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I INTRODUCTION
 

At the request of the Mission Director, we have made an audit of the
 
second Agriculture Sector Loan in the Dominican Republic. InDecember of
 
1977, the Dominican Government had reported that costs of planning and
 
evaluation had already exceeded the ceiling in the approved implementation

plan. A review of that report supported by subsequent developments led to
 
suspension of disbursements in April of the following year.
 

In that month, former employees of the Dominican Secretariat of
 
Agriculture publicly accused the then Secretary of diverting funds earmarked
 
for the Small Farmer Program to political uses. This program is supported

by A.I.D. s second Agriculture Sector Loan. Inreply, the Secretary public
ly asked A.I.D. to audit the program. The Mission had no knowledge of A.I.D.
 
Loan funds being improperly used. But the Mission did suspect that some
 
counterpart expenditures were for activities that were not related to the
 
Program.
 

Simultaneously, at the insistence of the Mission, a joint A.I.D.
 
host-country program review was initiated. 
 The Dominican Government, on its
 
own, determined that $4.7 million of counterpart funds had been spent on
 
items that were not program related. These expenditures had been recorded
 
as a counterpart contribution to the Program.
 

InAugust of 1978, prior to completion of the joint review, the Auditor
 
General initiated the requested audit of the loan. 
 Itsoon became apparent

that the Dominican records were not then in condition for audit. The
 
computerized accounting system had been unable to produce a reliable list
 
of program costs. We were repeatedly assured that the needed list was 
soon
 
forthcoming and, in view of the urgency of the Mission Director's request

for audit, we continued our effort. Unfortunately, the promised list of
 
program costs, never materialized. The results of our review are therefore
 
less conclusive than they would otherwise have been.
 

Throughout this report local currency amounts are expressed in U.S.
 
dollars at the official exchange rate of US$1.00 = RD$1.00.
 

II BACKGROUND
 

The second Agriculture Sector Loan No. 517-T-029 was signed on
 
September 30, 1976. As a counterpart contribution, the Dominican Govern
ment agreed to match the $15 million provided by the loan with the equivalelit

in local currency. The three-year loan program was designed to help the
 
Dominican Government address the issues spelled out in the Agricultural

Sector Assessment prepared by the Secretary of State for Agriculture in
 
1974:
 



-- 

-- 

-- 

-- 

-- 

-- 

-- 

-- 

The need to improve agricultural policy direction by
pioviding a more sophisticated analytical basis for
 
sector planning inagriculture.
 

--	 The underutilization of human resources due to a
lack of basic farm skills and an insufficient base
of 	qualified agriculturalists at the professional

level.
 

The need to utilize arable land more efficiently.
 

--	 The need to disseminate original research work
developed in the Dominican Republic and other
 
countries more widely.
 

The limited use of modern agricultural production

inputs.
 

The need to improve techniques of classification,

fertility, and conservation.
 

--	 The scarcity of credit for small farmers. 

The need to remedy deficiencies in the marketing
 
system.
 

--	 The paucity of rural infrastructure facilities. 

The program consists of 15 elements, sub-elements, and activities.
Program components have been formulated cooperatively between the Borrower
and AID to assist inachieving the objectives of the Dominican Agriculture

Sector Program:
 

Increase employment inagriculture in rural areas.
 

--	 Develop the institutional and human resources needed to

sustain agricultural growth and development.
 

--	 Achieve a more equitable distribution of income among
those who earn their living from the agricultural sector,
thereby improving the quality of rural life.
 

Provide food and fiber to consumers at reasonable costs.
 

--	 Provide agricultural products for industrial uses,

exportation, and import substitution.
 

Encourage the kind of agricultural production which
 
will improve nutritional levels.
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--	Achieve optimum utilization of renewable natural
 
resources.
 

As of May 31, 1978, the Dominican Government reported that it had
incurred program costs approaching the equivalent of $7.5 million:
 

AID-provided U.S. dollar payments 
 $ 	218,597

AID-provided local currency payments 
 798,938

Dominican-Government-provided local
 
currency payments 
 6,413,199
 

Total reported costs 
 $7,430,734
 

III SCOPE
 

Our audit covered the period from September 30, 1976, through May 31,
1978. The audit was made on a selective basis and licluded such tests
 as were considered necessary in the circumstances.
 

IV SUMMARY
 

Early efforts to get the second Agriculture Sector Loan underway were
unsuccessful. 
 The design of the program seems to have exceeded the
implementation capability of the Dominican Republic (see page 3 ). Mission
monitoring was 
not forceful enough to compensate (see paqe 6 ). Meanwhile,
the program was so 
complex and the Dominican Government's accounting
system so weak that how much the program cost and what the money was spent
for are not presently known (see page 8 ).
 

