Pevelopment Fund manages proceeds from the sales of
all donor food aid. For the WDP, as described in the project
paper, NDF is responsible for maintaining separate accounting for
local currency gencrated [rom the sale of P,L. 480 commodities.
Upon receipt of approved WOP vouchers from MDRP, the Investments
Division of the Ministry of Finance deposits funds from the NDF
account into MDRP's account.

MDRP is vesponsible for actual project implementation providing
technical and administrative support through two of icts
divisions: the Burcauw for Planning and Studies (GEP) and the
General Dircctorate for Soil Conservation, Forestry, and Rural
Engincering (DGCSFER). GEP coordinates and facilitates
interaction between DGCSEFER and other GOCV agencies, submits
monthly request, based on vouchers received from DGCSFER, to the
Ministry of Finance for NDI' funds and upon receipt of funds,
prepares checks tor the payment of WDP obligations. DGCSFER is
the exccuting division of MDRP for the soil and water
conscervation works done under the WDP. DGCSFER maintains an
accounting system for the recording and reporting of salaries due
and materials purchased for the WDP project and at the end of
each month prepares vouchers for submission to MDRP (GEP).

Vi. Current Financial Management System

The above key agencies involved with WDP implementation operate
diftferently today than when the financial manpagement system of
the project was designed, both in terms of the project paper and
the Transfier Authorization (TA). This is due mainly to the fact
that when the TA was written some of the implementing agencies
had only recently been created and/or were in the process of
developing their internal systems while others were in a state of
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transition and reorganization. These differences in the actual
accounting systems and procedures utilized explain to a large
extent why GOCV agencies have had difriculty complying with the
terms of the Transfer Authorization, especially in the area of
reporting.

The financial management system and current accounting procedures
used by ecach GOCV agency involved in project implementation are
summarized below.

A. EMPA
1. Commodity Management

Commodities received from all donors, including USAILD, are
discharged in Praia and Mindelo's central storage facilities.
After reception, the identity of a particular donor's commodity
is lust hecause EMPA's Division 2f Stock Management handles
donations bv tyvpe of commodiitv and not by donor. letails
concerninge the donor are managed by the External Trade Division
but are not communicated to the Stock Management Division.

Commoditics are enterecd on stock records maintained in warehouse
facilities and in the accounting department.

Following reception, EMPA's External Trade Division completes a
Statement ol Receipt of International Aid. This report provides
all discharge information and a summary for both quality and
total quantity of commcdities received. Copies are sent to the
donor, NDF, and the Head of the Bilateral Division of the
Ministry ot Plan and Cooperation.

Commoditics dre distributed trom central storage facilities in
Praia and Mindelo and from EMPA's 11 distribution centers
throughout the country. Surprise physical inventories are taken
on 2 nonthly vasis. Stock records from the accounting department
and warehouse are compared with the results of the physical
count. EMPA's General Inspection Division is alerted for
investigation if substantial discrepancies are noted.

2. Financial Management

Two types of sales are made from EMPA's distribution centers:
credit sales and cash sales.

(1) Credit sales made to other GOCV agencies. (Accounts are
due 90 days afrer the transaction.)

(2) Cash sales are made to retail purchasers. Depending on
the locuation ot the sales center, daily deposits are made either

to a branch of the Bank of Cape Verde for transfer to EMPA's main
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account in Praia or held in a safe for pick up. At the end of
each day, cash sales are balanced between the cashier and the
accounting office.

At the end of every month, summary balance sheets and income
statements are prepared for each sales center and forwarded to
Praia. In Praia, EMPA's Finance Division balances daily sales
summaries with monthly summaries and bank deposits,

Because EMPA'S stock and accounting records are maintained by
type of commoaity and not by donor, it is not possible to
determine which donor's commodities are sold during any
particular period. EMPA accounts for sales proceeds in two ways:

(1) EMPA maintains records based upon the quantity of
commoditics received from each donor times the NDF price.

(23 EMPA makes deposits to the NDIY accerding to an accord
with the Ministry of Tinance whereby EMPA sends, on a monthly
basis, 70 million escudos for deposit with the NDF (on behalf of
sales of a1l donors' food aid.) This [igure is based on
historical sales averages. In the event the 70 million is not
enough to cover the oblivgations of the NDF for a particular
period, IEMPA may be requested to deposit additional funds as
required. The local currency funds due the NDF and the amount
paid by EMPA is veconciled at year end by EMPA and the NDF, by
donor and commodity.

B. The Natinnal Development Fund

In crder to understand the current function and operation of the
National Development lund it is helpful to first gain an
understanding of the structure of the Ministry of Finance.

The Ministrv of Finance is the fiscal control agency responsible
for managing the GUCV national budget. The budget is divided in
two parts - the ordinary budget, which controls the operating
costs ot the Government and the investments budget, which
c.ontrols the povernment's development and infrastructure
investments,

The investment budget is managed by the Investments Division of
MOF and is financed by the following sources:

(1) Donor financing tied to specific projects;

(2) Donor financing not tied to any project;

(3) Revenues of the NDF genervrated from the sale of food aid
from all donov countries:

(4) Profits from GOCV public enterprises;

(5) Advances from the central tank.
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Funds from each caregory are deposited in separate bank accounts
and accounting is controlled through individual ledgers for each
source,

As indicated above, NDF is one of the accounts under the
investments budget. It is managed by the National Development
Fund office jointly with the Investments Division. As presently
structured, ecach division performs the following functions:

1) The National Development Fund

NDIF marages tunds received from the sale of food aid from various
donors which are used to finance local currency costs of donors'
projects. All funds are deposited into a single bank account.
This svstem of commingling funds is the preference of the GOCV
because cxperience has shown that shipments of food do not arrive
in country in any reeular pattern. When there are long delays
between iood aid arrivals, there is the risk that money would not
be available to mecet the local currency costs of projects
financed by o particular donor. 8y commingling funds and managing
projects through one account, the liquidity of all projects is
assured.

NDE monitors the rveceipt of local currency from the sate of P.L.
480 commoditices for the WDP. Based upon the Statement of Receipt
of International Aid, NDF calculates the amount due the fund (by
multiplying the gquantity received by the NDI price for the
particular commodity) and sends EMPA an official notice. NDF
maintalns separate ledgers bv donor which enable the
identification ot funds applicable to any particular donor.