The*Mission Director disagreed with our conclusion on Mission
monitorship and program costs. 
 His comments appear verbatim following

the findings to which they pertain.
 

V 
 STATEMENT OF FINDINGS AND RECOMMENDATIONS
 

A. Program Design
 

Some components of the second Agriculture Sector Loan in the
Dominican Republic appear to have been designed more for budgetary support
than specific project activities. 
 These program elements are described
in general terms; goals, objectives, and outputs are so broadly stated
that exactly what the loan is supposed to accomplish isnot clear. In any
case, the program appears to have exceeded the implementation capability
of 	the Mission and the host country.
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According to the project paper, the host-country office responsible

for managing the program had proven its ability to coordinate and manage

foreign assistance including the first Agriculture Sector Loan. But the
first Agriculture Sector Loan had not then been evaluated. 
A subsequent
evaluation of the first loan by the host-country managing office questioned

its own technical capacity to coordinate and manage the program.
 

A Mission technician monitoring one of the program activities

financed by the second loan said that apparently the project was based on
 an assumed host-country implementation capacity that did not actually
exist. The managing office has been unable to carry out most of the pro
posed activities in a sound manner.
 

Workable goals and benchmarks against which progress could be

measured have not been established for 
some of the program elements. For
example, the loan agreement calls for classifying 200,000 hectares of land
 over the life of the project. Lut no time-phased plan for doing so has
been developed. How can progress be evaluated ifno one knows how much

land should have been classified the first year? 
The fact is that no land at
all had been classified at May 31, 1978, the audit cut-off date. The
project was then over 1 year old. 

The multiple implementation problems affecting this program prompted

the Mission to insist that the Dominican Government reprogram the loan.
Detailed budgets and implementation plans for each program activity are now
being developed. Even though the loan agreement did not require such plans

for all program elements, it is our opinion this action should have been
 
taken 2 years ago when the program began.
 

In some cases, such plans were 
a condition precedent to disbursement.
For example, Section 3.02 called for a time-phased implementation plan

for the Data Collection and Evaluation sub-elements:
 

"Prior to any disbursement or to the issuance of any commitment
document under the Loan for the purpose of financing the Data Collection

and Evaluation Sub-element, A.I.D. shall have received, in form and sub
stance satisfactory to A.I.D., a time-phased plan setting forth the

establishment and operation of the Data Bank and Documentation Center."
 

This condition was never satisfied. The Mission modified the
condition and 
on May 23, 1977, authorized the Dominican Government to

proceed with disbursement.
 

The reprogramning document completed by the Dominican Government
 on October 3, 1978, is
now being reviewed by the Mission. Approval is
 
expected shortly.
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Recommendation No. 1
 

The Mission should assist the
 
Dominican Government with the develop
ment of a sound implementation plan

defining attainable program goals.
 

Mission management disagreed with our conclusion that the program

appears to have exceeded the implementation capabilities of the Mission:
 

"The Mission takes exception to the allegation that the
 
program appears to have exceeded the implementation

capability of the Mission. 
 It is true that the program,

like most which A.I.D. funding supports, is behind
 
schedule. 
 The audit report appears to base its comments
 
on Mission implementation ability upon that fact alone-.
in our view, an unreasonable position. To state the
 
obvious, tile major implementing burden in our programs
 
rests with host country entities. If the inadequacies

in this direction are serious enough, no amount of
 
Mission effort or competence can compensate."
 

"While it is true, as the report states, that detailed
 
budgets and implementation plans for each program

activity were being developed as of the date of the
 
audit, it is not true, as the report implies, that no
 
such budgets and plans had been prepared previously.
 
Many had been prepared by the Borrower much earlier.
 
They had not been submitted to A.I.D., however, because
 
the loan agreement requires such submission for only
 
a few of the activities. By the Fall of 1977, in response
 
to special Mission requests, plans and budgets for
 
almost all activities had been submitted to the Mission.
 
The plans and budgets recently completed were, for the
 
most part, revisions based upon reprogramming decisions
 
and funds availability.
 

"The report implicitly criticizes the Mission for
 
disbursing funds for the data collection and evalua
tion sub-element in the absence of a time-phased plan

which the loan agreement required as a cordition
 
precedent. A more complete description of this action
 
would have noted that the Borrower had submitted a
 
plan which, while it lacked time-phasing, included all
 
seven of the other items specifically set forth in the
 
implementation letter which explained this condition
 
precedent. The Mission permitted a disbursement of
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$42,727.25 for this activity, all of it to cover
 
dollar costs for rental of equipment and tech
nical assistance contracted for the programming
 
and implementation of the activity. Itwas the
 
Mission's judgment that this quite limited
 
disbursement would assist the Borrower to devel
op the required time-phasing and thus result in
 
a more timely implementation of the program."
 

B. Program Accomplishments
 

Inour opinion lack of effective monitoring by A.I.D. is one
 
reason why the second Agriculture Sector Loan has shown so little progress.

From the outset, the managing office of the Dominican government has
 
performed poorly. Mission efforts to advise and encourage have not been
 
effective. Vague program design (seepage 3) and ineffective oversight

probably account for the meager results that have been achieved so far.
 

The timing and complexity of the second Agriculture Sector Loan

probably overextended both the Mission and the Dominican government. When 
the second loan was signed, $9.4 million of the $12 million available under 
the first had not been disbursed. The o'erlapping technical and admin
istrative requiremrents exceeded the resources of the Dominican Government
 
and the monitoring capabilities of the Mission. As of October 31, 1978,
 
the first loan still had an undisbursed balance of $875,349. One could
 
therefore reason that the second loan was premature by at least 1 year.
 

The program's 15 complex activities further overextended the
 
technical and administrative capabilities of the Dominican Government.
 
Implementation plans were hastily prepared (evidently for the sole purpose

of satisfying conditions precedent, since these work plans were not sub
sequently followed).
 

The early years of the loan have been a period of bureaucratic
 
and political change. Since the agreement was signed, management of the
 
Dominican Government implementing office has changed repeatedly. This
 
turnover was accompanied by repeated changes in program direction and
 
implementation.
 

The presidential e',ection campaign started about 1 year before
 
the May 16, 1978 election. Dominican Government program resources were
 
diverted to political activities slowing program implementation.
 

The Mission's Food and Agricultural Development Division advocated
 
hasty approval of vague implementation plans submitted to meet conditions
 
precedent. But Capital Resources Development and the Controller pressed

for more details. Food and Agricultural Development's eagerness for
 
progress may have encouraged the Dominican Government to give some condi
tions precedent short shrift by delaying implementation, deviating from
 
agreed-on plans, and going over budget.
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For example, on November 7, 1977, the then Chief of Food and
 
Agricultural Development certified that the Dominican Government's second
 
disbursement request was "technically correct and responsive to the needs
 
of the respective loan elements and activities". Capital Resources
 
Development found the request incomplete on five elements and activities
 
and asked for more information, this was a recurring pattern.
 

The information provided in response to Capital Resources request
 
confirmed the Mission's opinion that Dominican management of program
 
funds was lax. InApril 1978, the Mission cut off loan disbursements pend
ing results of a joint program review by the Mission and the Dominican
 
Government. The review team accepted the.Dominican Government's determina
tion that $4.7 million of the $20 million in counterpart expenditures

charged to the program as of May 31, 1978, were not program related.
 

The report of the joint review team provided the basis on which
 
the Dominican Government began reprogramming the loan. At present the Mission
 
isreviewing the results of the reprogramming erfurt. Approval is expected

shortly. Even so, the need for careful monitoring by the Mission will continue.
 

We are not making a recommendation on this point for two reasons:
 

1) The present management of the Mission was not responsible

for the design or pre-agreement monitoring of the loan.
 

2) The present management of the Mission has taken forceful
 
action to remedy the situation.
 

"The Mission takes strong exception to the allegations
 
of ineffective monitoring and oversight. This conclusion
 
of the auditor is presumably based on certain cited
 
differences of opinion between Mission offices during
 
loan implemenfation. The fact that such difft-rences
 
occured is neither surprising nor unusual. Nor is it
 
undesirable. Operations offices will often approach
 
issues with a different perspective than that of staff
 
offices. The best assistance to Mission management in
 
making intelligent decisions is to have honestly and strongly
 
stated positions by different Mission offices based upon
 
their respective points of view. We welcome such a
 
diversity of opinion and find it healthy rather than a
 
matter for criticism. We further think that it is idle
 
to speculate as to what effect, if any, a particular

Mission office's attitude may have had on the Borrower
 
The Borrower was made aware, through numerous meetings
 
of its representative and Mission management, of our
 
insistence upon compliance with the terms of the loan
 
agreement and good project management.
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"With respect to the question of Mission monitoring,
 
we would point out the following:
 

"A. To date, not one cent of U.S. Government funds
has been found to have been misused. The Mission's
 
care inmanagement of U.S. resources is
is
one reason why loan disbursements are behind
the original schedule, and, ironically, this in 
turn

is responsible for the conclusion that the Mission's
 
monitoring was not forceful enough.
 

"B. Constant Mission efforts have resulted in the
Borrower's adjusting its own records of counterpart

expenditures so as 
to delete those which were not
 
program related.
 