2 the Investments Division

The ITnvestments Division processes the vouchers receivead from
MDRP for all of DGCSFER's project expenses, including WDP
activities and soil and water conservation works financed by
other donors. tFund availability for total obligations is checked
against MDRP's anproved budget for all of DGCSFER's activities
before funds are disbursed. Following payment, the Investments
Division receives supporting documentation to justify
expenditures made {rom the NDI account. At the present time,
however, the Investments Division does not maintain accounts by
donor to monitor the disbursement of local currency funds thus
making it difficult for the head of the Investments Division to
ascertain the current status of a particular donors account,

C. Ministry of Rural Development and Fisheries
Project budgets are prepared by DGCSFER in July/August for the
up-coming vear with three line itews, Salaries, Day Labor, and
Materials. After being prepared, budgets are taken to MDRP in

September for presentation to the Ministry Council where they are
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reviewed, approved, and incorporated into MDRP's annual budget.
The Ministry of Finance reviews all budgets which are later
submitted to the National Assembly for approval.

l. Accounting for Materials Purchases

Requests for materials are initiated at the project work site. A
project emplovee checks with the local supplier for price and
availability of desired articles and completes a materials
request fovrm, This form is given to the MDRP Regional Coordinator
or to the General Director of DGCSFER, who then completes a
requisition vrder to authorize a purchase. The amount of each
purchase is checked against the approved budget for materials by
means ol a form at the bottom ot the requisition order. This form
translated is as follows:

Totral tunds available
Encumbrances to Date
Balance

Amount of this requisition
Balance to carry forward

L 0 L8 45 LS

x,

* Total of requisitions paid and unpaid.

This enables the MDRP Coordinator or the General Director of
DGCSFER to know at any point in time where he stands vis-a-vis
the approved budget.

2. Accounting for Salary Payments
Time sheets arce submitted by MDRP Regional Coordinators to the
project's oftfice in Sao Filipe at the end of every month. Time
and attendance for projecct employees are recorded in the
following way:

- Full-time project employees sign in and out on a daily
basis in a note book (maintained to record time and attendance.)

- Extension personnel are monitored by a coordinator who
records their time.

- Day labor is monitored at the work site by assistant
watershed coordinators who complete daily time sheets.

Salaries are calculated by the bookkeeping section. However,
unlike materials purchascs, there is no check made in the
bookkeceping section at the present time for fund availability
vis-a-vis the approved budget for salaries. At present, this
check is done at the administrative level by the General Director
of DGCSFER.



Because each watershed actually has numerous work sites, at the
end of the month both material expenses and salary expenses are
summarized and incorporated in a summary sheet prepared for each
watershed.

A typed summary of all expensges for the month is then forwarded
to the Bureau tor Planning and Studies (GEP) at MDRP to request
the funds necessary to cover the expenses for the month. GEP
reviews the expense summary sheet and makes a request to the
Ministry of Finance for the amount necessary to pay all of
DCCSFER'" -~ cxpensos,

When NDF tunds have becen deposited to MDRP's account, GEP then
prepares vlobal checks tor the payment of salarices. These checks
arce cashed by the Treasurer for DCCSFER and money is then given
to pavmasters who hand-carry the money out to pay workers. For

materials purchases, GEP prepares a check for each supplier.

The flow chart presented on the following page depicts the
current financial managementl system.,

VII. Analysis of Current Systemn
AL EMPA

EMPA's current financial management system is sound. It includes
well designed forms, well defined internal segregation of
rcsponsibilities, and allows a transaction to be casily traced
from beginning to cnd., Their current system, however, explains to
a large extent why they have not been complyving with the terms of

the Transfer Authorization.
') Advance Deposits to the National Development Fund

The TA requires EMPA to advance NDIF a sum to cover up to 3 months
project ecxpenses. EMPA dindirectly complies with this requirement.
Through EMPA's accord with the Ministry of Finance, it transfers
on a regular basis 70 million escudos to the NDIY (not just on
behalt of USAID but us sales proceeds froum all donors' Food Aid.)
While this is not a three month advance, it does result in the
WDP local currency account being assured regular deposits. For
example, on January 1, 1988, the WDP local currency account began
with a cavrryvover of approximately 13,038,700 escudos from 1987.
This amount was not enough to cover the obligations of the WDP
for the wmonth of January for which total expenditures amounted to
13,194,625 escudos. Until the time of commodity arrival in 1988,
thercfore, the project cxpenses will be covered by advances made
by EMPA based on cxpected arrivals and sales from all donors.
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2) Quarterly Reporting Requirements

Under the preseat agreement, EMPA is required to submit to USAID
quartarly reports which ainclu e the following:

a) Stochs con hand at the beginning of the quarter;
b) Commeodities received during the quarter;

c) Stocks on nand at the end of the quarter;

d) sales proceeds gencerated during the auarter;

e) Funds retained by EMPA tor aliswable charges: and
Funds deposited with the NDIT

Since the beginning of the WD, EMPA las provided USAID with
quarterly 1 sted above but only for
quarters when commnodities arrived. These reports have not been
usetul to USALD management because with the large gaps between
reports, it has heen impossible to correctly follow stock levels
and subscequent sales proceeas.,

eparts tor icems a oand by

The resc of the quarterly reporting requirements were never
included ia the reports because EMPA's system of maintaining both
stock and accountineg records by tyvpe of commodity does not
gencraie this tvype of detailed donor information. EMPA's
rationale Jor their svstem stems from a variety of factors:
Fivst, EMPA's svstem of commodity management makes sense for
reascns of crficiency. EMPA ¢on cut down on procedures and is
able to devote more time to plancing, distribution, and
management of stocks by recording stocks by tyvpe of commodity.

Secornd, EMPN deoes not feel thar commodities they receive are
donations. FMPA views the commodities as donations to the
Government. EMPA jceel! must purchase the commodities by paying
the NDF o price fixed by the COCV for the particular commodity.
EMPAL. therefore views NDF as their supplier. Once the commodity
is purchaosed {(on creait - since EMFPA receives all the commodities
4t once but wmakes pavments on a monthly basis) EMPA considers it
its personnl stock and thereby handles it as an internal matter.

Thivd, EMPA views the point of monetization differently from
that of the preject paper. The project paper recognizes
monetization at the time of sale from EMPA's distribution centers
to retail purchascrs. EMPA, on the other hand, views the point of

monetization as the time it agrees to pay the NDI.

Whilc FMPA's current system does not generate much of the
information necessary to meet the reguirements of the TA, EMPA
could complv i+ the reporting requirements listed above were
deemed absolutely crucial to USAID. For EMPA to provide specific
information on actual commoditiecs received from individual
donors, howvever, would require substantial modifications to their
current system. First, at the time of commodity arrival the
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Division of External Trade would have to communicate to the
Department of Stock Management and Distribution the origin of the
commodities received. Second, EMPA would have to redesign stock
and accounting recovds to include the donor or origin of the
commodities. Finallv, the Department of Stock Management would
have to physically separate commodities received from different
donors and maintain separate stock and accounting records in
order to c¢ffectively monitor commodity movement and sales. While
this would provide the detailed infermation required by the TA,
it should be noted that all of thesce changes would raise LIMPA's
handling and operating costs substantially. As P.L. 480
commodities in 19306 amounted to only 21 percent of all fcod aid
handled by IMPA, this seems like an unreasonable demand to place
on EMPAL

The TA's roequirement for reporting on sales and deposits,
however, still poses a problem. Quarterly reported proceeds from
sales weuld not actually reflect the deposits made to the NDF as
a result o EMPA's accord with the Ministry of Finance. For
example, a4t the present vtime FEMPA still has stocks of U.S.
comnmoditics on hand and sales are being macve from these stocks.
The problem 15 char the funds for these commodities were
transferved to NDY din 1987 and have already been spent by the
project, {herotore, EMPA veporting on sales at this point serves
Pittle purpose as it is the responsibility of NDF to report on
funds received dand disbursed.,

Althouech bascd on the project paper and the requirements of the
current TA, this is not the way EMPA was expected to manage P.L.
480 <ommodities; EMPA's system is sound and therefore deserves
certain wmeviv. Bv allowing FEMPA to treat stocks as its own, it is
provided with more motivation to be as efficient as vpossible in
all espects of operation because following payment to the NDF,
EMPA 15 totally respensible for both commodity and financial
management of ite purchased stocks. Any 1o0ss incurred, at any
stage, is a direct loss to EMPA's revenue, not NDI's,

In the interest of simplifying the current system, USALD should
consider recognizing the point of monetization for P.L. 480
commodities with EriPA's reccipt of the commodities. The critical
concerns would then he in two areas:

(1) Monitoring the guantity received, determining the amount
to be deposited with the NDF and monitoring EMPA's monthly

deposits to the XDF;

(2) Assurance that the commodities are being sold at the
estahlished sales price.

This could bhe accomplished in the following ways:
1) Interfacing with the General Inspection Division of EMPA.
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2) Food Aid Monitor (to be hired) performs random checks on
commodity sales.

3) Thorough cross checking of reports from the NDF on the
local currency account with EMPA's Statement of Receipt of
International Aid, which includes the amount due the NDF.

3) Funds Generated by Silo Depreciation Charges

The TA requires EMPA to submit a quarterly statement on the funds
gencrated by depreciation charges and a statement of their
planned and actual uses. This requirement has never becen met.
From meetings with EMPA, it is apparcnl that the contents of the
TA have never cfrectively been communicated to the people in
charge ol dav-to-day operations and those who are ultimately
responsible tor preparing these reports., As EMPA calculates all
of their charges at the time of commodity arrival, this
requirement can easilyv be met. Rather than on a quarterly basis,
however, as depreciation is an annual charge it is recommended
that this report be submitted on a vearly basis when the use of
depreciation funds can be described for the entire year.

4) Transfer of Sales Proceeds to the Mational
Development Fund

As identified in the recent mid-term WDP evaluation, the local
currency account with the NDF was shorted some 70,694,298 escudos
according to the terms of the current TA. Of this total amount it
was determined that a portion was paid to the GOCV in the form of
customs duties., For the remaining amount not transferred to NDF,
three other issues must be considered: 1) the TA's requirement
for EMPA to submit to USAID the propoced sales price for approval
on an annual basis, Z) the TA's requirement fcr EMPA to submit on
an annual basis the composition of their handling charges, and

3) the current cost ftor reception, storage, and distribution.
Each of these is discussed below.

a. Customs Duties

Although the usual language to require duty free entry of food
aid was omitted in the preparation of the current TA, both the
Bilateral Aarcement between the Government of the United States
and the GOCV as well as the Watershed Development Project
agreement provide for duty free entry of commodities and other
project ingputs. During the WDP mid-term evaluation, an
examination of the ©MPA P.L. 480 account revealed that customs
duties had been paid oa certain commoditi=s received (beans, rice
and wheat.) Through c¢loser examination diring the present
assessment, and based on actual commocity arrivals and
informetion provided by both EMPA and MOAVE on customs rates, the
amount paid for customs duties totals 31,112,541 escudos.
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Complete calculations appear in Exhibit 1. A breakdown is as
fellows:

Commodity/Year Customs Charges U.S. Dollars *#¥
CV Escudos

Wheat 1986 6,781,808 96,882.97
Rice #1 quality 1986 11,203,189 160,045.56
Rice #2 quality 1986 1,020,109 14,572.99
Beans 1987 6,457,400 92,248.066
Rice #2 quality 1987 5,650,029 80,714.70
Total 31,112,541 444,464, 88

Calculated at 70 escudos to the dollar in March 1988,

b. Annual Report on the Composition of Charges

The TA requires that EMPA submit an annual report on the
composition of charvges for commodities handled. Thic< has never
been done and is the principle cause of the current discrepancy
over the charges allowed and local currency funds deposited to
the NDF. This was & iailure on both sides of the agreement: LEMPA
never submitted the charges and there was no concerted effort on
the part oi UsALD to obtaln them.

Accordiug to the TA, the NDF price, representing the funds to be
doposited with vhe NDF by EMPA, is equal to EMPA's sales price
less the allowable charges agreed upon in the TA. In actuality,
hovever, both the NDIF price and the final sales price for
commoditics ure established by the GOCV through the Gencral
Directorate for Commerce. The difference between the NDF price
and the final sales price then becomes an officially approved
margin for EMPA. Outr of this margin, EMPA must absorb all cost
associated with reception, storage, and distribution; the
remaining amount determines EMPA's profit or loss. In 1984, this
did not pose a problem becausce the sales price for corn, less
allowable charges was equal to the NDIF price. Since then,
however, increases were authorized by the GOCV for both the NDF
price and the sales price while the TA allowable charges remained
unchanged. The following table illustrates, for corn, the change
in prices per metric ton.

Year NDF Price Wholesale Charges Allowed Difference
Price Under TA

1984 7,700 11,000 3,300 -0-

1985 8,700 12,600 3,300 600

The price of corn has remained unchanged since 1987,
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As the allowable charges were never renegotiated, according to
the terms of the TA, the difference of 600 escudos created by the
increase in the sales price and the NDF price should have been
deposited te the NDEF. EMPA's deposits to the NDF, since the
beginning ot the WDP, have been tor the quantity received time
the GOCV-established NDF price.

The charges allowed EMPA under the current TA, agreed to in March
1984, amount to 3,300 escudos per MT. These cost were negotiated
only on the basis of corn., In 1986 and 1987, however,
substitutions were made In commodity mix when beans, rice, and
wheat were oalso delivered, No allowable charges were ever
nevotiated tor these other commedities. [t was presumed that the
same charge allowvances would also apply to these commodities,
less the charee allowed tor silo depreciation. If cne goes
strictly by the terms ol the TA, the charges waould be 2,710
escudos peor MT for other commodities. EMPA arpues that it is
aunthorived to work with different margins established by the GOCV
which varv by commodity,

¢) Analvsis of Current Charges

An analysis of EMPA and MOAVE's current costs for receptien,
storage, and distribution was undertaken during this acsessment
to determine if increased cost could justify the difference
between the current NDF price and sales price per metric ton.

1) Corn
Based on intormation provided by EMPA (presented in Exhibit 2) a

comparison can be made between the agreed upon charges in the TA
and the current costs per MT for corn:

Allowable 1984 1988 1988 - 1984
Charges

Total Receiving 312 530 +218
Total Silo 221 221 -0-
Central Storage 150 152 +2
Distribution 1,029 1001 ~-28
Losses/

Spoilage 398 126 -272
Total direct/

handling 2,110 2,030 -80
Depreciation 590 690 +100
Tadirect 600 -0- -600

Total Handling/
Distribution 3,300 2,720 -580
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Comments on charges applied to corn:

To date, with intormation provided by EMPA, it is difficult to
accurately determine total charges because USAID has not been
provided with a complete breakdown of costs yet. The cost
structure pre=ented above does not account for indirect cost or

EMPA's profit marein which were included in the 1984 allowable

charges.