"The significance of the second disbursement request
in this process has been exaggerated in the Audit
Report. 
The Mission had advised the Borrower on
 
numerous occasions well before December 1977, that
itwould not accept as counterpart expenditures any

i.ems which oere not program related. The events
in April, involving former employees of the

Secretariat (referred to in the Introduction), offered
 an excellent opportunity for a joint exercise inter alia
 
to review the counterpart account, and the Mission
presented this position forcefully to the Borrower. 
As
 a result, the Borrower itself adjusted its counterpart

account to include only program related expenditures.
 

"These were some of the many actions that the Mission

took during the implementation of this Program.
great deal of thought and effort went into these 

A
moni

toring activities. As a result, despite the many
difficulties listed in the Audit Report, the Mission
 was able to move the Program along, albeit slowly, to
the point where, under the new GODR administration,
 
progress is now well-under way. 
At the same time, the
Mission was able to assure against the misuse of any
U.S. Government funds and require of the Borrower an
appropriate accounting of all 
counterpart expenditures."
 

C. Program Costs
 

An unfortunate by-product of poor program design and execution is
that the Dominican Government's accounts do not show how much the program
has cost. 
Some payments have been accurately accounted for. 
 But most
were unacceptable, usually because records were too incomplete to tell
what the money had been spent for. 
Some such items can probably be
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accepted once they have been identified. But a great deal of
reconstruction must be done before conclusive determinations can be made.
Here, in summary is 4hat we found: 

Unacceptable Payments
Payments not selected for audit 
Payments for acceptable items 

$4,899-730 
567,920 

1,963,084 

66% 
8% 
26% 

Total Payments $7,430,734 100% 

Most of the acceptable items were loans to small farmers. The
nearly $5million in uracceptable payments consists of several 
kinds of
transactions. 
 We have broken them down into six broad categories:
 

Food, drink, and flowers 
 $ 6,723
Vehicles not identified with program 
 231,090
Unitemized payroll costs 
 2,048,038

Items not justified as program costs 
 390,334
Cash transfers to other departments 728,208
Cash for unidentified items 
 1,495,337
 

Total 
 $4,89/30
 

The $6,723 of unacceptable counterpart payments for food, drink,
and flowers consist of 44 vouchers rangin3 from $27 
to $491.
 

The total cost of all vehicles charged to the program was $231,000
(all counterpart funds). 
 We were unable to tell which, if any, were used
in program-related activities.
 

A lump sum of $2,048,035 in counterpart funds was charged to the
program as payroll cost. 
We did not have enough information to relate
this figure to specific employees on payroll disbursements.
 

We did not have enough information to relate other payments
totalling $390,334 to 
the program. 
 This figure consist of 20 vouchers
ranging from $1,000 to $78,640.
 

A total of $728,208 was 
transferred by the implementing office
to other departments by means of 34 checks ranging from $434 to $143,767.
Project records do not show how the money was spent by the receiving

departments.
 

The joint review team accepted the Dominican government's
determination that $1,495,337 of administrative expenses were not related
to the project. These unacceptble items are still accounted for as project
costs by the Dominican government. The 33 trnnsactions involved here ranged
from $2,669 to $550,000.
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Recommendation No. 2
 

The Mission should advise the Dor, iican
 
Government to purify program costs by

deleting unaccepttable items.
 

Recommendation No. 3
 

The Mission should advise the Dominican
 
Government to keep an adequate file of
 
supporting documents for all program-related
 
expenditures.
 

The Mission comments:
 

"More than $1,000,000.00 pesos included among

unacceptable payments were, in fact, among

the $4.7 million previously determined by the
 
Secretariat of Agriculture to be non-program

related. The GODR has, to date, been able to
 
furnish satisfactory documentation with respect
 
to almost all of the balance.
 

(Auditor's Comment: The Secretariat did identify the

items referred to above as non-program related. But
 
the items were not purged from the account and there
fore appeared as program costs.)
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REPORT RECIPIENTS
 

Copies
 

Assistant Administrator - Bureau for Latin America

and the Caribbean (LAC), AID/W 1
 
Deputy Administrator - Bureau for Latin America
 
and the Caribbean (LAC), AID/W 1
 
M-ission Director, USAID/Dominican Republic 
 5
 

Country Officer, ARA/AND/C, AID/W 
 I
 

Director, LAC/OPNS, AID/W 1
 

Director, OPA, AID/W 
 1
 

AG, AID/W 

1
 

AAG/Africa (West), AID/W 
 1
 

AAG/Africa (East), Nairobi, Kenya 
 1
 

AAG/Egypt, Cairo, Egypt 
 I
 

AAG/EA, Manila, Philippines 1
 

AAG/NE, Karachi, Pakistan 
 1
 

AG/EMS/C&R, AID/W 
 12
 

AG/PPP, AID/W 
 I
 

DS/DIU, AID/W 
 4
 

Inspector-In-Charge, llS/Panama 
 1
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