The decrease in EMPA's charges for inter-island distribution is
due to the fact that EMPA currently distributes 00 percent of the
total quantity received to other islands while in 1984 the
calculation was hased on 795 percent of total quantity received

betng distributed,

The total tigure for handling and distribution is presentiy 2,720
escudos, This figure is somewhat understated because it includes
no calculation for indirect charges which were included in the
L1984 nepotiated charges.

From the above structure of costs provided by IMPA, a completely
new scction for port charges has been added to the total
receiving costs. These are charges that must be paid by EMPA to
ENAPOR (the port authority) for utilization of the port. This
represents the most notable increase in costs at the present
time.,

The other notable increase is under EMPA's depreciation charge.
Based on the originat intent of the TA, this charge was allowed
for depreciarion on the silos in Praia and Mindelo. As
depreciation is 1 tixed charge to be applied over the life of the
assct, this figare should not have changed. As EMPA has provided
no basis tor their calculation, dt is impossible to justify this
increase.

2) Beans, Rice and Wheat (flour)

For beans, rice, and wheat, as no agreement was ever negotiated,
only the costs for reception, handling, and distribution are
given. (Exhibit 3 contains calculations) EMPA's cost for the
reception, storage and handling of beans is 1,936.18 escudos per
MT and tor rice equals 2,115.30 escudos per MT. For wheat,
MOAVE's cost for the reception, storage, handling, and processing

equal 11,10% escudos per MT,
Comments on charzes {for beans, rice and wheat ({lour):
The bottom line figures for rice and beans are only for direct

cost and do net include any of EMPA's indirect cost that were
allowed in the oricinal TA for corn.
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While the 1986 shipment of wheat was consigned to EMPA, it was
actually handled by MOAVE, a Mindelo wheat mill. MOAVE is a mixed
capital enterprise in which the GOCV owns 51 percent and the
remaining 49 percent is made up of private investors.

The differcnce between the NDF price and the sales price per MT
can be justified by the cost of production, handling and
distribution. While it actually costs MOAVE 20,103 escudos per MT
to purchase wheat, produce and distribute milled flour, the
covernment established sales price for flour is only 18,500
escudos o MT. The mill operates at a loss of 1,602 escudos per
metric ton on production of flour primarily because MOAVE is
required to buv wheat from the NDF at a price higher than the
world mirket . At the present time, wheat can be purchased on the
world market for 7,500 escudos MT, but MOAVE is obligated to use
donated wheat tor which it must pay the NDF price of 9,000
oscudos MU, While this works to the advantage of the local
currency account, it puts MOAVE din o deficit position with
respect to milied tlour,

As a resalt ol millineg the 4,972 MU of P.L. 480 wheat,
approximately 20 percent or, 994 MT of bran was produced. MOAVE
sold the bran for animal feed at a price of 6,000 escudos a MT.
Althouph the mill actually operates at a loss on production and
distribution of lour, proceeds from the sale of bran and other
by-products make up the difference and allow MOAVE to make a
small profit. In 1987, for example, profits amounted to less than
I percent of total sales revenue,

d) Sales Price of Commodities

Under the terms of the current TA, the GOCV is tc maintain a
policy of establishing a selling price for P.L. 480 corn that is
equivalent to world market price levels.

As mentioned before, both the NDF price and final sales price for
commoditics are established by the General Directorate for
Commerce. The NDU price is cestablished for commodities based on
an averave of the world market price for the particular commodity
at the time the NDF price is set. To determine the sales price,
Commerce takes into consideratien recommendations made by
enterprises such as EMPA and MOAVE. Thesce recommendations present
an itemized cost structure detailing the costs for handling,
storape, and distribution. Commerce then decides if the costs
presented are reasonable and establishes a sales price. The
folleowing table presents a summary of current NDF prices, sales
prices, the year in which they were last established, and the
respective operating margin per MT:



Commodity Date NDF Price Wholesale Operating

Established (kg) * Price (kg) * Margin
Beans 1984 30.0 45.0 507%
Wheat 1984 9.0 18.5 1057
Corn 1985 8.7 12.6 447
Rice # 1 1986 28.0 35.3 267
Rice # 2 1986 18.9 25.4 347

NDF price and sales price in escudos

Both NDF prices and sales prices should be reviewed annually.
Failure to do so may result in a situation as pruviously
described for wheat, where the commodity is purchased
substantially above the world market price.

B. The National Development Fund

The TA requires NDIFF to submit to USAID a quarterly statement on
funds deposited to the P.L. 480 account and disbursed to cover
project expenditures.

To date, this quarterly report has never been submitted. There
are several reasons why the NDF had problems in submitting this
report.

First is the lack of apprcpriate documentation. No account
is maintained to control and monitor the disbursement of local
currency funds for the WDP. According to the head of the
Investments Division, these records werce kept until approximately
two vears ago. No ecxplanation was provided as to why they stopped
nor was | able Lo verify these earlicr records which raises the
question of whether such records were ever kept at all.

Sccond, it appeusrs that little information is shared between
NOF and the Investments Division which makes it difficult to know
the current sratus of the account. At the present time, this can
only be accomplished by going to NDF to determine the amount of
local currency received and to the Investments Division to
determine funds dishursed.

Third, both offices are understaffed and, with the exception
of the head of each division, operate with individuals who have
no formal training in accounting.

Accounting for the receipt and disbursement of the local currency
funds shoeuld net he phyvsically separated as they are currently.
This problem may be resolved, however, as the Ministry of Finance
is undergoing recrganization which should provide closer
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coordination between the NDF and the Trvestments Division. Under
this recorganization, the Investments Division will also receive
information on commodity arrival and thus the amount due the P.L.
480 locat currency account. As the Investments Division already
handles a1l expenditures from the account, this would eliminate
the physical scparation that currently exists and enable the
status of the account to he maintained in only one office.
Altheueh not yet certain. it does appear that the Investments
Division will become the department responsible for the P.L. 480
local cuvrvency account.

To assist the Investments Division with monitoring the USAID
local currency account, a simplified journal was developed to
assist in maintaining the account on a current basis. This
journal is presented in Exhibit 4.

The Investments Division already is responsible for approximately
150 projects, Rather than maintaining individual accounts by
watershed, it Is recemmended that as the Investment Division
totals ¢l supporting decumentation to justifly cxpenses, it
verity these totals against DGCSFER's detailed expense report to
provide another cross check on DGCSFER's accounting work. DGCSFER
should, therefore, send its detailed expense summary by watershed
to the Investments Division along with supporting documentation.

r

C. MDRP
The project paper states that P.L. 480 locai currency is "... to
pay the salaries of rural workers and to procure local
commodities.” In actual project implementation, however, DGCSFER
continues work under the current project as they had done under
the former project when authnrized expenses were labor, drivers,
extension workers, ituel, cement, equipment, spares, miscellancous
naterials, and supplies.

Although the present TA is vague and therefore permits a broader
interpretation of the uses of locally generated currency, the
draft amended TA is more specific and has incorporated allowable
costs similar to those under the former program and dictated by
current practice.

The current system used by DGCSFLER for recording and reporting
salaries and accounts pavable for materials purchases is
adequate. The current svstem could be improved upon, however, to
provide even tighter control with only a few minor modifications
in the arcas of budget planning, budget control, and record
keeping. Some suggestions follow:
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1) Budgeting

The principal problem with the budgeting process is that the
budget is based solely on past vear's expenditures. Because
DCGCSFER has had little knowledge concerning the amount of local
funds available for project activities, expenditures have
excecded income from tood sales for most of 1985, all of 1986 and
nuch of 1o

Estimatine revenue available for budgeting purposes must be based
cn the cwpected revenue from the sale of commodities in che
npcouwinyg vear and any remaining funds in the local currency
account that would carry over from the prior year. With an
increased emphasis placed on reporting and the activation of the
inter—-acency coordination group, DGCSPFER's lack of knowlcdge of
funds avaitlable for the WDP should cease to be a problem in the
future,

DGCSFER's buduet planning has evolved considerably since the
beginning of the project. In earlier years of the project, no
systematic means lor estimaling costs was employed, Current cost
estimates arc derived both from experience and from production
reports that are comploted at the work sites. These reports
compile detailed information on construction cost by structure,
i.e., the number of hauls a truck had to make, the number of man-
hours utilized, the amount of concrete necessary, etc. Cost
estimates for 1987, reflected very closely the actual costs and
resulted in effeective planning and control. As more data are
collected and analyzed from these production reports DGCSFER
should be able to plan their budgets cven more effectively in the
future.

|
.
{

2) Budget Control

DGCSIFER's system provides a means to ensure that the approved
budget, for one line item (materials), 1s not over subscribed.
This is accomplished by means of the form at the bottom of the
requisition order, where requests are checked for fund
availability against the approved budget. The same should hold
true for ecxpenses for salaries anag day labor. This can easily be
accomplished for salaried and extensioa personnel by utilizing
pay sheets that incorporate a similar check for fund availability
as used for materials purchases. The following illustrates the
information appearing on the pay sheet utilized by the former
Watershed Management Project:

Total funds available
Encumbronces to Date
Balance

7 €5 LA




It is recocummended that this format be included in the pay sheets
presently used to enable the bookkeeping section at the project's
office to know at any time where they stand vis-a-vis the
approved budget. Exhibit 5 contains a sample of the former
project's pay sheet.

For day labor a similar procedure nceds te be employed. As each
watershed has numerous work sites, however, this check for fund
availability needs to be incorporated in the summary sheet that
is used for each watershed. Exhibit 0 presents a sample format.

In addition to fund availability checks made against the budget,
the team leader of the U.S. technical assistance team currently
gatl »rs at the end of every month actual expenses and enters the
data in o lLotus spreadsheet, This practice is appropriate because
it provides o detatled [inancial report for each watershed by
budpet catevory and indicates the remaining funds availabie for
expenditure tor each catepory. The prepararion of this analysis
should be transferrced to the Head of Administration as soon as
he/she is hired so that when the technical assistance Leam 1is
gone the capability for this tvpe eof reporting will remain with
DGCSFER.

3) I'iling

At present, two documents, the request for materials and the
receiving reports, are filed separately and should be included in
the current filing system. These two documents should be filed
with the stamped paid copy of the supplier's invoice and filed as
currently done for the rest of the supporting documentation,
chronologically, by watershed.

4) Internal Control

DGCSFER's system of internal control is sound. Through cross
referencing, most forms used provide a good system of documentary
support. This provides a distinct audit trail, facilitating the
tracing of a particular transaction from the source document to
final pavyment.

In additian, there is a clear segregation of duties and
rezpoosibilities in the voucher process. Accounts are closely
reviewed ¢ several stages in the system:

For Salary payments

- Payroll sheets are prepared by the assistant watershed
coordinators and reviewed by the watershed coordinators.
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- The bookkeeping section verifies totals from the time
sheets before they are transtferred to summary sheets,

- Summary shcets for each watershed are veviewed by the
acting head of administration.

- GEP checks the expense summary for mathematical accuracy.

For Materials Purchases

— Price and availability is checked by a project employece
before the material request f{orm is prepared.

- DGCSFER checks for availability of funds as the
requisition order is coempleted.

- Summary sheets are checked by the acting head of
administracion.

- Requisition orders and invoices are matched at GEP.

VIII. Issue of Late Payment to Workers

The problem of late payments to workers stems from the complex
process of reviews and approvale in order for payments to be
made. Given the procedure in place, there are numerous places
where the request can be delayed. For example, for the December
1937, payment request:

a) DCCSFER submitted the request to GEP on January 8, 1986,

b) GEP verificed the request and forwarded it to MOF o/a
January 11, 1988.

c) At the MOF, the request went first to the Director of the
Cabinet wvho forwarded it to the Investments Division.

d) The Investments Division checked the request against the
approved budget and sent the request back to the Cabinet
Director.

e) The Cabinet Dirccror prepared a check anrnd sent it to the
Investments Division for deposit in MDRP's account.

f) T"he Investments Division, after making the deposit to
MDRP's account, notified MDRP that the funds were deposited.

For Derembor's pavments the actual deposit to MDRP's account was
made on February 20, 1988. Payments were then made to workers and
suppliers during the first weck of March, more than 45 days aftcer

payment rcequest were made by DGCSFER.

There is an urgent need fov administrative restructuring in order
to speed up the process. It appears that the major delay occurs
in the MOF. One way to simplifly the process may be for GEPF to
submit its request directly to the Tnvestments Division.
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IX. Propos=d Reporting System

It is recommended that reports to USAID be vequired only on a six
month basis as a result of the limited capabilities of the
agencies and the fact that they are more accustomed to reporting
on a semi-annual basis. These apencies semi-annual reports will
he complemented by the Food Aid Monitor (to be hired scon) who
will make frequent visits to implementing agencies to ensure that
they are keceping their acconnts up to date. Specifically tae Food
Aid Monitor will be responsible for:

a) Monitorine EMPA's monthly deposits to the NDF account:
b) Making random visits to the Investments Division to
ensure vhat the P.L. 480 local currency account is kept
current;

c) Spot checking DGCSFER's vouchers periodically.

While cach agency would report only on the matters of immediate
concern to it, the information in the different reports will
enablce USAID to verirdy reports among agencics. This verification
will sigznal any discrepancies which would alert USAID to the
problem thereby taking the necessarv measures promptly to rectify
the situation.,

Al vepoits should be submitved to the Head of the Pilateral
Division of the Ministry of Plan and Cooperatinn no later than
ten days following the end of the semester., This is an important
requirement. for the following reasons;

1) The reports from cach agency will assist the Head of the
Bilateral Division in the preparation of the agenda (or the
Imter-Apency Council mectings.

2) As the Head of the Bilateral Division is responsible for
compiling all reports into one for submission to USAID, timely
submission by cach implementing agency is crucial to allow him
time to prepare his report.,

3) For effective Inter-Agency Council meetings, it is
importanc that all participants receive a copy of the report for
review prior to the meetings.

A, EMPA

In order to provide USAID with information relating to the
charges to be withheld by EMPA at the time of commodity arrival
ard to provide a clear definition of the amount of local currency
that EMPA will owe the NDIF account, a simple modification has
been added to the Statement ol Receipt of International Aid.

An esample of the modified report is presented on the following
page. Lt uscs, as an example, EMPA's allowable charges in the
present agpreement and the present sales price for corn,
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Empressa Publica de Abastecimento

Statement of Receipt of International Aid No: / /19

PO/ / /19

Identification of Merchandise

Product: Supplier:

Qualicty: Vessel:

Quantity: Date of Discharge:
Packaging: Port of Origin:
Donor Country: Port of Reception:

Reception:

Quantity:

Manifested sacks c/ Ton
Quantity Discharged sacks c/ Ton
Difference Toan
Received:
In good condition Ton ¢/ Ton
Torn Ton c/ Ton
Damaged Ton c/ Ton
Total Ton c/ Ton

Quality of Merchandise Summary

Gross Sales Proceeds ton x 12.6 =

Less handling/Transport/

Distribution ton x 2.11 =
Less Depreciation ton x 5.90 =
Less Indirccet ton x 6.00 =

Total Deposit Due NDF
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The Statement of Receipt of International Aid is also sent to the
National Development Fund account. By using the modified version,
the Total Deposit Due tha NDF is clearly stated and avoids any
possibility for confus-on concerning the amount due the P.L. 480
account.

In addition to reporting at the time of vessel discharge, EMPA
should be required to report on three additional items outlined
below along with a suggested format:

Report Format Submission Date
Com_ usition of Same as in December 31, for
Charges Project Paper up-coming year

Proposed Sales

Price by Type

of Commodity Letter December 31
Disposition of Funds

Retained for

Depreciation Letter December 31

B. National Development Fund Account

It is recommended that the Investments Division of the MOF
prepare the report on the sta‘us of local currency funds in the
P.L. 480 account. All information needed for completion of this
report would be readily available as it comes directly from the
journal prepared to assist with the maintenaunce of the P.L. 480
account. The suggested format is as follows;

The National Development [und
P.LL. 480 Local Currency Account

Semester Report

Report for the Period to 19

N3

Beginning Book Balance *

+ Amount Duc From EMPA

Sub Total

WDP Expenditures

Ending Boo2k Balance

According to EMPA's and NDF's accounts reconciled annually.
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This report will be compared with two other reports for added
verification and control:

1) EMPA's Statement of Receipnt of International Aid.
2) DGCSFER's project expenditure report.

C. DGCSFER

DGCSFFR will report on project outputs and a detailed summary on
how local currency was utilized for project purposes during the
semester, DGCSFER's format is adequate. A brief summary is
provided herc¢, Exhibit 7 proviuces an example of DGCSFER's 1987
year end report.

DGCSFER
Semester Report

Report for the period to 19

Narrative:

Description of work and problems encountered.,

Qutputs

( DGCSFER prepares a spreadsheet that lists all of the project
outputs by watershed, i.e., the number and volume of dikes
constructed, number of rock wall terraces built, site preparation
for forestry work, number of trees in nursery, number of trees
planted, number of meters of masonry canals constructed, etc.)

Financial Summary

( A second spreadsheet provides a detailed summary of planned
verses actual cxpenditures by wetershed. For salary expenses the
report includes the amount spent on salaried personnel, extension
personnel, day labor, tne amoun. spent on overtime, and per diem.
For materials purchased DGCSFER breaks down the amount spent on
cement and other construction moterials, fuel and lubricants,
equipment, and miscellureous items.)
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X. Conclusion and Recommendations

Many of the problems which have been elaborated in this report,
especially in the area of accounting for local currency, would
have be>n detected scvon after they occurred had the reporting
system been functioning as it was intended in the TA. The
responsibility for the lack of reporting rests on both sides of
the agreement., From a review of project files it appears that
USAID never provided the necessary direction nor provided GOCV
agencies with a sugpested format for reporting. In addition, as
reporting deficiencies were recognized by USAID, there could have
been a more concerted effort on behalf of USAID to obtain the
required reports. After an in-depth review of the current
financial management syvstems and procedures used by various
implementing agencies, it appears that the principal reasons they
had trouble reporting are:

First., the agencies involved in the WDP implementation
operate differently from the way the financial management system
was desioned to operate, both in terms of the project paper and
the TA. In the case of EMPA and the NDI', for example, these
differences resulted in a situation where much of the information
required by the TA was not gencrated by the respective accounting
systems.

Secound, from meetings with both EMPA and the NDF, it appears
that the contents of the TA were never effectively communicated
to those in charge of day-to-day operations and those who
ultimately would have been responsible for preparation of
repcrts.

DGCSIER also did not submit all of their required reports. For
1985 and 19386, only vear end reports were submitted, and for
1987, both scmester and year end reports were submitted. Their
failure to submit the earlier reports wasn't because they were
unable to provide the data. Rather, it was something that just
was not done,

A summary of conclusions and recommendations for each GOCV
implementing agency are as follows:

Ao EMPA

While EMPA is a parastatal enterprise, it is important to
recognize that EMPA views itself more as a profit making
enterprise, not a GOCV agency as characterized the WDP Project
Paper. Hence, its internal systems for commodity and financial
management have evolved considerably since the time the TA was
written and have been designed with a profit motive in mind.

EMPA's inventory management and accounting systems are sound and
actually operate in the best interest of both EMPA and USAID. For
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EMPA, their system allows them to operate as efficiently as
possible in all aspects of operation. For USAID, while EMPA's
system does not generate much of the detailed information by
donor as required by the current TA, it does provide fcr strict
accountability of commodities and generated sales proceeds in the
aggregate,

Rather than restructuring EMPA's current system which would
increase their operating cost, USALD should recognize the moment
of monetization for P.L. 480 commodities at the time EMPA
receives the commodities. EMPA would still be responsible for all
aspects ol both commodity and financial management but they would
have even more incentive to be as efficient as possible because
anv los=cs at anv stage after payment to NDF would then be a
dircect loss in EMPA's revenue. Recognizing this fact means
creating nothing new. This is what EMPA has been doing and
continues to do todav.

The rest of the requirements of the current TA can be easily

complicd with. After all tne concerns raised since the mid-term

evaluation, both EMPA and USAID realize the importance for

reportine annually on the composition of EMPA's charges for

handling, storage, and distribution and submitting the proposed

sales price. These requirements are of critical importance in
Lo avold situations such as the present one with a

order
discrepancy ivewarding the funds to be deposited with the P.L. 480

]

local currency account,

Eecommendations for EMPA

) USALD shoutid consider recognizing the point of monetization
with EMPA's receipt of commodities., The TA should be amended to
state falliowing EMPA's receipt of commoditijes they then belong to
EMPA,

2) EMPA should be required to report to USAID on three items.

a) A detailed breakdown of charges for the up-coming year,
submitted December 31.

b) Proposed sales price for commodities, submitted December
31.

¢) A statement concerning the disposition of funds retained
for silo depreciation, submitted December 31.

3) The TA should be amended for annual approval of the above
reports.
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B. National Developnent Fund

The principal problems identified with the NDF are in the arca of
financial accounting and reporting. These problems resulted
primarily irom the fact that the two functions of receipt and
disbursement ol local currency were physically separated between
two offices: the NDF and the Investments Division of the Ministry
of Finance. By beinyg separated, it was not possible to ascertain
the current status of the PLL. 430 local currency account without
going to cach office. This was c¢ven further complicated by the
lack of communication between the two offices and the lack of
appropriate documentation tor the disbursement of P.L. 430 focal
cCurrency .

With the restructuring measures of the MOF, it appears tha: many
of these current problems may be vesolved. The Ministry of
Finance is in the process ol reorganizing the operation of NDF to
provide closcr courdination between the NDF and the Investments
Division. Under this reorganization, the Investments Division
will also receive information on commodity arrival and thus the
amount due the PoLL 450 local currency account. As the
Investments Division already handles all expenditures from the
account, this would eliminate the physical separation as 1t
currently exists and would enable the status of the account to be

maintained in oonly one office.
Recommendations for NDF

1) The journal prepared during this assessment needs to be
implemerted immediately.

2) The Investments Division of MOF should participate in the
Inter-Auency Council meetings.

3) Pavment procedures must be simplified. Efforts need to be
made, throueh the Jnter-Agency Council meetings, to see if GEP
could send its request direcctly to the Investments Division.

C. MDRP
DGCSFER's accounting system for recording and creporting salaries
paid and materials purchased is generally satisfactory. Tighter
control could be achieved, however, in the areas of budget
planning, budget control, record keeping, and filing.

Recommendations for MDRP

1) Estimating tunds available for budgeting purposes should be
based nn oxpected revennes,

2) Salary pavments and poyments made to day laborers shculd be
controlicd vis~a-vis the approved budget similar to the system
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used for materials purchases.

3) The Head of Administration, (to be hired soon) should be
trained to prepare financial reports on the projects computer to
ensure rcporting continuity after the U.S5. technical team is

gone.

4) Summary sheets prepared for DGCSFER's request for funds
curreatly list all of DGCSFER's obligations. DGCSFER should
provide a sub-total USAID financed projects and a sub-total for
the remaining projects which are financed by other donors. By
separating totals, it would facilitate MOF in clearly identifying
USAID financed prejects.

5 The watershed coordinator in Tarrafal should not group the
expenditurcs for his watersheds all under Tarrafal., While people
associated with the prejest know what he is doing, it 1Is
confusing tor an outsider and eppears as rthough Tarrafal is
constantly over huadget.

6) For tiling, rather than stapling the request for material to
the copvy of the reguisition ordevr remaining in the requisition
booklet, as is currently done, this copy should be attached to
the suppliers tnvoice and filed along with the corresponding
recetviag report

7) Copies of both the request for material and receiving reports
should be torwvarded to MOF along with the rest of the supporting
documentat ion.

8) A completed copy of the analysis of WDP expenditures currently
preparcd on Lotus should be forwarded to MOF. This would provide
MOF with detailed information by watershed and as MOF totals all
receipts justifving expenditures, comparison with DGCSFER's
report would provide on added cross check on DGCSFER's work.

D. Recommendation for the COCV

1) Sales prices for commodities need to be updated on a yearly
basis so that they reflect current world market prices.
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Exhibit 1 Customs Duties Paid

Wheat 198606 4,972 MT received

NDF Value 44,757,000
Direitos 4972 x 9,000 x .10 = 4,474,800
Emoluments Perais 4972 x 9,000 x .05 = 2,237,400
Portoria 4972 x 10 = 49,720
Assistance Cros Vermelho 2 x 4,972 x 2 = 19,888
Total 6,781,808
Fice # 1| Guality 1986 3,986.9 MT received

NDF value = 111,633,200
EGA 111,633,200 x .05 = 5,581,660
Direitos 111,633,200 x .05 = 5,581,660
Portaria 10 cve Mt x 3,986 = 39,869
Total 11,203,189
Rice #2 Quality 1936 536.9 MT received

NDF vailue = 10,147,410
EGA 10,147,410 % .05 = 507,370
Direitos T, 147,410 x .05 = 507,370
Portaria 536.9 Mt x 10 = 5,369
Total 1,020,109
Beans 1987 19449, 7 MT received

NDF value 55,49]1,000
EGA 58,491,000 x .05 = 2,924,550
Direitos 58,491,000 x .05 = 2,924,550
Portaria 55,491,000 « 1.04% = 608,306
Totral 6,457,406
Rice #2 Quality 1957 2,973.7 MT received

(NDF value 56,202,930)
EGA 56,202,030 x .05 = 2,810,146
Direites 56,202,930 x .05 = 2,810,146
Portaria 10 cve x 2,973.7 Mt = 29,737
Total 5,650,029

Total for all Customs Duties 31,112,541
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Pasts for custonms rates for beans Aprovado
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Exhibit 1 continued

EMPRESA PUBLICA DE ABASTECIMENTO

Basis for customs rates for rice
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Exhibit 2 Cost for Reception, Storage, and Handling of Corn

For corn, a comparison can be made from the TA and information

provided by EMPA:

Charges per MT Charges/MT

Jauuary, 1984 Change March, 1988
l. Port Chargyes
Port utilization tax
220500 Mt -0~ +220 220%00
Surcharge 1003 -0~ +220 220%00
Normal trafepo 20500 Mt -0- +20 20300
Fxtra trafcuo 507 ~-0- +10 10%$00
Total -0- +470 470%00
2. Direct Handling
and Distribution Charges
Ship unloading 60$00 ~-60 -0-
Cargo handling 150%00 -150 -0-
Use of port 20%$00 - 20 ~0-
Normal Labor 10$00 - 10 -0~
Overtime 12800 -0~ -0-
Equipment use 50%00 ~0- 50%00
Dispatching 10500 -0- 10$00
Total Port 312$00 -252%00 60$00
2. Bulk Storage
and Bagging
Transport to sile 50%$00 -0- 50%00
Electricity 48%00 -0- 48%00
Weighing & storing 5%$00 -0- 5$00
Unlcading silos & movement 100800 -0- 100$00
Silo maintenance 18500 -0~ 18300
Total Silo 221%$00 0 221%00
3. Charges Central Storage (407) 407
Transport Silo/Warechouse 72%00 -0- 72%00
180800 MT
Receiving (97300 mt) 39500 +1 40300%
(10O MT 19483)
Handling (97500 mt) 39%00 +1 40$00%
(100500 mt 1us8) e ———— e
Total Central Storage 150$00 +2%$00 152%00



Exhibit 2 continued

1984
4, Distribution Charges (757%)
Transport te port (180mt) 135500
Freight agency loading
unloading (517200 mt) 388%00
FT2O808 mu 19883
Central Port (100300 mt) 75%00
¥O(LA0500 wmr 1G38)
Island Port (200800) 150800

(260 mt 1988)

Transport (180%00 mt) 135%00

Receiving/Handling (194 mt) 146$00
(150800 mt 10¢88)

Total Distribution 1029$00
5. Losses and Spoilage

(C1F 7700%00)
Losses at Reception 2.97 259%00
Losses Central 23%00
Storage .257%
lLosses bDistribution 1.127 116$00
Total Losses 398500
6. Total Direct Handling 2110%00
7. Depreciation 590%$00
8. Indirect 600%$00
Total Handling/ 3,300%$00

Distribution

1988
(602)
~27$00 108$00
+49$00 437$00%
+9$00 84$00%
+24$00 17£$00%
~27$00 168300
~56$00 90%00%
~28$00 1601$0C
(CIF8600$00)
~259$00 -0~
~23$00 -0~
+10$003  126.3
- 271.7 126.1
-~ 79$70 2030$30
+100$00 690$00
~600$00 -0-
- 579870  2720$30



Exhibit 3 EMPA's Charges for Beans and Rice

Charges for Beans
Port Reception

Dispatching .96 x 30300
JAP

Transport

Reception 4500/sack
Warehouse 4500/sack

Traices
Total Reception
Handling and Distribution 677

Freight lgeuncy 000 Mt
Warehouse 4500/sack

Transpert 1803500 mt

JAP/Praia 1403500 Mc
Loading/Unloading 300500 Mt
JAP/Island 206500 Mt
Transport 180500 Mt

Warchcuse 4%00/sack 80300 Mt
Recoption 43500/sack 803500 Mt

Total Handling and Distribution

Total/Handling/Distribution

283%00
246%00
180%$00

80%00

80$00

20824

6358%04

402800
53%60
120860
97$82
201800
198832
120560
53569
53%60

1301%14

1936%$18



Exhibit 3 continued

Charges for Rice

Dispatching 11$00 Mt

JAP

Transport

Reception 7%500/sack

Central Warehouse 7%00/sack
LLabor

Total Reception
Handling and Distribution (657)

Freight Avcency 6003500 Mt
Warchouse 7%500/sack
Transport 1503570 Mt
JAP/Praia 140500 Mo
Loading/unloading 300500 Mt
JAP/Tstand 290500 Mu
Transport 150300 Mt
Warchouse 7%00/7sack
Receprion 7%00/sack

Total Handling and Distribution

Total Reception/l'andling/Distribution

11$00
246%00
180%00
140$00
140%00
20%00

737%$00

3903%00
91$00
117$00
943%90
195%00
192%40
117300
91500
91300

1,3798%30

2116%$30



Exhibit 3 continued
MOAVE's charges for flour

The 1986 shipment of 4,972 MT of wheat was discharged at the port
of Mindelo and was handled directly by MOAVE. The Director of

MOAVE was very helpfu in providing a detailed breakdown of cost
and all supporting do. imentation to justify how these cost were
derived. This information has been placed in the project file for

those interested.

While the wheat arrived in October 1986, it was placed in MOAVE's
storage facilities and was not actually milled until 1987. Total
wheat milled by MOAVE in 1987 produced 12,364 MT of flour. A
summary of costs is presented as {ollows:

Cost per Ton
Depreciation ot plant and equipment

5,525,735500/12,304 MT 447%00
Fire insurance 1,000,000500/12,364 MT 81%00
Real estate tax

0.I5 x 382,5008%00 57,376%$00

0.02 x 524500 1,148%00

58,524500/12,364 MT 5500

Raw materials

1,382500 x 11,382 15,730%00
Water and electricity consumption 682$00
Transfers 50$00
Consumables 715%00
Indirect cost

Administrative cost 3,014,940300/12,3¢64 244300

Warchouse services 1,987,265%$00/12,364 161$00

Auxiliary services 1,672,577%00/12,364 136%00

General Expenses 2,570,000800/12, 3064 208%$00
Direct labor 5,248,759500/12,364 425%00
Inter~-Island distribution 15,071,503%00/12, 364 1,219%00
Total cost of production/distribution 20,103%00

Note: Total production and distribution costs are greater than
the GOCV set sales price of 18,500%00 a ton.

Through milling the 4,972 MT of wheat, approximately 20 percent
or 994 MT of bran was produced. MOAVE sells all bran produced for
animal feed at a price of 6,000800 a metric ton. This would have



generated form the P.L. 480 shipmunt approximately 5,964,000%00.
The total results of the mills operation help to provide details
whether the cost difference becween the NDF price and the selling

rice are justified.
]

Total Revenue Generated

Flour 12,364 MT x 18,500%00 228,734,000%$00
Bran 3,568 MT x 6,000%00 21,408,0003%00
By-products 90 MT x 1,000%00 90,0008%00
Total 250,232,800%00
Less Cost of Productien

12,364 x 20,103%00 248,553,492500
Profit 1,679,308%00

This results in only .0067 percent profit on sales. It is only
through the sale of bran and by-products that the mill even made
any profit,

The Director informed me that the reason for the low profit
margin is that MOAVE is required to use donated wheat. At the
presenl time he appears to be frustrated because he can purchase
wheat on the world market for 7,500800 MT yet he must pay NDF
9,000500 MT. He also stated that neither the NDF price nor the
sales price had changed since 1984, On numerous nccasions, he has
requested the Directorate General of Commerce to adjust the NDF
price. These request were made once in 1985, twice in 1986, once
in 1987, and already once in 1988. To date he has received no
response,



Exhibit 4
Explanation of Columns for the P.L. 480 Local Currency Journal
The column "Date" enter the date of transection.

The column '"Description'" enter a description of the transaction,
for example;

Deposit of local currency - Enter the date of commodity arrival,
type of commodity received and the document number of the
Statement of Receipt of International Aid.

For expenditure of Jlocal currency - Enter the document number of
the request for funds received from MDRP, a brief description
dascribing the pavment ie., payment for salaries and materials
for the month of January, and the number of the check with which
funds were deposited to MDRP's account.

The column "MT" is used only for commodity arrival and funds due
the local currency account. Enter the total metric tons received
by EMPA.

The column "Escudos pev MT" enter the difference between the
sales price of the particular commodity less EMPA's allowable
charges.

The column "Local currency deposit/ value" enter the total amount
due the local curvency account for the particular shipment, i.e.
equals total metric tons received times the column escudos/MT.

The «column "Local —currency deposit/cumulative'" this «column
maintains a running total of the amount due the account.

The column "Disburscments/Month" enter the total amount of local
currency disbursed for the month to cover WDP expenses.

Tre column "Disbursements/ Cumulative" maintains a running total
ol all disbursement made from the account.

The column "Balance" - enter the difference between the
cumulative amount due the account and the cumulative amount
disbursed from the account.

-l



Exhibit 4 continued USALD WATERSHED DEVELOPMENT PROJECT
LOCAL CURRENCY ACCUUNT

DATE DE SCRIPTION MT ESCUDGS | LUCAL CURRENCY DEPOSITS DISBURSEMENT S/WDP BALANCE
MI DUE A-B
VALUE CUMULATIVE A MONTH CUMULATIVE B
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Exhibit 7 {cont.)
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Exhibit 7 (cont.)
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